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| am pleased to announce to the shareholders the audited consolidated
results of Karl Thomson Holdings Limited (the “Company”) together with
its subsidiaries (the “Group”) for the year ended 31 December 2005.

For the year ended 31 December 2005, profit attributable to shareholders
amounted to HK$13,845,000 (nine months ended 31 December 2004:
HK$45,684,000), equivalent to earnings per share of HK3.01 cents (nine
months ended 31 December 2004: HK9.9 cents).

The economic recovery since the outbreak of SARS in 2003 proved to
be sustainable. Following the rise of 8.6% in 2004, Gross Domestic
Product ended with a stunning growth of 7.3% in 2005. The advance
was board based with greater strengths in domestic exports and
consumption. The domestic export defied the downward trend of the
past few years to pick up remarkably in the second half, possibly due to
the strong demand from overseas markets. The extension of CEPA
coverage and the continual trade conflicts between China and its export
markets had motivated more industrialists to relocate their manufacturing
bases back to the territory. The employment situation continued to
improve. Unemployment rate dropped to a 52-month low at 5.2% from
the period of December of 2005 to February of 2006 with significant
better-off in salary increments and bonus payment. Total employment
reached a historic record of 3,430,000. Certain industries experienced a
shortage of professionals and they had to offer higher salaries to retain
and recruit their employees. The growing optimism of the general public
and higher income earned had positive impact on the domestic consumer
market. Visitors to Hong Kong maintained a satisfactory growth of 7.1%
despite a higher base last year. Arrivals from Mainland China slowed
down but the 2.4% increase represented a new high of more than
12,500,000 in 2005. China remained as the major source market. Visitors
from international markets gained substantially by 13.1% and helped to
cover the shortfall of growth in Chinese visitors. The continual extension
of Individual Visit Scheme (IVS) enabled Hong Kong to attract visitors
from the secondary and emerging cities in the Mainland China and
underpinned the growth of visitors in the long run. The robust retail
business had drawn speculative activities in the business properties which
in turn pushed up the rents sharply. This directly put pressure on the
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business operators and eroded their profitability. Nonetheless, the
economy was also adversely affected by the negative external factors.
The successive interest hikes and the soaring oil price weakened the
purchasing power of the major overseas markets. Internally, the interest
hikes had dampened the investment confidence in buying properties.
The number of flat sales dropped significantly and prices also underwent
correction. The high oil prices added difficulties particularly to certain
industries and put pressure on the domestic inflation. The Consumer
Price Index registered a modest gain of 1.8% for December of 2005 but
jumped to 2.6% for January of 2006. The strong expansion of Chinese
export business faced increasing hostility from the Western industrialized
countries. Hong Kong was clouded with greater uncertainties in its export
business, anticipating more possible trade discriminations in form of anti-
dumping duties, countervailing duties and quota restrictions.

The stock market for 2005 fell in a narrow featureless trading range for
most of the year. Turnover gradually improved in the last quarter of the
year amid favourable performance in major overseas stock markets. The
investment sentiment became positive after successful listing of various
sizable issues with good post listing performance. The encouraging stock
reforms of A-Shares further enticed investors to seek undervalued H-
shares in the market. The perception that RMB (Renminbi) would
appreciate under pressure from USA helped to keep attracting funds to
invest in those China related counters. Hang Seng Index performance
was disappointed as compared to other major overseas markets and
closed at 14,876 in 2005, a modest gain of 4.5% over last year. On the
other hand, the H-index performed better to increase by 12.4% to 5,330
in 2005 and continued to make record highs across the first quarter of
2006. Hong Kong stock market achieved satisfactory records in turnover,
fund raised amount and market capitalization. In 2005, it successfully
introduced the listing of a new type of investment securities - Real Estate
Investment Trusts (REITS) as pioneered by The Link REITS. The Hong
Kong market still topped the most active warrants market among the
major international stock markets. Total market turnover reached 4,498
billions in 2005, about 13.9% greater than last year. Total fund raised
amount went up by 5.78% to HK$292.5 billion. During the period, it had
completed a historic fund raised amount record of HK$71.5 billion for
the listing of China Construction Bank. Total market capitalization reached
HK$9,081.8 billion and ranked the No. 8 greatest market after the German
market.
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OUTLOOK

Hong Kong appeared to recover fully from the Asian financial crisis and
has regained its competitiveness and vitality as the nominal GDP already
surpassed its 1997 peak to reach a new high of $1,382.2 billion. The
domestic economy is still filled with growth momentum, especially in
domestic consumption and trade activities. The Financial Secretary
estimated another 4.5% growth for 2006 whilst the business sector
forecasts a higher range at 6-7%. The global environment remains
favourable despite turbulences of oil price and high interest rate. The
political unrest in certain areas may add volatility to the oil and
commodities prices and financial markets. The oil price may still fluctuate
around the US$60 level and the interest hike is believed to be near the
peak. The Chinese economy and the USA market remained resilient
notwithstanding the successive interest hikes and the soaring oil prices
and recent Consumer Confidence Reports still revealed underlying
strengths. Japan economy rebounds solidly from the prolonged slump.
Both the New Chief Executive Tsang and his cabinet consistently enjoyed
high ratings in the public poll. Although the No. 5 Political Reform Proposal
was finally vetoed by the coalition of the opposition parties, the
government turned its attention to the economic and welfare affairs and
released more resources to improve in these two areas. The 2005/6
budget proposal projected the first 8-year surplus of HK$5.8 billion since
1997, three years ahead of the schedule, setting an optimistic tone for
the coming year. The earlier balancing of the budget also offers greater
flexibilities in formulating its economic policy. The trade conflicts between
China and the Western countries seem to be endless but they produce
both negative and positive effects. Apart from causing uncertainties about
the trade, the conflicts would result in further appreciation of RMB which
will repeatedly become the speculative excuse to attract fund inflows.
Because of the plentiful liquidity in the market, the Hong Kong banks cut
their mortgage rates despite fresh interest hikes in USA. Similarly, the
stock market benefited from remarkable improvement in turnover, share
prices and corporate activities especially those related to the China
counters. The H-index continued to advance strongly and make record
highs since the last quarter of last year. The daily turnover now stands
far above HK$20 billions and has already hit a record high of HK$44.3
billion excluding those extraordinary trading days of government
interventions in 1998. As at the end of 2005, 38 banks in Hong Kong
were providing RMB deposit-taking, exchange and remittance services.
Total RMB deposits in Hong Kong had reached RMB22.6 billion and
these services were extended to non-individual accounts and Hong Kong
residents. Hong Kong is well-equipped to provide more related services
and to serve as an international off-shore RMB center. The overall stock
market for 2006 therefore looks optimistic.
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As stock market for 2005 became increasingly active, the revenue of the
core securities, futures and options broking division registered
improvement. It can now provide online trading service platforms for both
securities and future trading to expand its geographical coverage and to
serve more distant customers. The asset management acts as an
effective engine to generate more new investors locally and starts to
produce cross-sales business for other divisions. The investment bank
remains steady and continues to produce an impressive return rate in
this highly capital intensive market. On the other hand, the Group is also
actively seeking other investment opportunities to increase the return on
shareholders’ fund. Subsequent to the acquisition of Asia Tele-Net and
Technology Corporation Limited (“ATNT”) as an associate in 2005, the
Group took another strategic move to take part in the oil business in
Egypt in 2006. The Group stresses the importance of balance growth,
risk control, profitability and high return on shareholders’ fund in planning
for its future developments and has followed these disciplines closely in
carrying out the expansion plans. Although the stock market face various
challenge this few years, the Group successfully overcame them and
has been working hard for another take-off. As the macro economy
provides favourable market conditions, the new projects provide us with
business opportunities to broaden the earning base. | feel confident that
the business of the Group will soon have steady growth in the years
ahead as soon as the new projects are successfully implemented.

APPRECIATION

| would like to take this opportunity to thank my fellow directors for their
guidance and support and express my appreciation to the management
team and employees for their effort to the Group. | would also thank my
customers and shareholders for their continued support.

On behalf of the Board
LAM KWOK HING
Chairman

Hong Kong, 25 April 2006
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BUSINESS REVIEW

Results

During the year ended on 31 December 2005, the total revenue for the
Group was approximately HK$35,169,000 (nine months ended 31
December 2004: HK$29,753,000). Profit attributable to shareholders was
approximately HK$13,845,000 (nine months ended 31 December 2004:
HK$45,684,000).

Market Overview

The market was locked in a tight trading range for the most period of the
year whereas the activities were mainly dominated by derivative-linked
trading. Genuine activities from retail investors were limited due to lack
of direction but gradually improved in the last quarter of the year as they
were encouraged by the strong rally in major overseas stock markets.
The investment confidence and interests were rekindled by the successful
listing and the superb post listing performance of the sizeable new shares.
Public response to the new shares was enthusiastic and subscriptions
in some issues have locked up hundreds billions of dollars in the capital
market. The long-awaited share reforms of A-Shares had finally started
and the initial feedback was positive. These induced a series of corporate
activities on the related H-Shares including privatization of some H-
Shares and triggered another round of shopping for the H-Shares.
Coupled with the renewed speculation on RMB appreciation, more funds
were attracted to Hong Kong to chase the bank and insurance stocks. In
February of 2006, the HIS Services Limited announced its revolutionary
change of preparing to accept H-shares conditionally as the constituent
stocks for its Hang Seng Index calculation in its next review after six
months. The sentiment on H-Shares was further heat up. Many funds
have to increase their weightings in those potential target H shares to
meet the future possible change of the constituent stocks of the Hang
Seng Index. Prices of these stocks went up by more than 50% in a short
period of time since October 2005. 2005 also represented a year of
resource commodities in which prices of all major resources commodities
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including oil, metal and precious metals shot up tremendously amid the
strong demand from the persistent global economy growth. Crude oil
price breached US$70 per barrels. Gold price made a 25 year-high of
over US$600 per oz. Other metal prices continued to hit record highs.
The strong performance in various commodities markets underpinned
the investments in the resources stocks which all recorded impressive
price appreciation and maintained an irrevocable upward movement.
The successful listing of Link REITS in Hong Kong stock market marked
a milestone of introducing a new type of listing securities and helped to
attract additional sources of funds to invest in property business backed
with high dividend payout. Likewise, it also helped to provide an additional
fund raising vehicle for those property companies and have boosted up
the investment interests in property counters. More REITS are expected
to be listed in future. Yet, most of other local stocks remained stagnant
and were generally ignored by the investors. Hang Seng Index registered
a paltry gain of 4.54% to 14,876 and was the poorest performer among
the major Asian markets. On the other hand, H-Index increased
substantially by 12.4% to 5,330 after successive new highs. The up-
trend extended to the first quarter of 2006 and continued to hit a record
high at 6,700 level. Turnover of H-shares also escalated rapidly and in
some days closely matched that of the blue chips.

The whole broker industry benefited from the sharp improvement of
overall market activities. Hong Kong topped the most active derivative
trading market among the major international stock markets. The daily
trading of warrants in the active days took about 20% of the total market
volume. Coupled with the related cash hedging, total turnover of the
market rose by 13.9% to a new record of HK$4,498 billion for 2005.
Nevertheless, the Group A brokers still dominated the market and took
the lion share of the volume. In fact, they played an important role in
dictating the directions. The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”) decided to implement its second and third stages of
further narrowing the price spreads of the small price counters. Such
narrow price spreads might curtail the day-trade activities of small
investors with limited capital. Meanwhile, the Securities and Futures
Commission of Hong Kong (the “SFC”) proceeded with the proposal of
capping the securities collateral re-pledging limits at 180% and eventually
to 140% after a period of 12 months. The new rules theoretically aimed
at shaping a healthy development for the industry but it will inevitably
increase the capital requirements of the broker operators and naturally
their interest burden. The return on investment in the industry looks less
attractive as compared to the increasing risk liability. When the market
suffers correction in volume, we would see the continued withdrawal of
more marginal operators and further consolidation of the industry.
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The positive factors for 2005 are likely to extend to 2006. The global
economic recovery remains intact. In particular, Japan jumps out from
the prolonged slump and adds additional growth momentum to the global
economy. The speculation on RMB is not cooling down and continues to
attract inflow of hot money into the domestic economy. Neither will China
slow down to liberalize its financial policy by encouraging more outflows
of funds to reduce the surplus balance of payment. A series of measures
has been initiated to allow more insurance companies to invest overseas
and the scheme of QDII (Qualified Domestic Institutional Investor) is
also gradually carried out. In any case, the liquidity in the domestic capital
market remains abundant and that enables the domestic interest rate to
resist further upward pressure. H-Shares and China related counters
are still the focus of investment. H-Shares hit successive historic records
and the respective turnover also increased impressively. The growing
dominance of H-shares was well accepted by the market and its
surpassing over localized blue chips appeared to be a matter of time. In
view of the bullish investment sentiment, more listings of new issues are
in the pipeline. China Industrial and Commercial Bank and Bank of China
representing the biggest ones in the fund raising amount, shall draw the
greatest attention. Most likely it will bring another climax to the equity
market. It is expected that the stock market for 2006 will continue to be
active but may become more volatile as the movement is now being
exaggerated by the leverage effects of active relevant derivative trading.

Securities, Futures and options brokerage Business

During the year, revenue for the Group’s securities broking business
and futures broking business as well as the underwriting commission,
which accounted for 42.4% of total operating revenue, was
HK$14,910,000 (nine months ended 31 December 2004:
HK$12,299,000). Profit for the division was 914,000 (nine months ended
31 December 2004: loss of HK$2,860,000). The division turned around
to profit mainly attributing to the improvement of overall market turnover
in the last quarter of 2005 and written back of bad and doubtful debts of
approximately HK$1,458,000. As the active market situation carried
forward to 2006, performance is expected to achieve further significant
growth in the coming year. Nonetheless, the market conditions remain
tough especially in facing the very fierce competitions from the banks.
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Securities Margin Financing

During the year, interest income generated from securities margin loan
portfolio accounted for 6.39% of the Group’s revenue was to
HK$2,246,000 (nine months ended 31 December 2004: HK$1,702,000).
Profit for this division reached HK$3,685,000 (nine months ended 31
December 2004: loss of HK$175,000). Profit was mainly contributed by
the written back of bad and doubtful debts of approximately HK$3,313,000
and profit registered gains in line with the increase of the trading activities
of the clients. The Group maintained consistently prudent and flexible
margin financing policy to minimize its risk exposure in the volatile market
environment in order to achieve high profitability for our shareholders.

Financial Management and Advisory Services

Revenue generated from financial management and advisory services
was HK$16,258,000 for the year (nine months ended 31 December 2004:
HK$ 13,946,000). Because of the stagnant global equity markets in the
first half as well as fierce competitions from new competitors, the division
faced new challenges during the year. In order to remain competitive,
the Group, through the launch of TV advertisement and re-development
of its websites, has taken steps to strengthen the corporate image and
widen our product awareness to our target investors. At the same time,
the division extends its service platform to new asset management
business and MPF business in order to satisfy various clients’ needs. In
the coming years, the division will expand its consultant teams and explore
the Greater China market in order to consolidate its leading position
within the industry.

Investment Banking

Operating revenue generated by the investment banking business was
HK$1,640,000 this year (nine months ended 31 December 2004:
HK$1,371,000). Profit for the division were HK$324,000 (nine months
ended 31 December 2004: loss of HK$619,000). The growth in revenue
can be attributed to the recovery of the Hong Kong financial market and
the consequent rise in demand for investment banking services from both
public and private companies. During the year, the division secured a
number of financial advisory mandates to provide corporate finance
advisory services to both listed and unlisted companies. In addition, the
division has also acted as financial adviser or independent financial adviser
to several disclosable transactions executed by listed Hong Kong
companies. With the stable recovery of the Hong Kong market, as well as
the positive prospects emerging from the PRC, the division will take
advantage of these opportunities by continuing to position itself as a premier
boutique investment bank and offer tailor-made and cost effective services
to our corporate clients.
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Material Acquisitions and Disposals of Associate Companies

On 7 April 2006, Surewin Management Limited (“Surewin”), the
wholly-owned subsidiary of the Company and Holley International (Hong
Kong) Limited (“Holley”) entered into a joint venture agreement to invest
in Oriental Victor Limited of 50% interest. This joint venture company is
in the process to obtain 30% interest in the exploration and production
rights of oil in and throughout the Oil Field in Egypt (the “Oil Field”) and
expects to possess of the concession rights of the Oil Field by the
Egyptian Government around May 2006. Upon having obtained 30%
interest in the exploration and production rights of oil in and throughout
the Oil Field, Surewin will beneficially own 15% net effective interest in
the exploration and production rights in relation to the Oil Field. In order
to fulfill part of the capital commitment for participating in the exploration
and production of the oil field in Egypt, Surewin is required to contribute
approximately US$7,000,000 (approximately HK$54,600,000) by way
of shareholder’s loan in stages according to the budgets of the Oil Field.

In order to finance the shareholder’s loan, the Company has on 13 April
2006 entered into the placing agreement to issue 17,000,000 new shares
of the Company at HK$1.73 each and grant the option to subscribe for
the option shares of up to an aggregate of 17,000,000 shares of the
Company at the exercise price of HK$1.85 each during the option period
of one year.

Holley, the strategic partner of the joint venture company, is a wholly-
owned subsidiary of Holley Industry Group Company Limited (“Holley
Group”). Holley Group is a private enterprise in PRC with diversified
international business and Holley Group recorded a total sales of
RMB11,000 million in the year 2005. With the international network and
resources of Holley and same intention to further the business in the oll
industry, we believe that we are in a better position to further our business
in the oil industry in the future. The investment in the joint venture
company can provide an opportunity for the Group to expand its business
and diversify the Group’s current business and broaden its earning base
in the long run.

Apart from this, there was no material acquisition and disposal of
companies during the year.
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Liquidity, Financial Resources and Funding

The Group generally finances its operation with internally generated cash
flows. The Group has no bank borrowings apart from occasional utilization
of overdraft facilities. As at 31 December 2005, the Group has cash and
cash equivalent (excluding the pledged fixed deposits of general
accounts) of HK$36,973,000 (31 December 2004: HK$47,718,000).

Human Resources

As at 31 December 2005, the Group employed a total of 126 staff (31
December 2004:123) of which, 81 were commissioned based (31
December 2004: 82) and the total related staff cost amounted to
HK$10,642,000 (nine months ended 31 December 2004: HK$7,422,000).
The Group maintained minimum overhead expenses to support the basic
operation and dynamic expansion of its business. The future staff costs
will be more directly linked to the performance of business turnover and
profit, enabling the Group to respond flexibly with the changes of business
environment.

Final Dividend
The Board does not recommend the payment of any final dividend for

the year ended 31 December 2005 (nine months ended 31 December
2004: Nil).

NAM KWOK LUN
Deputy Chairman and Managing Director

Hong Kong, 25 April 2006
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DIRECTORS

Executive Directors

Mr. Lam Kwok Hing, aged 42, is the Chairman of the Group. He is
responsible for the implementation of the overall strategic planning and
direction and steering of the overall development of the Group. Mr. Lam
is the founder of the Group. He has extensive experience in the securities,
futures, options, fund management and financial advisory industry. He
has been a member of the Hong Kong Securities Institute. He is also the
Chairman and Managing Director of ATNT. He is the brother of Mr. Nam
Kwok Lun.

Mr. Nam Kwok Lun, aged 47, is the Deputy Chairman and Managing
Director of the Group. He is responsible for overall strategic planning
and operations and in charge of the execution and further development
of the Group’s expansion plan. He is a co-founder of the Group and is in
charge of the stockbroking, futures and options broking, securities margin
financing business, fund management and financial advisory business.
Mr. Nam has extensive experience in the securities, futures and options,
securities margin financing, fund management and financial advisory
industry. He has been a member of the Hong Kong Securities Institute.
Mr. Nam is also as the Deputy Chairman and Executive Director of ATNT.
He is the brother of Mr. Lam Kwok Hing.

Independent Non-Executive Directors

Mr. Chen Wei-Ming Eric, aged 42, is a director of several general trading
companies in Hong Kong. Mr. Chen holds a Bachelor of Science degree
in Business Administration from the Boston University in Massachusetts,
USA and is engaged in the chemical trading business. Mr. Chen was
appointed as Independent Non-Executive Director since September 2000.

Mr. Kwan Wang Wai Alan, aged 43, holds a Bachelor degree in
Engineering Science and a Master of Arts degree from the University of
Oxford and has over 17 years of experience in the consumer electronics
field. Mr. Kwan is also an Independent Non-Executive Director of ATNT.
He was appointed as an Independent Non-Executive Director since
September 2004.
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DIRECTORS (Continued)
Independent Non-Executive Directors (Continued)

Mr. Ng Chi Kin David, aged 45, is a professional accountant with over
twenty years of professional experience and is a fellow member of the Hong
Kong Institute of Certified Public Accountants, member of CPA Australia,
Hong Kong Institute of Company Secretaries and Institute of Chartered
Secretaries and Administrators in the United Kingdom. Mr. Ng is also an
Independent Non-Executive Director of ATNT. He was appointed as
Independent Non-Executive Director of the Company since September 2000.

QUALIFIED ACCOUNTANT AND COMPANY SECRETARY

Ms. Lui Choi Yiu Angela, aged 32, is the Financial Controller and
Company Secretary of the Group. She is responsible for overall financial
planning and management of the Group. Ms. Lui graduated with a
Bachelor of Science degree in Accounting from Azusa Pacific University
in California, USA and a Postgraduate Diploma in Corporate
Administration from Hong Kong Polytechnic University. She is currently
a member of the American Institute of Certified Public Accountants and
a member of the Hong Kong Institute of Certified Public Accountants.
Prior to joining the Group, Ms. Lui had over four years of experience in
audits in one of the leading international certified public accounting firms
and accounting, finance and management in a local securities firm. She
joined the Group in June 2000.

SENIOR MANAGEMENT

Mr. Chan Lap Kwan, aged 32, is the Manager of the Group. He is
responsible for the administration and management of the Group. He
holds a Bachelor of Business (Banking and Finance) degree from
University of South Australia. He has extensive experience in the
securities, futures and options industry. He joined the Group in July 1997.

Mr. Chan Dao Chong, aged 58, is the Manager of the Kwun Tong branch
and is responsible for the daily operations and implementation of the
internal control procedures of the Kwun Tong branch. He has broad
experience in the securities, futures and options industry. He joined the
Group in 1991.
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SENIOR MANAGEMENT (Continued)

Mr. Chu Wai Man, aged 50, is the Manager of the Shatin branch and is
responsible for the daily operations and implementation of the internal
control procedures of the Shatin branch. He has wide experience in the
securities, futures and options industry. He joined the Group in 1990.

Mr. Sung Wing Yiu, aged 49, is the Director of Karl-Thomson Securities
Company Limited. He is responsible for the management and
development of internet trading services, securities, futures and other
derivatives business of the Group. He holds a Bachelor of Social Science
degree in Government & Public Administration from the Chinese
University of Hong Kong and a Master of Business Administration degree
from the University of Hong Kong. He is also an associate member of
the Institute of Chartered Secretaries and Administrators in the United
Kingdom. Mr. Sung has extensive experience in the securities and futures
industry and held senior positions in regional financial institutions in Hong
Kong. He joined the Group in February 2001.

INVESTMENT BANKING GROUP

Mr. Chow Ka Wo Alex, aged 39, is the Director of Karl Thomson Financial
Advisory Limited. He is responsible for the operation of the Group’s
investment banking business since joining the Group in March 2002.
Prior to joining the Group, Mr. Chow had worked at various international
investment banks. He holds a Bachelor of Arts degree in Applied
Mathematics and Economics from the University of California at Berkeley
and a Master of Arts degree in Economics from the Cornell University in
the USA. Mr. Chow is also an Executive Director of Sina Katalytics
Investment Corporation (stock code: 2324).

ASSET MANAGEMENT GROUP

Mr. Ngan Chak Keung Ricky, aged 33, is the Director of Karl Thomson
Investment Consultants Limited. He is responsible for the supervision of
fund management, financial advisory services and financial planning
team. He graduated with a Bachelor of Business Administration degree
in Finance, Investment and Banking Management from the University of
Wisconsin in Madison, USA. He is also the Chartered Financial Analyst
under the Association for Investment Management and Research. Prior
to joining the Group, Mr. Ngan has full knowledge in the field of foreign
exchange, financial planning and asset management industry. He joined
the Group in July 2001.
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Directors and Senior Management
EENSREEE

TECHNOLOGIES DEVELOPMENT GROUP

Mr. Cheng Chun Ming, aged 30, is the Chief Technical Officer of the
Group. He is responsible for the overall planning and management of
the internet trading platform and network infrastructure of the Group. He
graduated with a Bachelor of Cognitive Science (with Honors) Degree
and a Master of Philosophy (Psychology) in the Social Science from the
University of Hong Kong. Mr. Cheng has good experience in software
development, web server management, database management, back
office operation and network administration. Prior to joining the Group,
Mr. Cheng involved in the implementation of network infrastructure,
internet applications development and database design in a local interior
design firm. He joined the Group in February 2001.
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The Directors would like to present to shareholders their annual report
and the audited consolidated financial statements for the year ended 31
December 2005.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The principal activities
of the Group are the provision of financial services, including stockbroking,
futures and options broking, mutual funds and insurance-linked
investment plans and products broking, securities margin financing and
corporate finance advisory services. Particulars of the principal
subsidiaries of the Company are set out in note 30 to the consolidated
financial statements.

RESULTS

The results of the Group for the year ended 31 December 2005 are set
out in the consolidated income statement on page 40 of the Annual
Report.

FINANCIAL SUMMARY

A summary of the results and the assets and liabilities of the Group for
the past three financial years ended 31 March 2004, the financial period
from 1 April 2004 to 31 December 2004 and the financial year ended 31
December 2005 is set out on page 97 of the Annual Report.

FIXED ASSETS

Movements in the fixed assets of the Group during the year are set out
in note 14 to the consolidated financial statements.

SHARE CAPITAL

Details of the share capital of the Company are set out in note 23 to the
consolidated financial statements.

DISTRIBUTABLE RESERVES

At 31 December 2005, the Company had no reserves available for
distribution to the shareholders.
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DIRECTORS

The Directors of the Company during the year and up to the date of this
annual report were as follows:

Executive Directors:
Mr. Lam Kwok Hing (Chairman)
Mr. Nam Kwok Lun (Deputy Chairman and Managing Director)

Independent Non-Executive Directors:
Mr. Chen Wei-Ming Eric

Mr. Kwan Wang Wai Alan

Mr. Ng Chi Kin David

In accordance with Bye-laws 99 and 102 of the Company’s Bye-laws,
Mr. Ng Chi Kin David retires from office and, being eligible, offer himself
for re-election at the forthcoming annual general meeting.

The term of office for each Non-Executive Director is the period up to his
retirement by rotation in accordance with the Company’s Bye-laws.

DIRECTORS AND SENIOR MANAGEMENT
BIOGRAPHIES

Biographical information of the Directors of the Company and the senior
management of the Group are set out on pages 14 to 17 of the Annual
Report.

DIRECTORS’ SERVICE CONTRACTS

Each of the Executive Directors has entered into a service contract with
the Company for a “three-year” term commencing from 1 September
2000 which is not determinable within one year without payment of
compensation. These service contracts shall continue thereafter unless
and until terminated by either party with not less than three months’ prior
written notice.

Each of the Independent Non-Executive Directors has revised the
appointment term that the period of appointment shall be for a term of
three years commencing from 28 September 2005 and subject to
retirement by rotation at the end of the said three years period, subject
to re-election and Bye-Laws of the Company whereby at each annual
general meeting one-third of the Directors for the time being shall retire
from office by rotation.

None of the Directors proposed for re-election at the forthcoming annual
general meeting has entered into any service agreements with any
member of the Group which is not determinable within one year without
payment of compensation, other than statutory compensation.
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DIRECTORS’ INTERESTS IN SHARES

At 31 December 2005, the interests of the Directors and their associates
in the shares and the underlying shares of the Company and its
associated corporations, as recorded in the register maintained by the
Company pursuant to Section 352 of the Securities and Futures
Ordinance (the “SFQO”) or as otherwise notified to the Company and the
Stock Exchange pursuant to the Model Code for Securities Transactions
by Directors of Listed Issuers (the “Model Code”) contained in the
Appendix 10 of the Rules Governing the Listing of Securities on the Stock
Exchange (the “Listing Rules”), were as follows:

1. Long positions in the ordinary shares of HK$0.10 each of the

Company

Name of Directors Capacity

BEEgR g7

Mr. Lam Kwok Hing (Note) Interest of controlled corporation
EEEXE (iF) REtEE 2 #a

Mr. Nam Kwok Lun (Note) Interest of controlled corporation
ElfmEE () REHEE 2 #a

Note: The shares are registered in the name of and beneficially owned by
J&A Investment Limited (“J&A”), a company incorporated in the British
Virgin Islands. The entire issued share capital of J&A is beneficially
owned as to 80% and 20% by Mr. Lam Kwok Hing and Mr. Nam
Kwok Lun respectively.
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DIRECTORS’ INTERESTS IN SHARES (Continued)

2.

Long positions in the ordinary shares of HK$0.01 each of ATNT

Number of issued
ordinary shares held

EERRO2ERE #)

2.

RONBBAESREMEINELEERZR
B

Percentage
of the issued
share capital

FRERTEERYE of ATNT
Personal Corporate 1 22 M B 48
Name of Director interests interests Total ERITRA
EEfnE & A= AT ERE BE Bl
(Note)
(&%)
Mr. Lam Kwok Hing 3,474,667 48,520,666 51,995,333 12.19%
Note: The shares are registered in the name of and beneficially owned by i Eit 15 B Medusa  Group Limited
Medusa Group Limited (“Medusa”). The entire issued share capital ([Medusal) EzmER - WAEELERERL - M
of Medusa is wholly owned by Mr. Lam Kwok Hing. Also, Karfun MedusaZ 2B EEITRABERNEXE2EH
Investments Limited (“Karfun”), a wholly-owned subsidiary of the B o BRILUASN - EBRE LA TERIQAEE R D
Company, in which Mr. Lam Kwok Hing owns interests through J&A, Rlz2EWBARMENKRERR AR (MEW]) 2
is interested in 201,995,834 ATNT shares. e - E RIS 201,995,834 8% 25 M B A8 A% 1D
K o
Ordinary shares in subsidiaries which are wholly-owned 3. ZEMIBLARIZEER

One of the Directors has non-beneficial personal equity interests
in certain subsidiaries held for the benefit of the Company solely
for the purpose of complying with the minimum company
membership requirements.

Save as disclosed above, at 31 December 2005, none of the
Directors of the Company or their associates had any interests or
short positions in any shares, underlying shares or debentures of
the Company or any of its associated corporations (within the
meaning of Part XV of the SFO) as recorded in the register required
to be kept under Section 352 of the SFO or as otherwise notified to
the Company and the Stock Exchange pursuant to the Model Code.
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SHARE OPTION SCHEMES

Particulars of the Company’s share option schemes together with the
details of movements in the share options to subscribe for shares of
HK$0.10 each in the Company are set out in note 27 to the consolidated
financial statements.

DIRECTORS’ RIGHTS TO ACQUIRE SHARES OR
DEBENTURES

Save as the share options granted to the Directors under the share option
schemes as described in note 27 to the consolidated financial statements,
at no time during the year was the Company, its ultimate holding company
or any subsidiaries of its ultimate holding company a party to any
arrangements to enable the Directors of the Company to acquire benefits
by means of the acquisition of shares in, or debentures of, the Company
or any other body corporate and none of the Directors, their spouses or
children under the age of 18, had any right to subscribe for the securities
of the Company, or had exercised any such right during the year.

CONNECTED TRANSACTIONS AND DIRECTORS’
INTERESTS IN CONTRACTS

(1) On 25 November 2004, Karfun conditionally agreed to acquire
48,520,667 shares of ATNT from Optimist International Limited
(“Optimist”) and 3,475,167 shares of ATNT from Mr. Lam Kwok
Yan for an aggregate consideration of HK$23,398,125 at a price of
HK$0.45 per share of ATNT. At the same time, Mr. Lam Kwok Yan
entered into a conditional agreement with Mr. Lam Kwok Hing,
pursuant to which Mr. Lam Kwok Hing acquired 50% interest in
Medusa from Mr. Lam Kwok Yan for a consideration of
HK$21,834,300. Upon completion of the conditional agreement
between Mr. Lam Kwok Hing and Mr. Lam Kwok Yan, Medusa would
be wholly-owned by Mr. Lam Kwok Hing. Optimist is a wholly-owned
subsidiary of Medusa and its sole asset is 97,041,333 shares of
ATNT. The acquisition of the shares of ATNT constituted as a
connected transaction for the Company under the Listing Rules
and was approved by the independent shareholders of the
Company at a special general meeting on 30 March 2005. The
acquisition was completed on 20 April 2005.
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% B A Optimist International Limited
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CONNECTED TRANSACTIONS AND DIRECTORS’
INTERESTS IN CONTRACTS (Continued)

(2)

(4)

®)

During the year, the Group received commission income from
securities, futures and options dealing of approximately HK$54,000
from the associates of the Directors, Messrs. Lam Kwok Hing and
Nam Kwok Lun respectively.

During the year, the Group received interest income from securities
margin financing of HK$356 from the associates of the Directors,
Messrs. Lam Kwok Hing and Nam Kwok Lun.

During the year, the Group paid administrative expense of
approximately HK$409,000 to AC Consulting Limited in which Mr.
Chow Ka Wo Alex has a beneficial interest and director.

During the year, the Group received commission income, clearing
fee income and other securities dealing income approximately
HK$46,000 from our associate company, ATNT in which Mr. Lam
Kwok Hing has a beneficial interest and Messrs. Lam Kwok Hing,
Nam Kwok Lun, Ng Chi Kin David and Kwan Wang Wai Alan are
Directors.

Save as disclosed above, there was no other material transaction which

need to be disclosed as a connected transaction in accordance with the

requirements of the Listing Rules and no contract of significance to which

the Company, its ultimate holding company or any subsidiaries of its

ultimate holding company 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.
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SUBSTANTIAL SHAREHOLDERS

At 31 December 2005, the following persons (other than the Directors
and chief executives 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 under Section 336 of the SFO:

Long positions in the ordianry shares of HK$0.10 each of the
Company

Number of issued

Name of shareholder Capacity
RERERE 37) e
J&A Interest of controlled corporation

(Note %) EEHER 2 s

Note: J&A is a company incorporated in the British Virgin Islands with limited
liability and is beneficially owned as to 80% by Mr. Lam Kwok Hing and
20% by Mr. Nam Kwok Lun respectively.

Save as disclosed above, no person (other than the Directors and chief
executives of the Company whose interests are set out under the heading
“Directors’ Interests in Shares” above) had an interest or a short position
in the shares and underlying shares of the Company that was required
to be recorded under Section 336 of the SFO.

EMOLUMENT POLICY

The emolument policy of the employees of the Group is set up by the
Remuneration Committee on the basis of their merit, qualifications and
competence.

The emoluments of the Directors of the Company are decided by the
Remuneration Committee, having regard to the Company’s operating
results, individual performance and comparable market statistics.

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 27 to the consolidated financial statements.

ordianry shares held

TEBERBE

311,718,000

FERR

RIBEARBIRESZRRERDIEIB6HEMFE 2
FiMpmasE  R-TTRF+T_A=+—8"
THAL(BARREEREZTHABIN RA
REFEABD RAABERD 2 EEIRE

REAQABEREEIVCELEERZRR

Percentage of the share
capital of the Company
R NN = o

67.76%
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PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the Company’s Bye-
Laws or the laws of Bermuda which would oblige the Company to offer
new shares on a pro rata basis to existing shareholders.

SUFFICIENCY OF PUBLIC FLOAT

The Company has maintained a sufficient public float throughout the
year ended 31 December 2005.

RETIREMENT BENEFITS SCHEME

Details of the Group’s retirement benefits scheme are set out in note 28
to the consolidated financial statements.

COMPETING INTERESTS

During the year, none of the Directors or the management shareholders
of the Company (as defined in the Listing Rules) had an interest in a
business that competed with the Group or might compete with the
business of the Group.

MAJOR CUSTOMERS AND SUPPLIERS

During the year ended 31 December 2005, less than 30% of the Group’s
sales were attributable to the Group’s five largest customers.

The Group had no major suppliers due to the nature of principal activities
of the Group.

PURCHASE, SALE OR REDEMPTION OF COMPANY’S
LISTED SECURITIES

During the year ended 31 December 2005, neither the Company nor
any of its subsidiaries purchased, sold or redeemed any of the Company’s
listed securities.
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POST BALANCE SHEET EVENT HEBRER

Details of a significant event occurring after the balance sheet date are ~ &E BE A 2 BEAEEFIE SN EATBHHR
set out in note 31 to the consolidated financial statements. KMTEEIVER o

AUDITORS % 4]

A resolution will be submitted to the forthcoming annual general meeting ~ AR FIBREEREBFRE LIREFRHE - MU
of the Company to re-appoint Messrs. Deloitte Touche Tohmatsu as ~ ZHE{EZ) ¢« M EMR A STAITT AR D RIXEAD
auditors of the Company.

By Order of the Board REZEm

LAM KWOK HING EEE

Chairman FE

Hong Kong, 25 April 2006 &% ZEEXFHEA=-THA

VI Karl Thomson Holdings Limited 2005 Annual Report



The Board of Directors of the Company believes that corporate
governance is essential to the success of the Company and the Company
is committed to maintain good corporate governance standard and
procedures to ensure the integrity, transparency and accountability to
shareholders. With effect from 1 January 2005, the Company has applied
the principles and complied with the requirements of the Code on
Corporate Governance Practices (the “Code on CGP”) of the Listing
Rules, except for certain deviations in respect of the rotation of Directors.
The current practices will be reviewed and updated regularly to follow
the latest practices in corporate governance.

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted the Model Code as its code of conduct
regarding Directors’ securities transaction. All Directors of the Company
have confirmed, following specific enquiry by the Company that they
have complied with the required standard set out in the Model Code and
the Code on CGP during the year.

BOARD OF DIRECTORS

The Company is headed by an effective board which assume
responsibility for leadership and control of the Company and collectively
responsible for promoting the success of the Company by directing and
supervising the Company’s affairs. Directors take decisions objectively
in the interests of the Company.

The Board is responsible for formulating the strategic business
development, reviewing and monitoring the business performance of the
Group, as well as preparing and approving financial statements. The
Directors, collectively and individually, are aware of their responsibilities
to shareholders, for the manner in which the affairs of the Company are
managed and operated. In the appropriate circumstances and as and
when necessary, Directors will consent to the seeking of independent
professional advice at the Group’s expense, ensuring that board
procedures, and all applicable rules and regulations, are followed.

The Board gives clear directions as to the powers delegated to the
management for the management and administration functions of the
Group, in particular, with respect to the circumstances where
management should report back and obtain prior approval from the Board
before making decisions or entering into any commitments on behalf of
the Group. The Board will review those arrangements on a periodic basis
to ensure that they remain appropriate to the needs of the Group.
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N A S 3
TEERMBE

The Board of Directors of the Company comprises:

Executive Directors:
LAM Kwok Hing (Chairman)
NAM Kwok Lun (Deputy Chairman and Managing Director)

Independent Non-Executive Directors:
CHEN Wei-Ming Eric
KWAN Wang Wai Alan
NG Chi Kin David

The three Independent Non-Executive Directors are persons of high
calibre, with academic and professional qualifications in the fields of
accounting and business management. With their experience gained
from senior positions held in other companies, they provide strong support
towards the effective discharge of the duties and responsibilities of the
board. Each Independent Non-Executive Director gives an annual
confirmation of his independence to the Company, and the Company
considers these Directors to be independent under Rule 3.13 of the Listing
Rules. To the best knowledge of the Company, there is no financial,
business and family relationship among the three Independent Non-
Executive Directors and between the Chairman and the Deputy Chairman.
All of them are free to exercise their independent judgement.

Board meetings are held at least 4 times a year at approximately quarterly
intervals. In addition, special Board meetings will be held when necessary.
Such Board meetings involve the active participation, either in person or
through other electronic means of communication, of a majority of
Directors.

Attendance of individual Directors at Board meetings in 2005:

AAFREFEKERRE

HITES -
ERELE (EE)
ERfmTE (B XTEREFHLHE)

BIULFHTES
BRIEREE
MERELRE
hERELE

SUBMVIFATESBAT R EEHARIAE
EEBEORBEMAERER - M ELbMER
MAREESERAMBENLER HEESH
B ETEBE LIRHRRA SR - RBIIEH
TEFERELTRAEINSGNOHRE - RESE
YUBFRARRBUELER  ARRARRRTE
EHBEIAL - LARRARM - (B IE
HTEERTFE TR 2ABMEEAMS - X
BRBBRIE - REHA B AELIBIHE -

EXEeRBFARELIR  KONEBF—R -
N EEREREAFNEETERREE - LE
EEEgeRDAAMIEEREHE  HBEBH
MEFBEATEEEHSHE -

2006FEFE R ERNESTNHFEER ¢

Number of meetings R 4
Executive Directors: HITESE -

LAM Kwok Hing (Chairman) BERELE (FEF) 4/4 100%

NAM Kwok Lun ERfmLE

(Deputy Chairman and Managing Director) (B EEREFLIIE) 4/4 100%

Independent Non-Executive Directors: B IEITES -

CHEN Wei-Ming Eric PRIEEASEE 2/4 50%

KWAN Wang Wai Alan Nt 2/4 50%

NG Chi Kin David hEERSEA 4/4 100%
Average attendance rate FHEEE 80%




At least 14 days notice of all Board meetings is given to all Directors and
they can include matters for discussion in the agenda if the need arises.
Directors have access to the advice and services of the Company
Secretary to ensure that Board procedures, and all applicable rules and
regulations, are followed.

Minutes of the Board, the Audit Committee and the Remuneration
Committee are kept by the Company Secretary. Minutes are open for
inspection at any reasonable time on reasonable notice by any Director.

Minutes of the Board and Board Committees have recorded in sufficient
detail the matters considered by the Board and the Committees, decisions
reached, including any concerns raised by Directors or dissenting views
expressed. Draft and final versions of minutes of the Board are sent to
all Directors for their comments and records respectively, in the case of
the Board meetings, the Audit Committee meetings and the Remuneration
Committee meetings, normally within one week, after the meetings are
held.

If a substantial shareholder or a Director has a conflict of interest in a
matter to be considered by the Board which the Board has determined
to be material, the matter shall not be dealt with by way of circulation or
by a Committee (except an appropriate Board Committee set up for that
purpose pursuant to a resolution passed in a Board meeting) but a Board
meeting shall be held. Independent Non-Executive Directors who, and
whose associates, have no material interest in the transaction shall be
present at such Board meeting.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

The positions of the Chairman of the Board and the Chief Executive
Officer (i.e. Deputy Chairman and Managing Director) are held separately
by two individuals to ensure their respective independence, accountability
and responsibility. The Chairman is responsible for overseeing the
function of the Board and formulating overall strategies and policies of
the Company. The Deputy Chairman and Managing Director is
responsible for managing the Group’s business and overall operations.
The day-to-day running of the Company is delegated to the management
with divisional heads responsible for different aspects of the business.
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The Chairman shall ensure that all Directors are properly briefed on issues
arising at Board meetings.

The Chairman is responsible for ensuring that Directors receive adequate
information, which must be complete and reliable, in a timely manner.

APPOINTMENTS, RE-ELECTION AND REMOVAL

The Company does not have a Nomination Committee. The Board as a
whole is responsible for the procedure of agreeing to the appointment of
its members and for nominating appropriate person for election by
shareholders at the annual general meeting, either to fill a casual vacancy
or as an addition to the existing Directors.

The annual general meeting circular contains detailed information on
election of Directors including detailed biography of all Directors standing
for election or re-election to ensure shareholders to make an informed
decision on their election.

Under the code provisions A.4.2. of the Code of CPG, every Director,
including those appointed for a specific term, should be subject to
retirement by rotation at least once every three years. However, according
to Bye-Laws of the Company, the Chairman or Managing Director are
not subject to retirement by rotation or taken into account on determining
the number of Directors to retire. This constitutes a deviation from code
provision A.4.2. of the Code. As continuation is a key factor to the
successful implementation of any long-term business plans, the Board
believes that the roles of Chairman and Managing Director provide the
Group with strong and consistent leadership and allow more effective
planning and execution of long-term business strategies, that the present
arrangement is most beneficial to the Company and the shareholders as
a whole.

Mr. Ng Chi Kin David has been serving the Board for more than 5 years.
Mr. Ng is a man of integrity and a certified public accountant by profession.
The Board appreciates his valuable advice given and contribution made
in the past years and believes that he continues to be independent in
character and judgement. Mr. Ng will be proposed for re-election at the
forthcoming annual general meeting.
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BOARD COMMITTEES

The Board has also established the following committees with defined
terms of reference:—

. Audit Committee

. Remuneration Committee

Each Board Committee makes decisions on matters within its term of
reference and applicable limits of authority. The terms of reference as
well as the structure and membership of each committee will be reviewed
from time to time.

a) Audit Committee

On 16 August 2000, the Audit Committee had been established. It
currently consists of three Independent Non-Executive Directors.
The Chairman of the Audit Committee will be subject to rotate for
every 2 years.

Composition of Audit Committee members
KWAN Wang Wai Alan (Chairman of the Audit Committee)
CHEN Wei-Ming Eric
NG Chi Kin David

Role and function

The Audit Committee is mainly responsible for:

1. considering the appointment of external auditors, their audit fees
and questions of resignation or dismissal;

2.  reviewing the draft Company’s annual report and accounts and
half yearly before submission to, and providing advice and
comments thereon to the Board of Directors;

3.  reviewing external auditors’ management letter and management’s
response;

4. reviewing the internal audit programme, ensuring co-ordination
between the internal and external auditors, and ensuring that the
internal audit function is adequately managed and has appropriate
standing within the Company;
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TRERRE

5. considering the major findings of internal investigations and
management’s response;

6. reviewing compliance with regulatory and legal requirements by
the Company; and

7.  discussing problems and reservations arising from the interim and
annual audits and matters that the external auditors may wish to
discuss (in the absence of the management, where necessary).

Meeting Record

The Audit Committee met twice during the year, particular in reviewing
the interim and annual results of the Group.

The following was the attendance record of the Audit Committee meetings
for the year ended 31 December 2005:

Attendance of individual Directors at Audit Committee meetings in 2005:

5. ZEAMAETERNEEEZOE

6. FHEARAETEMZIER: R

7. FwTHkEFEZMSENRERRE
ER - ARSMNEZBEH L5 2 F8 (1
BERE  AEKEEBRE)

ERZEENFEARTMAGH TEAEMH
AEBHFHR2FEE -

Number of meetings R 2
Audit Committee members: BEZREZEEKE -
KWAN Wang Wai Alan BRERE
(Chairman of Audit Committee) (BEZEEFE) 2/2 100%
CHEN Wei-Ming Eric FRIZAASE A 112 50%
NG Chi Kin David hEREE 2/2 100%
Average attendance rate T HEE 83%

During the meetings, the Audit Committee would discuss the following
matters:—

1)  Financial Reporting

The Audit Committee met with the external auditors to discuss the
interim and annual financial statements and system of control of
the Group. The auditors, the company secretary and the financial
controller of the Company were also in attendance to answer
questions on the financial results.

Where there were questions on the financial statements and system
of control of the Group reviewed by the Audit Committee, the
management of the Company would provide breakdown, analysis
and supporting documents to the Audit Committee members in order
to ensure that the Audit Committee members were fully satisfied
and make proper recommendation to the Board.
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2)

b)

External Auditors

The appointment of the external auditors and the audit fee were
considered by the Audit Committee and recommendations were
made to the Board on the selection of external auditors of the
Company.

Remuneration Committee

The Remuneration Committee was established on 28 July 2005. It
currently consists of two Executive Directors and three Independent
Non-Executive Directors. The Chairman of the Remuneration
Committee will be subject to rotate for every 2 years.

Composition of Remuneration Committee members
LAM Kwok Hing (Chairman of the Remuneration Committee)
NAM Kwok Lun
CHEN Wei-Ming Eric
KWAN Wang Wai Alan
NG Chi Kin David

Role and function

The Remuneration Committee is mainly responsible for:

making recommendations to the Board on the Company’s policy
and structure for all remuneration of Directors and senior
management and on the establishment of a formal and transparent
procedure for developing policy on such remuneration;

reviewing and approving performance-based remuneration by
reference to corporate goals and objectives resolved by the Board
from time to time;

determining the specific remuneration packages of all Executive
Directors and senior management, including benefits in kind,
pension rights and compensation payments, including any
compensation payable for loss or termination of their office or
appointment, and make recommendations to the Board of the
remuneration of Non-Executive Directors;
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4.  reviewing and approving the compensation payable to Executive
Directors and senior management in connection with any loss or
termination of their office or appointment to ensure that such
compensation is determined in accordance with relevant contractual
terms and that such compensation is otherwise fair and not
excessive for the Company;

5. reviewing and approving compensation arrangements relating to
dismissal or removal of Directors for misconduct to ensure that
such arrangements are determined in accordance with relevant
contractual terms and that any compensation payment is otherwise
reasonable and appropriate;

6. ensuring that no Director or any of his associates is involved in
deciding his own remuneration; and

7. advising the shareholders on how to vote in respect of any service
contract of Director which shall be subject to the approval of
shareholders (in accordance with the provisions of Rule 13.68 of
the Listing Rules).

Where circumstances are considered appropriate, some Remuneration
Committee decisions are approved by way of written resolutions passed
by all the committee members.

For the year ended 31 December 2005, there was one meeting held.

The following was an attendance record of the Remuneration Committee
meeting for the year ended 31 December 2005:

Attendance of individual Directors at Remuneration Committee meeting
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Number of meeting RPN 1
Remuneration Committee members: %ﬁ@ﬂé%ﬁ g8 :
LAM Kwok Hing ERELE
(Chairman of the Remuneration Committee) (FNZEZFE) 1/1 100%
NAM Kwok Lun ERfmEt 11 100%
CHEN Wei-Ming Eric PRIZEASE A 0/ 0%
KWAN Wang Wai Alan BARERE 11 100%
NG Chi Kin David AEREE 7 100%
Average attendance rate T HEE 80%
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During the meeting, the remuneration committee approved the monthly
remuneration for each of the Executive Directors was fixed to around
HK$54,000 and annual remuneration for each of the Independent Non-
Executive Directors was fixed to HK$50,000, payable annually in April.

ACCOUNTABILITY AND AUDIT

The management provides such explanation and information to the Board
so as to enable the Board to make an informed assessment of the financial
and other information put before the approval by the Board.

The Directors are responsible for overseeing the preparation of accounts
of each financial period, which give a true and fair view of the state of
affairs of the Group and of the results and cash flow for that period. In
preparing the accounts for the year ended 31 December 2005, the
directors have selected suitable accounting policies and have applied
them consistently, adopted appropriate Hong Kong Financial Reporting
Standards (“HKFRSs”) and Hong Kong Accounting Standards (“HKASs”)
which are pertinent to its operations and relevant to the financial
statements, made judgments and estimates that are prudent and
reasonable, and have prepared the accounts on the going concern basis.

The Company has announced its annual and interim results in a timely
manner within the limits of 4 months and 3 months respectively after the
end of the relevant period, as laid down in the Listing Rules.

The Board will present a balanced, clear and understandable assessment
to annual and interim reports, other price-sensitive announcements and
other financial disclosures required under the Listing Rules, and reports
to regulators as well as to information required to be disclosed pursuant
to statutory requirements.
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INTERNAL CONTROL

The Board and senior management are responsible for establishing,
maintaining and operating an effective system of internal control. The
internal control system of the Group comprises a well-established
organisational structure and comprehensive policies and standards. The
Board has clearly defined the authorities and key responsibilities of each
business and department to ensure adequate checks and balances.

The internal control system has been designed to safeguard the Group’s
assets against loss and misappropriation; to maintain proper accounting
records for producing reliable financial information; to provide reasonable,
but not absolute, assurance against material fraud and errors. Policies
and procedures are established to ensure compliance with applicable
laws, regulations and industry standards and as the on-going process
for identifying, evaluating and managing the significant risks faced by
the Group and this process includes updating the system of internal
controls when there are changes to business environment or regulatory
guidelines.

Systems and procedures are also established to identify, measure,
manage and control different risks arising from different business and
functional activities. Risk management policies and major control limits
are established and approved by the Board. Significant issues in the
management letters from external auditors and reports from regulatory
authorities will be brought to the attention of the Audit Committee to
ensure that prompt remedial action is taken. All recommendations will
be properly followed up to ensure they are implemented within a
reasonable period of time.

The Board is of the view that the system of internal controls in place for
the year under review and up to the date of issuance of the annual report
and consolidated financial statements is sound and is sufficient to
safeguard the interests of shareholders, customers and employees, and
the Group’s assets.
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AUDITORS’ REMUNERATION

Deloitte Touche Tohmatsu has been reappointed as the Group’s external
auditors at the 2005 Annual General Meeting until the conclusion of the
next Annual General Meeting. Apart from the provision of annual audit
services, Deloitte Touche Tohmatsu also carried out review of the Group’s
results and others of the Group.

Audit services FEEZRS
Others E
Total FEE

COMMUNICATION WITH SHAREHOLDERS

The Board recognises the importance of good communications with all
shareholders, therefore, the Board establishes and maintains different
communication channels with its shareholders through the publication
of annual and interim reports and press releases. Such information is
also available on the Group’s website.

The Company’s annual general meeting is a valuable forum for the Board
to communicate directly with the shareholders. The Chairman of the Board
together with the external auditors are present to answer shareholders’
questions. An annual general meeting circular is distributed to all
shareholders at least 21 days before the annual general meeting. It sets
out the procedures for demanding and conducting a poll and other
relevant information of the proposed resolutions. The Chairman explains
the procedures for demanding and conducting a poll again at the
beginning of the annual general meeting and (except where a poll is
demanded) reveals how many proxies for and against have been filed in
respect of each resolution. The results of the poll, if any, will be published
in the newspapers and on the Company’s website.

Separate resolutions are proposed at general meetings on each
substantially separate issue, including the election of Directors.

Based on the information that is publicly available to the Company and
within the knowledge of the Directors, the Company has maintained the
prescribed amount of public float during the year 2005 and up to the
date of this Annual Report as required by the Listing Rules.
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Deloitte.
9]

TO THE SHAREHOLDERS OF KARL THOMSON HOLDINGS LIMITED
(incorporated in Bermuda with limited liability)

We have audited the consolidated financial statements of Karl Thomson
Holdings Limited (the “Company”) and its subsidiaries (hereinafter
collectively referred to as the “Group”) from pages 40 to 94 which have
been prepared in accordance with accounting principles generally
accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND
AUDITORS

The Directors of the Company are responsible for the preparation of
consolidated financial statements which give a true and fair view. In
preparing consolidated financial statements which give a true and fair
view it is fundamental that appropriate accounting policies are selected
and applied consistently.

It is our responsibility to form an independent opinion, based on our
audit, on those consolidated financial statements and to report our opinion
solely to you, as a body, in accordance with Section 90 of Bermuda
Companies Act, and for no other purpose. We do not assume
responsibility towards or accept liability to any other person for the
contents of this report.

BASIS OF OPINION

We conducted our audit in accordance with Hong Kong Standards on
Auditing issued by the Hong Kong Institute of Certificate Public
Accountants. An audit includes examination, on a test basis, of evidence
relevant to the amounts and disclosures in the consolidated financial
statements. It also includes an assessment of the significant estimates
and judgments made by the Directors in the preparation of the
consolidated financial statements, and of whether the accounting policies
are appropriate to the circumstances of the Group, consistently applied
and adequately disclosed.
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BASIS OF OPINION (Continued)

We planned and performed our audit so as to obtain all the information
and explanations which we considered necessary in order to provide us
with sufficient evidence to give reasonable assurance as to whether the
consolidated financial statements are free from material misstatement.
In forming our opinion we also evaluated the overall adequacy of the
presentation of information in the consolidated financial statements. We
believe that our audit provides a reasonable basis for our opinion.

OPINION

In our opinion the consolidated financial statements give a true and fair
view of the state of affairs of the Company and the Group as at 31
December 2005 and of the profit and cash flows of the Group for the
year then ended 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

25 April 2006

BRBOMERRZEE (@)

Rz B ERE| METER TR - HUESR
RPBAZERLBEBELSBR  NERRRZEE
REZTNZERE  IRXSEEUBRRELSFE
ERZERRAFEEZIHETE - IMEHZAER
B AZBEI T CEEXSRAMBERRAEA
BEREERLIRGREN - ARBEBEERMAZE
RIFERRBERBEYAE AN -

RBEER

AZBMARGAVBERROGEBEQN LR
™~ BRAk EEER-_ZETRF+-A=T
—BZUBRARHEZRALFE BEREZEH
MERSREBN LD RBEEE R BERD 2 B
BHRTHEHERH -

B e HMERLERMT
BBNK G A

BB
—ETAFNAZTHA



Financial Statements
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CONSOLIDATED INCOME STATEMENT

For the year ended 31 December 2005

Revenue

Other income

Written back (allowance) for bad and
doubtful debts

Amortisation of intangible assets

Depreciation

Finance costs

Other operating expenses

Staff costs, including Directors’
remuneration

Discount on acquisition of an associate

Share of results of an associate

Profit before taxation
Taxation

Profit for the year/period

Attributable to:
Equity holders of the Company
Minority interests

Earnings per share
Basic

Yegs
HAUr A
R [ 3
(Bm)
B EEMRH
e
B8 A
HiE &8 M
BEMKA
(BREZMD)
Lodiet: e NI I
i3l NS S

B A5 B i )
BiIA

FE/HEER

FEf :

ARAZESFRA

DB R S

BREF
B

REBRFTTER

BE-TTRF+-A=+—HILFE

1.1.2005 1.4.2004
to to
31.12.2005 31.12.2004
—EZThEF —EEFIF
—H—HZ WMA—H=Z
—EERF — T OF
+=HA=+—H +=—RA=+—8
NOTES HK$°000 HK$°000
BtaE F#ET FAEIT
6 35,169 29,753
1,552 840
4,771 (3,011)
(6) 4)
(1,253) (1,556)
8 (20) 9)
(25,200) (20,203)
(10,642) (7,422)
— 41,728
9,669 5,321
9 14,040 45,437
12 (35) (58)
14,005 45,379
13,845 45,684
160 (305)
14,005 45,379
13

HK3.01 cents &l

HK9.93 cents /&1l
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B #& R 3R
CONSOLIDATED BALANCE SHEET HEEEREX
At 31 December 2005 RZEZERF+-_A=+—H
2005 2004
—ETRF —FETNF
NOTES HK$°000 HK$°000
HteF FET FEIT
NON-CURRENT ASSETS FRBEE
Fixed assets EEEE 14 1,064 2,149
Intangible assets EmEEE 15 23 29
Interest in an associate kN 16 111,851 77,333
Other assets Hitv&E 17 4,030 4,078
Loans receivable ERE TR 18 1,015 1,061
117,983 84,650
CURRENT ASSETS REBEE
Accounts receivable FEU AR K 19 29,898 36,938
Investments in securities BHRE 20 — 12
Loans receivable R E K 18 464 1,686
Other receivables, prepayments EMEB AR - AN RUE
and deposits FiE® 19 2,290 2,021
Pledged fixed deposits B IR E BT K
(general accounts) (—RRERP) 21 7,823 7,647
Tax recoverable 75 78 [0 #3% 319 —
Bank balances RITETT
(trust and segregated accounts) (EERBIERER) 21 39,375 48,402
Bank balances (general accounts) BITEE (—RERP)
and cash FIR& 21 29,150 40,071
109,319 136,777
CURRENT LIABILITIES RBEE
Accounts payable FETER K 22 45,599 55,355
Accrued expenses and other payables FERT B A R H A FE TR X 22 3,886 3,710
49,485 59,065

NET CURRENT ASSETS RBEEFRE 59,834 77,712

177,817 162,362
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CONSOLIDATED BALANCE SHEET (Continued)

At 31 December 2005

CAPITAL AND RESERVES RA R A

Share capital [N

Reserves fHE

Equity attributable to equity holders RARZE=EFEEA
of the Company FE(E R

Minority interests DER R RS

Total equity Uy G

LREEESEER #®)

R-_EERF+-_A=+—H
2005 2004
—EZTREF —EEFIF
NOTES HK$°000 HK$°000
Miat FET FAEIT
23 46,000 46,000
131,540 116,245
177,540 162,245
277 17
177,817 162,362

The consolidated financial statements on pages 40 to 96 were approved
and authorised for issue by the Board of Directors on 25 April 2006 and
are signed on its behalf by:

LAM KWOK HING
EEE
Director

-

A T HEBA0ZEEN - EEAEMA =
tEAEEER I RERTIE  LhUTRE
5E

NAM KWOK LUN
EEfm
Director

EF
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the year ended 31 December 2005

REEREHR
HE-_ZETRE+-_A=+—HILEE

Attributable to equity holders of the Company

AATZRESRE AR R
(Accumulated
Currency losses)
franslation  Retained Minority
Share Share Special ~ Goodwill reserve profits interests
capital  premium  reserve reserve M (RHER) Total YRR Total
ke RHEE  RHEER  BEER  HERE  REE & Es af
HK$'000 HK$'000 HK$'000 HK$:000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
T T T Thr T T FET T T
At 1 April 2004 R-EEMENA-A 46,000 76,589 29,140 (13,950) - (21,502) 116,217 42 116,699
Impairment loss recognised in BilmEGE,
respect of goodwill held in reserve  EEE - - = 13,90 = (13,950) = = =
Share of an associate’s 3 N
currency translation reserve NERERE - - - - 284 - 284 = 24
Net income recognised BEERNERRAZ
direct in equty BhA - - 1350 B (13.950) 284 - 28
Profit for the period kil = - - — - 45,684 45,684 (305) 45379
Total recognised income and iR ON
expense for the period RER - - - 13,950 284 3,734 45968 (305) 45,663
At 31 December 2004 N_ZERETZA=1-H 46,000 76,589 29140 - 284 10,232 162,245 17 162,362
Share of an associate’s 3 N
currency translation reserve SNEaEEE — = = = 1,450 = 1,450 = 1,450
Net income recognised BEERNERRAZ
direct in equty BhA - - - 1 — 140 140
Profit for the year ERiph - - - - = 13,845 13,845 160 14,005
Total recognised income RERRERENA
for the year - - - - 1,450 13,845 15,295 160 15,455
At 31 December 2005 N-FERFT-A=1-A 46,000 76,589 29140 - 1,734 24017 177,540 207 177,817

AEE 2 HRFEERRBRB AR 2RO E
B BARREAEEETEERRWENET
i zEE 2R E5 -

The special reserve of the Group represents the difference between the
nominal value of shares of the acquired subsidiaries and the nominal
value of the shares of the Company issued for the acquisition at the time
of the reorganisation of the Group.
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CONSOLIDATED CASH FLOW STATEMENT

For the year ended 31 December 2005

OPERATING ACTIVITIES
Profit before taxation

Adjustments for:

(Written back) allowance for bad and
doubtful debts
Amortisation of intangible assets

Depreciation
Finance costs

Discount on acquisition of an associate
Share of results of an associate

OPERATING CASH FLOWS BEFORE

MOVEMENTS IN WORKING CAPITAL
Decrease in accounts receivable
Decrease in investments in

securities

Decrease in investments held for trading

Decrease in loans receivable

(Increase) decrease in other receivables,
prepayments and deposits

Decrease in bank balances
(trust and segregated accounts)

Decrease in accounts payable

Increase (decrease) in accrued expenses
and other payables

CASH GENERATED FROM

OPERATIONS
Interest paid

Hong Kong Profits Tax paid

NET CASH FROM OPERATING

ACTIVITIES

®

RETEBEESRBA 2

DEd
DEd

D]
DEd

(38h0) R EAl U ARSK

DEd

D]

#gm ORid) BErEH

*

B
B

3

BXE
B A Bt A1)

g NP IR R

RERR (E#)
B

B EESH

e

M ER

WiEEE = R R 2 YT a8
il NI

RERTRE
D PEIRE
DEHRE

SRHEEEIRA
b REl

BNRERRS
PIRTTHETF
(ERERIBILERP)
DM RN

K E o FEARRR

EE 374
Bne

NHHE

D TET

BREEER
ZREFE

KEBEERER
BE-TERF+-_A=+—HAILERE

NOTE
e

16

1.1.2005
to

31.12.2005
—ETRF
—B—HZ%
—ZTRF
+=A=+—8
HK$°000
FET

14,040

(4,771)
6
1,253
20

(9,669)

879
11,811

12
1,268

(269)

9,027
(9,756)

176

13,148
(20)
(354)

12,774

1.4.2004

to

31.12.2004
—ZEFPF
WMH—BZE
—EEFPUF
+—A=+—H
HK$°000
FET

45,437

3,011
4
1,556
9
(41,728)
(5,321)

2,968
4,533

144

4,121

22,239
(20,713)

(1,897)

11,397
)
(58)

11,330
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CONSOLIDATED CASH FLOW STATEMENT (Continued)

For the year ended 31 December 2005

INVESTING ACTIVITIES

Deposits refunded

Purchases of fixed assets

Acquisition of additional interest in
an associate

Subscription of convertible note

Increase in pledged bank deposits
(general accounts)

NET CASH USED IN INVESTING
ACTIVITIES

CASH USED IN FINANCING ACTIVITY
Repayments of obligations under
finance leases

NET DECREASE IN CASH
AND CASH EQUIVALENTS

CASHAND CASH EQUIVALENTS
AT BEGINNING OF THE YEAR

CASHAND CASH EQUIVALENTS
AT END OF THE YEAR

ANALYSIS OF BALANCES OF CASH
AND CASH EQUIVALENTS
Bank balances (general accounts)
and cash

Hz-TT

— ==

FeRERER#)
AFE+ZA=+—HLEHFE

1.1.2005
to
31.12.2005
—BTHF
—A—RB%
—EEREF
+=A=+—H
NOTE HK$°000
Kt FET
REEHK
REZRS 48
BEETEE (168)
WEgEE N FZ
FIMER (23,399)
R AR ERE 16 —
EMEERTEHER
(—RERF) (176)
ARBEEKZ
ReFE (23,695)
ARBEXK RS
BEFEMARE
ReRERBRELER
2D B (10,921)
FENZRERER
R&IER 40,071
FRZEASRER
HE&EHR 29,150
ReRkERREER
R AT
RITHRET (—REREP)
&k 29,150

1.4.2004
to
31.12.2004
—ETF
WMA—B=
—EETNEF

+=—A=+—8

HK$’000
TEIT

(105)

(30,000)

(49)

(30,154)

(33)

(18,857)

58,928

40,071

40,071
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended 31 December 2005

1.

GENERAL

The Company is an exempted company incorporated under the
Companies Act 1981 of Bermuda (as amended) and its shares are
listed on the Main Board of the Stock Exchange. Its ultimate holding
company is J&A, which is incorporated in the British Virgin Islands.
The address of the registered office and principal place of business
of the Company are disclosed on pages 2 to 3 of the Annual Report.

The consolidated financial statements for the current year cover
the year ended 31 December 2005. The corresponding amounts
shown for the consolidated income statement, consolidated
statement of changes in equity, consolidated cash flows statement
and related notes cover a nine month period from 1 April 2004 to
31 December 2004 due to a change of balance sheet date in 2004
and therefore may not be comparable with amounts shown for the
current year.

The Company is an investment holding company. The principal
activities of the Group are the provision of financial services,
including stockbroking, futures and options broking, mutual funds
and insurance-linked investment plans and products broking,
securities margin financing services and corporate finance advisory
services.

The consolidated financial statements are presented in Hong Kong
dollars, which is the same as the functional currency of the
Company.
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APPLICATION OF HONG KONG FINANCIAL
REPORTING STANDARDS

In the current year, the Group has applied, for the first time, a
number of new HKFRSs, HKASs and Interpretations (hereinafter
collectively referred to as “new HKFRSs”) issued by the Hong Kong
Institute of Certified Public Accountants that are effective for
accounting years beginning on or after 1 January 2005, other than
HKFRS 3 “Business Combination”, HKAS 36 “Impairment of
assets” and HKAS 38 “Intangible Assets” that had been early
adopted for the business combinations for which the agreement
date is on or after 1 April 2004 and for the year ended 31 December
2004. The application of the new HKFRSs has resulted in a change
in the presentation of the consolidated income statement,
consolidated balance sheet and consolidated statement of changes
in equity. In particular, the presentation of minority interests has
been changed. The changes in presentation have been applied
retrospectively. The adoption of the new HKFRSs has resulted in
changes to the Group’s accounting policies in the following areas
that have an effect on how the results for the current or prior
accounting years are prepared and presented:

Share-based payments

In the current year, the Group has applied HKFRS 2 “Share-based
payment” which requires an expense to be recognised where the
Group buys goods or obtains services in exchange for shares or
rights over shares (“equity-settled transactions”). The principal
impact of HKFRS 2 on the Group is in relation to the expensing of
the fair value of share options granted to Directors and employees
of the Group, determined at the date of grant of the share options,
over the vesting period. Prior to the application of HKFRS 2, the
Group did not recognise the financial effect of these share options
until they were exercised. No share options were granted on or
after 1 January 2005 and the Group’s share options granted before
7 November 2002 were vested immediately and were expired during
the period ended 31 December 2004. The Group had applied the
transitional provision of HKFRS 2. Hence, no prior period
adjustment has been required and there is no effect on the
consolidated financial statements in both years.

BRMBREE KA

RAFEE Kk E R -_TTNFNA
—HIZRERBE_TTNF+ A=+
—ALEFEENEHAHMBERRME LM
BREERNEIR[EBAH] - BERE
A5 365k [ EERME] R EE S5 £ R538
SIBLEE]S  AEEEHRXENETH
BEGMASRM 2N BB B RELE
A - FE G EREREUATHRBIFE
BUMBHRELEA]) c ZFEHENR_FF
hE-—A—Axz&RAKRZEHHEL
Mo RAMBEMBRELNEHIRERE
St ER BAEEABRIEOERDE
BHRRZENTABANE - LULER
REDZ2NR/R - AKEDEPRAZ
F2NTEZRE R B BMBRE
R EFAREEAT 2 BERE X
g YPEAREAFEXBETFENE
mRENTA

R R < A

RAEE  AEEEXRATEMBREE
AL 257 [ Y] - RIRERIBRKALE
s 28 D < EFRIREE 2 & W
SER R ((REEERH]) AERR
AR - BEMBREEINF2HRAAE
BrrEXENBIRTASEESENE
BEYRBERNBELARBEEZ2ATE &
REBHASH NEBBEVHRSE
Q257 2 B - AEE T BT (R
MEREMBRE R_ZTTRF—HA—
B AR Y EERBBERL - AEER
—EE_F+-ALBRREZARERN
BHETEREBL—FTTONF+__A=+—
FERHEIH - AEETFERAF BB
WELERNE 5 2 AR BRI - Bt
BAHAEFERBFELIARLAHNA
FERLFEZEAMBBRLELE -

\:

()

o



Financial Statements

B ¥ R AR

APPLICATION OF HONG KONG FINANCIAL
REPORTING STANDARDS (Continued)

Financial instruments

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

Classification and measurement of financial assets and

financial liabilities

The Group has applied the relevant transitional provisions in HKAS
39 with respect to the classification and measurement of financial
assets and financial liabilities that are within the scope of HKAS
39.
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APPLICATION OF HONG KONG FINANCIAL
REPORTING STANDARDS (Continued)

Equity securities previously accounted for under the
benchmark treatment of SSAP 24

Prior to 1 January 2005, the Group classified and measured its
investments in equity securities in accordance with the benchmark
treatment of Statement of Standard Accounting Practice 24 (“SSAP
24”). Under SSAP 24, investments in debt or equity securities are
classified as “investment securities”, “other investments” or “held-
to-maturity investments” as appropriate. “Investment securities” are
carried at cost less impairment losses (if any) while “other
investments” are measured at fair value, with unrealised gains or
losses included in profit or loss. “Held-to-maturity investments” are
carried at amortised cost less impairment losses (if any). From 1
January 2005 onwards, the Group has classified and measured its
investments in equity securities in accordance with HKAS 39. Under
HKAS 39, financial assets are classified as “financial assets at fair
value through profit or loss”, “available-for-sale financial assets”,
“loans and receivables”, or “held-to-maturity financial assets”.
“Financial assets at fair value through profit or loss” and “available-
for-sale financial assets” are carried at fair value, with changes in
fair values recognised in profit or loss and equity respectively.
Available-for-sale equity investments that do not have quoted
market prices in an active market and whose fair value cannot be
reliably measured and derivatives that are linked to and must be
settled by delivery of such unquoted equity instruments are
measured at cost less impairment after initial recognition. “Loans
and receivables” and “held-to-maturity financial assets” are
measured at amortised cost using the effective interest method
after initial recognition. On 1 January 2005, the Group classified
and measured its investments in equity securities in accordance
with the transitional provisions of HKAS 39. As a result, “investments
in securities” amounted to HK$12,000 has been classified as
“investments held for trading” on 1 January 2005. However, there
has been no material effect on how the results for the current
accounting period as prepared and presented.
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APPLICATION OF HONG KONG FINANCIAL
REPORTING STANDARDS (Continued)

Financial assets and financial liabilities other than equity
securities

From 1 January 2005 onwards, the Group has classified and
measured its financial assets and financial liabilities other than
investment in equity securities (which were previously outside the
scope of SSAP 24) in accordance with the requirements of HKAS
39. As mentioned above, financial assets under HKAS 39 are
classified as “financial assets at fair value through profit or loss”,
“available-for-sale financial assets”, “loans and receivables” or
“held-to-maturity financial assets”. Financial liabilities are generally
classified as “financial liabilities at fair value through profit or loss”
or “other financial liablities”. Financial liabilities at fair value through
profit or loss are measured at fair value, with changes in fair value
being recognised in profit or loss directly. Other financial liabilities
are carried at amortised cost using the effective interest method
after initial recognition.
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2. APPLICATION OF HONG KONG FINANCIAL 2. EBEVMBREENZRE &)
REPORTING STANDARDS (Continued)

AEBEVEREFRAATCEMENDRE
MZHER - BT REERE - ARRESFH
AR EFER - BRI REREASE
ZEAMBRERETEBREALE -

The Group has not early applied the following new standards,
amendments and interpretations (“INTS”) that have been issued
but are not yet effective. The Directors of the Company anticipate
that the application of these new standards, amendments or INTS
will have no material impact on the consolidated financial
statements of the Group.

HKAS 1 Capital disclosures ! BEAER BAREE
(Amendment) HERIE 15
(1881
HKAS 19 Actuarial gains and losses, BAEER BHER  SEFE R
(Amendment) group plans and disclosures 2 HERIE195% #5R2
({871
HKAS 21 Net investment in a foreign operation 2 BEAETHER  RIMELERE FEE?
(Amendment) F2158
({881
HKAS 39 Cash flow hedge accounting of BEAER TEREE AL AR
(Amendment) forecast intragroup transactions 2 #E R % 395 R 2B\ RELHH
({871 TR
HKAS 39 The fair value option 2 BAER BEIQNTEAR?
(Amendment) AERIE 395
(1871
HKAS 39 & Financial guarantee contracts 2 BEAEEE ISR E %02
HKFRS 4 B 3958 Kk
(Amendments) BB
s 2R
E a5
({871
HKFRS 6 Exploration for and evaluation of BEANBHE BEERBREETM?
mineral resources 2 HERIE 65
HKFRS 7 Financial instruments: Disclosures' BEMBHE 2HIE: BE

R B 755
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2. APPLICATION OF HONG KONG FINANCIAL 2. BERAUMEBREERAN KA &)

REPORTING STANDARDS (Continued)
HK(IFRIC) - INT 4 Determining whether an
arrangement contains a lease 2

HK(IFRIC) - INT 5 Rights to interests arising from
decommissioning, restoration and
environmental rehabilitation funds 2

HK(IFRIC) - INT 6 Liabilities arising from participating
in a specific market - waste electrical
and electronic equipment 3

HK(IFRIC) - INT 7 Applying the restatement approach
under HKAS 29 Financial
Reporting in Hyperinflationary
Economies *

Effective for annual periods beginning on or after 1 January 2007.
Effective for annual periods beginning on or after 1 January 2006.
Effective for annual periods beginning on or after 1 December 2005.

Effective for annual periods beginning on or after 1 March 2006.
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SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared under
the historical cost convention 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 Hong Kong institute of
Certified Public Accountants. In addition, the consolidated financial
statements include applicable disclosures required by the Listing
Rules and by the Hong Kong Companies Ordinance.

Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company and its subsidiaries made up to each
of the balance sheet date.

The results of subsidiaries acquired or disposed of during the year/
period are included in the consolidated income statement from the
effective date of acquisition or up to the effective date of disposal,
as appropriate.

Where necessary, adjustments are made to the financial statements
of subsidiaries to bring their accounting policies into line with those
used by other members of the Group.

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

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.

3.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)
Investments in associates

The results and assets and liabilities of associates are incorporated
in these consolidated financial statements using the equity method
of accounting. Under the equity method, investments in associates
are carried in the consolidated balance sheet at cost as adjusted
for post-acquisition changes in the Group’s share of the profit or
loss and of changes in equity of the associate, less any identified
impairment loss. When the Group’s share of losses of an associate
equals or exceeds its interest in that associate (which includes
any long-term interests that, in substance, form part of the Group’s
net investment in the associate), the Group discontinues
recognising its share of further losses. An additional share of losses
is provided for and a liability is recognised only to the extent that
the Group has incurred legal or constructive obligations or made
payments on behalf of that associate.

Goodwill

Goodwill arising on an acquisition of a subsidiary for which the
agreement date is before | January 2005 represents the excess of
the cost of acquisition over the Group’s interest in the fair value of
the identifiable assets and liabilities of the relevant subsidiary at
the date of acquisition. Goodwill arising on acquisitions prior to 1
January 2005 continues to be held in reserve, and will be charged
to the retained earnings at the time when the business to which
the goodwill relates is disposed of or when a cash-generating unit
to which the goodwill relates become impaired.

3.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)
Goodwill (Continued)

For the purposes of impairment testing, goodwill arising from an
acquisition of the subsidiary 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 a subsidiary or an associate, the
attributable amount of goodwill capitalised is included in the
determination of the amount of profit or loss on disposal.

Excess of an acquirer’s interest in the net fair value of an
acquiree’s identifiable assets, liabilities and contingent
liabilities over cost (“discount on acquisitions”)

A discount on acquisition arising on an acquisition of a subsidiary
or an associate for which an agreement date is on or after 1 April
2004 represents the excess of the net fair value of an acquiree’s
identifiable assets, liabilities and contingent liabilities over the cost
of the business combination. Discount on acquisition is recognised
immediately in profit or loss. A discount on acquisition arising on
an acquisition of an associate (which is accounted for using the
equity method) is included as income in the determination of the
investor’s share of results of the associate in the period in which
the investment is acquired.

3.

TESTHBER @)
[k NG-P)

SRERRAME  WENBRRMELZ
BELDRIEIE-—EAERDEASE
7 - AHREBIRE B 2AER - HHEER
WEZHRRERRaE  CEEBEZRK
BRRcENEFREEMAAELIRRME
ZHREETRERD o SR KA R E
BEZWBRELEZHEMNS  CEERE
ZHE M EM R Z Y B FE <A ET
MERR - BREGEE B 2 A KO & 5
PRZBEMZERE  BIREBBE®RD
Bo - LHDRBE RN BECRIZEM - RERI
BUREECRABEAZEEZL DR
BN HEMEECENBE2K@E -
BERZEMREBEDERRNES RaR
NHER - BB ZREBBERERHBTT
Bm o

High&E—HMNBLRSKEERR - RBIK
ERfbzABZRESERNHERAE
EEBEZEHE -

BEFEWBEIHREE  BERDEA
BENAABETRENEBHBERS
HE ([WEEHTED)

R_TZEWNFONA A ZRITZNBE
—EM B AR SRR IHEMESE
MW BITRIERE T AR 2 2B e A 215R
BE ABRIARBEEBEERNAA
BB A 15 10 88 18 18 3 7% 8 OF A AN /9 &6
fno WETFESZNBERANERAN - BE
B N A (Mx B e R m A s EARR) B
TR BETEeeRERBERRESED
REE R R FTRETE M M A e



Financial Statements

B ¥ R AR

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Revenue recognition

Revenue is measured at the fair value of the consideration received
or receivable and represents amounts receivable for services
provided in the normal course of business, net of discount.

All transactions in securities trading are recorded on a trade date
basis.

Commission and brokerage income are recognised when the
services are rendered.

Interest income 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 estimate future cash
receipts throught the expected life of the financial assets to that
asset’s net carrying amount.

Advisory fee income is recognised when the service is provided.
Fixed assets

Fixed assets are stated at cost less subsequent accumulated
depreciation and accumulated impairment losses, if any.

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

20% -33"3%
20% - 50%
20% - 40%
20% - 30%

Leasehold improvements
Computer equipment
Furniture and fixtures
Motor vehicles

An item of fixed asset 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.

3.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Intangible assets

On initial recognition, intangible assets acquired separately are
recognised at cost. 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 instruments

Financial assets and financial liabilities are recognised on the
balance sheet when a group entity becomes a party to the
contractual provisions of the 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.

Financial assets

The Group’s financial assets are classified as loans and receivables.
All regular way purchases or sales of financial assets are recognised
and derecognised on a trade date basis. Regular way purchases
or sales are purchases or sales of financial assets that require
delivery of assets within the time frame established by regulation
or convention in the marketplace. The accounting policies adopted
in respect of loans and receivables are set out below.

3.

TESTHBER @)
RN T HERE  BIKBZBEVEEDR

RAER - RS HRR - ERAERF
Hi 2 BB B TD IR AR AN R, R 5T 55 R AT
Rt REBBAKR BRAEAFHIE
WEEBHEDIREREERE MG AIER
FHIE -

THEERBNEELZEGENEEREM
SRIBFRERBECRZZRAE - I
RTBEAZERESRS BRI BIRARE

e ©

EWMIA

HMEEERKRERIASNGZATL
7o AREERBRTHRBEREERS
BMEE cREENERBEBEELRAT
B E AURBHBETEREENRTREA
BREBERREATFERENEREENRE
BERIN MERELE ZRXZERARERER
HitATREEREREE(WER) ZA
FEXETREERSRAE (WER) 2
FEMER N EBRRRAFERENS
MEERBEIME  BEEREEZXHRA
B R8s RFER

EHEE

AEBZERMEEDERAERREEK
B-MAERREEZERMEENR D AE
RETBHER - BERESERBERET SR
A BHRI L RRAARKEEZERME
EEE - LERREURAEMRAZ &5
BERHHIIN T »



Financial Statements

B ¥ R AR

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Loans and receivables

Loans and receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market.
At each balance sheet date subsequent to initial recognition, loans
and receivables including bank balances, deposits, accounts
receivable, loans receivable and other receivables are carried at
amortised cost using the effective interest method, less any
identified impairment losses. An impairment loss is recognised in
profit or loss when there is objective evidence that the asset is
impaired, and is measured as the difference between the asset’s
carrying amount and the present value of the estimated future cash
flows discounted at the original effective interest rate. Impairment
losses are reversed in subsequent periods when an increase in
the asset’s recoverable amount can be related objectively to an
event occurring after the impairment was recognised, subject to a
restriction that the carrying amount of the asset at the date the
impairment is reversed does not exceed what the amortised cost
would have been had the impairment not been recognised.

Financial liabilities and equity

Financial liabilities and equity instruments issued by a group entity
are classified according to the substance of the contractual
arrangements entered into and the definitions of a financial liability
and an equity instrument.

An equity instrument is any contract that evidences a residual
interest in the assets of the Group after deducting all of its liabilities.
The accounting policies adopted in respect of financial liabilities
and equity instruments are set out below.

Financial liabilities

Financial liabilities include accounts payable and other payables
are subsequently measured at amortised cost, using the effective
interest rate method.

Equity instruments

Equity instruments issued by the Company are recorded at the
proceeds received, net of direct issue costs.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)
Impairment (other than goodwill)

At each balance sheet date, the Group reviews the carrying
amounts of its tangible and intangible assets to determine whether
there is any indication that those assets have suffered an
impairment loss. If the recoverable amount of an asset is estimated
to be less than its carrying amount, the carrying amount of the
asset is reduced to its recoverable amount. 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, such 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.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Taxation

Income tax expense represents the sum of the tax currently payable
and deferred tax.

The tax currently payable is based on taxable profit for the year/
period. Taxable profit differs from net profit as reported in the
consolidated income statement because it excludes items of income
or expense that are taxable or deductible in other years, and it
further excludes items of income or expense that are never taxable
and deductible. The Group’s liability for current tax is calculated
using the tax rates that have been enacted or substantively enacted
by the balance sheet date.

Deferred tax is the tax expected to be payable or recoverable on
differences between the carrying amounts of assets and liabilities
in the 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
profits will be available against which deductible temporary
differences can be utilised. Such assets and liabilities are not
recognised if the temporary difference arises from goodwill or from
the initial recognition (other than in a business combination) of other
assets and liabilities in a transaction that affects neither the taxable
profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary
differences arising on investments in subsidiaries, except where
the Group is able to control the reversal of the temporary difference
and it is probable that the temporary difference will not reverse in
the foreseeable future.

The carrying amount of deferred tax assets is reviewed at each
balance sheet date and reduced to the extent that it is no longer
probable that sufficient taxable profits will be available to allow all
or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to
apply in the year/period when the liability is settled or the asset is
realised. Deferred tax is charged or credited in 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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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Foreign currencies

In preparing the financial statements of each individual group entity,
transactions in currencies other than the functional currency of that
entity (foreign currencies) are recorded in its functional currency
(i.e. the currency of the primary economic environment in which
the entity operates) at the rates of exchanges prevailing on the
dates of the transactions. At each balance sheet date, monetary
items denominated in foreign currencies are retranslated at the
rates prevailing on the balance sheet date. Non-monetary items
that are measured in terms of historical cost in a foreign currency
are not retranslated.

Exchange differences arising on the settlement of monetary items,
and on the translation of monetary items, are recognised in profit
or loss in the year/period in which they arise, except for exchange
differences arising on a monetary item that forms part of the Group’s
net investment in a foreign operation, in which case, such exchange
differences are recognised in equity in the consolidated financial
statements.

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 Group (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/period, unless exchange rates fluctuate
significantly during the year/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 currency translation reserve). Such exchange differences are
recognised in profit or loss in the year/period in which the foreign
operation is disposed of.

Retirement benefits costs

Payments to the defined contribution retirement benefits scheme
are charged as an expense as they fall due.
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KEY SOURCES OF ESTIMATION UNCERTAINTY

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

Income taxes

No deferred tax asset was recognised in the Group’s consolidated
balance sheet in relation to the unused tax losses of approximately
HK$33,872,000. The realisability of the deferred tax asset mainly
depends on whether sufficient future profits or taxable temporary
differences will be available in the future. In case where the actual
future profits generated are more than expected, further recognition
of deferred tax asset in relation to unutilised tax losses may arise,
which would be recognised in the income statement for the period
in which such a recognition takes place.

Written back for bad and doubtful debts

The policy for written back or allowance for bad and doubtful debts
of the Group is based on the evaluation of collectability and aged
analysis of accounts and on management’s judgment. A
considerable amount of judgment is required in assessing the
ultimate realisation of these receivables, including the current
creditworthiness and the past collection history of each client and
the estimation of the future cash flow discounted at the original
effective rate to calculate the present value. If the financial
conditions of client of the Group were not as good as expected by
the Group, additional impairment may be required.
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FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES

The Group’s major financial instruments include bank balances and
cash, pledged fixed deposits, accounts receivable, loans receivable,
accounts payable and other payables. 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.

Credit risk

The Group’s maximum exposure to credit risk in the event of the
counterparties failure to perform their obligations as at 31 December
2005 in relation to each class of recognised financial assets is the
carrying amount of those assets as stated in the consolidated
balance sheet. The Group has no significant concentration of credit
risk with exposure spread over a number of customers. In order to
minimise the credit risk, the management of the Group has
delegated a team responsible for determination of credit limits, credit
approvals and other monitoring procedures to ensure that follow-
up action is taken to recover overdue debts. In addition, the Group
reviews the recoverable amount of each individual accounts
receivables and loans receivable at each balance sheet date to
ensure that adequate impairment losses are made for irrecoverable
amounts. In this regard, the Directors of the Company consider
that the Group’s credit risk is significantly reduced.

The credit risk on liquid funds is limited because the counterparties
are banks with high credit ratings assigned by international credit-
rating agencies.
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6. REVENUE

Commission and brokerage

Interest income from:
Clients
Authorised institutions
Others

Advisory fee income

Rieme

KEATIER ZFBWA

BF
R
iy

CETTON

7. BUSINESS AND GEOGRAPHICAL SEGMENTS

Business segments

For management purposes, the Group is currently organised into

two operating divisions, namely, broking and securities margin

financing. These divisions are the basis on which the Group reports

its primary segment information. The principal activities of these

divisions are as follows:

Broking — provision of stockbroking, futures and options broking
and mutual funds as well as insurance-linked investment plans and

products broking

Securities margin financing — provision of securities margin

financing

W #=
1.1.2005 1.4.2004
to to
31.12.2005 31.12.2004
—EERF —EEF
—RA—HZE mA—H=
—EZEEF —EFF
+=ZA=+—8 +=-A=+—8H
HK$°000 HK$’000
FET FET
28,768 24,805
3,452 3,227
1,294 96
15 13
1,640 1,612
35,169 29,753
EBREESE
E S|

REEBR - A&E H A i EL 85
A DRI ARRERRESRIECR
B AREUNZEEIEREREEDS
BR2EE  ZFEMNZETEZEZBWT :

KOE — RHEAFEE - HEHlgs
E HBEES  REBHOHREFSRESR
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ESRETRE - EHESREEME
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7. BUSINESS AND GEOGRAPHICAL SEGMENTS 7. ¥BRHESE &)
(Continued)
Business segments (Continued) ¥X%oE (&)
Segment information about these businesses is presented below: REXB O BERNFNTX -
Consolidated income statement for the year ended 31 December HE_FEERFT_A=1T—HIFEZ
2005 HEBmar 8k
Securities
margin
financing
Broking BH Others Consolidated
Rexls HKrILHE Hity =E
HK$'000 HK$'000 HK$'000 HK$°000
FE&T FET FET FET
REVENUE g
Segment revenue o il 31,168 2,246 1,755 35,169
RESULTS ES
Segment profit P bl 1,200 3,685 333 5,218
Unallocated expenses REIEHAL (847)
Share of results of an associate ~ [EREE QAR £E 9,669
Profit before taxation BR B Al A 14,040
Taxation FiIE (35)

Profit for the year FERFFE 14,005
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7. BUSINESS AND GEOGRAPHICAL SEGMENTS 7. E¥BRHEDSE#E)
(Continued)

EBoE(E)

Business segments (Continued)

Consolidated balance sheet as at 31 December 2005 R-IEFEAFF A=+ —HZHEEEEE

[E#&
Securities
margin
financing
Broking Bt Others Consolidated
HK$°000 HK$°000 HK$°000 HK$°000
FHT FHT FHT FHET
ASSETS gE
Segment assets DEBEE 81,034 29,950 4,148 115,132
Interest in an associate NS ok £ 111,851
Unallocated corporate assets REBLREE 319
Consolidated total assets RRRERH 227,302
LIABILITIES &
Segment liabilities DEEE 48,019 1,107 193 49,319
Unallocated corporate liabilites ~ KBEAFIAE 166

Consolidated total liabilities IEBELRR 49,485
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7. BUSINESS AND GEOGRAPHICAL SEGMENTS 7. ¥BRHMEIE #E)
(Continued)
Business segments (Continued) ¥X%oE (&)
Other information for the year ended 31 December 2005 BE—_FEEnF+_A=1T—HIFEZ
A it & ¥
Securities
margin
financing
Broking &H Others Consolidated
R RESRE Hit e
HK$°000 HK$’000 HK$°000 HK$'000
FHET FHET FHET FHE T
Additions of fixed Bl & AR
assets 168 — — 168
Written back R IZE B [0 1
for bad and
doubtful debts (1,458) (3,313) — 4,771)
Amortisation of fER A
intangible assets 6 — — 6

Depreciation e 1,148 — 105 1,253
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7. BUSINESS AND GEOGRAPHICAL SEGMENTS 7. XBRHEDE E)
(Continued)
Business segments (Continued) ES Sk NC=)
Consolidated income statement for the period from 1 April 2004 to RZEFWNFENHA—HZ_FEMF+=
31 December 2004 A=+ —HILHE S Bmair 8 &
Securities
margin
financing
Broking EH Others Consolidated
HK$°000 HK$°’000 HK$’000 HK$000
FHET FAET FET FHET
REVENUE Wz
Segment revenue ok L 26,245 1,702 1,806 29,753
RESULTS E
Segment loss HEEEE (803) (175) (54) (1,032)
Unallocated expenses R Z|#FH (580)
Discount on acquisition UgE&E A 7
of an associate IriE 41,728
Share of results FE(REEE AR 2
of an associate ES 5,321
Profit before taxation  BRFR A& F 45,437
Taxation IR (58)

Profit for the period HAfE R A F 58 45,379
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7. BUSINESS AND GEOGRAPHICAL SEGMENTS 7. ¥BRHESE &)
(Continued)
Business segments (Continued) ¥X%oE (&)
Consolidated balance sheet as at 31 December 2004 RZEFWNFEF—_H=1T—HZ2HEEEE
BEX
Securities
margin
financing
Broking Bk Others Consolidated
BEEK RrREEEE Hit me
HK$°000 HK$°000 HK$’000 HK$°000
FHE T FHET FHET FHET
ASSETS BE
Segment assets DEREE 89,660 31,821 4,433 125,914
Interest in an associate ~ BA& AR 2 ik 77,333
Unallocated corporate REE AR &EE
assets 18,180
Consolidated total e BERRE
assets 221,427
LIABILITIES afE
Segment liabilities NEEE 55,864 2,875 203 58,942
Unallocated corporate KR ZIB AR A S

liabilities 123

Consolidated total e BaERRE
liabilities 59,065
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7. BUSINESS AND GEOGRAPHICAL SEGMENTS 7. ¥BRHEDEE)
(Continued)
Business segments (Continued) ES Sk NC=)
Other information for the period from 1 April 2004 to 31 December RZEFWNFENHA—HZ_FEMF+=
2004 A=+—HILERE < B EH
Securities
margin
financing
Broking EH Others Consolidated
HK$000 HK$’000 HK$°000 HK$000
FET FET FET FET
Additions of Bl & R
fixed assets 82 — 23 105
Allowance for bad RIZIRB
and doubtful debts 2,183 — 828 3,011
Amortisation of B AERE
intangible assets 4 — — 4
Depreciation e 1,444 — 112 1,556
Geographical segments &5 5
All of the activities of the Group are based in Hong Kong and all of REBZHEBEEBHEEALE  MA%
the Group’s revenue and profit before taxation are derived from BN EEBRATEMNEGREEE -
Hong Kong. In addition, the Group’s assets are located in Hong pboh - REB 2 BEHMLNES

Kong.
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FINANCE COSTS
Interest on borrowings wholly REFAEBZZ
repayable within five years: BRFE
Bank overdrafts RITEX
Finance leases AL
Other bank borrowings HEMIRITER
PROFIT BEFORE TAXATION

Profit before taxation has been arrived at
after charging (crediting):

Auditors’ remuneration

Contributions to retirement benefits scheme
(included in staff costs)

Loss from error trades

Operating lease rentals in respect of
rented premises

Net realised and unrealised (gain) loss
on investment held for
trading/trading securities

Share of tax of an associate (included
in share of results of an associate)

B A gt M 2 HIRR

(FtA) ToI&IA :

ZEEN B &
RIRREFE B R
(BHEEEKRAE)
i R R 5 B 18
EREEMEL
REdENEE

BHEARERFHEREEE

e
BHEEE

FER (&F)
FEIGEEE R A2 BIR

(REEHE DR ZEERN)

MKkEA
1.1.2005 1.4.2004
to to
31.12.2005 31.12.2004
—EZThHEF —EFE
—A—HZE mA—H=Z=
—EZRF —EEFNF
+=—A=+—-8B +=—A=+—H
HK$°000 HK$°000
FETT FET
1 8
— 1
19 —
20 9
R B A& R
1.1.2005 1.4.2004
to to
31.12.2005 31.12.2004
—EERF —ZTTNF
—A—BZ& mA—H=Z=
—EERE —ETE
+=A=+—-8B +=-—A=+—H
HK$’000 HK$°000
FET FET
1,107 558
383 292
13 39
4,364 3,153
(1) 12
(1,262) (28)
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10. DIRECTORS’ REMUNERATION 10. EEME

EXNHEXNERU(ZEZTOFMNA—
HEZZEMF+=-A=+—H: Af) £

The remuneration paid or payable to each of the five (1.4.2004 to
31.12.2004: five) Directors were as follows:

EZMESWT
1.1.2005
to
31.12.2005
Lam Nam Ng Chen Kwan “BZTE
Kwok Kwok Chi Kin Wei-Ming Wang Wai -A—-B%
Hing Lun David Eric Alan ZZZLF
ERE Bl R F3 Bz BEE t-A=1t-H
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
FET FET FET FET FET FET
Fees: e
Executive Directors WTES — — — — — —
Independent Non-Executive
Directors BUEHTES — — 50 50 50 150
Other emoluments to HWTESZ
Executive Directors: Hife -
Salaries and other benefits ~ # & R E f11E7] 644 644 — — — 1,288
Contributions to retirement
benefits scheme RINEFE BT 12 12 = = = 24
Total remuneration Bme 656 656 50 50 50 1,462
1.4.2004
to
31.12.2004
Lam Nam Ng Chen Kwan “BENE
Kwok Kwok Chi Kin Wei-Ming Wang Wai A-HZ
Hing Lun David Eric Alan b kS
ERE EHlfR EHE B BEE T-A=t+-H
HK$°000 HK$°000 HK$°000 HK$°000 HK$°000 HK$°000
FET FET FET FET FET FET
Fees: e
Executive Directors HITEZR - - - - - -
Independent Non-Executive
Directors BUFHIES — — 38 38 12 88
Other emoluments to HITESZ
Executive Directors: Hivie -
Salaries and other benefits ~ H4 RE{EF 483 483 — — — 966
Contributions to retirement
benefits scheme RIRBHEEIER 9 9 = = = 18
Total remuneration Ll 492 492 38 38 12 1,072
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10. DIRECTORS’ REMUNERATION (Continued)

During the year, no emoluments were paid by the Group to the
Directors as an inducement to join or upon joining the Group. None
of the Directors has waived any emoluments during the year.

11. EMPLOYEES’ EMOLUMENTS

The five individuals with the highest emoluments in the Group
included two (1.4.2004 to 31.12.2004: two) Directors of the
Company for the year/period, details of whose emoluments are
included in note 10. The emoluments of the remaining three
(1.4.2004 to 31.12.2004: three) individuals were as follows:

Salaries and other benefits e hEMmET
Discretionary bonus B EAEAL

Contributions to retirement RO FIFT BN

benefits scheme

The aggregate emoluments of each of these remaining three
(1.4.2004 to 31.12.2004: three) highest paid individuals were less
than HK$1,000,000.

During the year/period, no emoluments were paid by the Group to
the above-mentioned individuals as an inducement to join the Group
or as compensation for loss of office.

12. TAXATION

The taxation charge represents the underprovision of Hong Kong
Profit Tax for the year/period.

No provision for Hong Kong Profits Tax has been made in the
consolidated financial statements as there are no assessable profits
arising in Hong Kong or the assessable profits were wholly absorbed
by estimated tax losses brought forward.

10. EEME &)

REER  AEERERTAESIMNE
MMe  ARSIEMAREER - RFE
N EFTERREMFABE

1. EEMS

REE /BN NEE 2z AL &e 5
ALBEMEZ (CEENFNA—HE-F
TME+—_A=+—H : WB) AQAFE
. HEEMFBEHRAMEE 108 - HH=
Z(ZCETNMFNA—HBE-_ZSTNF+=
A=+—H:Z&) ATzZB&umT :

1.1.2005 1.4.2004

to to
31.12.2005 31.12.2004
—®REF  —TENF
—A—BZ% WMA—B=
—®REF  —TTINF
t=A=+-8 t-A=+-=¢
HK$°000 HK$°000
TR FAT
1,899 1,305

— 24

36 27

1,935 1,356

HHp=%2 (CETOFONA-—RE_TTMN
F+_A=+—H: =ZRA)BE&=FHMA

REER > AEERER LR A LMNE
B - DAOR 51 E A0 A TS 5 B 3 1 7 B B

fRfE -
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12. TAXATION (Continued) 12. BiE (&)
The taxation for the year/period can be reconciled to the profit before FE/HB2HE  BRABERAHEXZ
taxation per the consolidated income statement as follows: BRELATE R < SR T -
1.1.2005 1.4.2004
to to
31.12.2005 31.12.2004
—ZEZHF —ETNF
—A—B% mA—H=
—ZBEF —TEMF
+=—A=+-R +t=ZA=+—AH
HK$’000 HK$’000
FET FET
Profit before taxation B 250 A A 14,040 45,437
Taxation charge at domestic IAEHPTETHE 17.5%
income tax rate of 17.5% STE TR (2,457) (7,951)
Tax effect of share of results R ARIERE BB E
of an associate 1,464 931
Tax effect of income not taxable for BAMBIIB MR D2 WA R B 8
tax purpose 736 7,310
Tax effect of estimated tax losses AERGF BB R E
not recognised (517) (986)
Underprovision in prior years ﬁ?ii?%éﬁ?\i (35) (58)
Tax effect of expenses not deductible BERMIBIEIRFA S 2 S &
for tax purpose (10) (146)
Tax effect of utilisation of estimated REBAT A HBEEEE
tax loss previously not recognised R E 929 917
Others Hh (145) (75)
Taxation for the year/period FE B HE (35) (58)
At 31 December 2005, the Group had unused estimated tax losses R-ZZBEERAF+_A=+—8 ' ' ~58%H
of approximately HK$33,872,000 (2004: HK$36,228,000) available RE) AT BB 433,872,000 7T (=
for offset against future profits. No deferred tax asset has been TEPULE ¢ 36,228,000 7T) A K £ K 5K
recognised due to the unpredictability of future profit streams. Tax A o ARENTBR R EFRE - HUR
losses may be carried forward indefinitely. ERRELERIBEE - HBEBEEIEER

HiAEEE -
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13. EARNINGS PER SHARE 13. BRER
The calculation of the basic earnings per share is based on the BREXRRMNTIRTINEBIRE :
following data:
1.1.2005 1.4.2004
to to
31.12.2005 31.12.2004
—22HEF —TTMF
—A—BZ%E MA—RA=ZE
ZEERF —ZTEMF
+=ZA=+—-B +t-—A=+—H
HK$’000 HK$’000
FET FET
Profit attributable to the equity holders G E GRRER
of the Company for the purposes BF| 2 NG 2
of basic earnings per share BB AEMRNFRE 13,845 45,684
Number of shares
g 4=
000 000
TR FAR
Number of ordinary shares FTESRER
for the purpose of basic B EBRE R

earnings per share 460,000 460,000
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14. FIXED ASSETS

COST
At 1 April 2004

Additions

At 1 January 2005

Additions

At 31 December 2005

DEPRECIATION
At 1 April 2004

Provided for the period

At 1 January 2005

Provided for the year

At 31 December 2005

CARRYING VALUES
At 31 December 2005

At 31 December 2004

14. BIEEE
Furniture
Leasehold Computer and Motor
improvements equipment fixtures vehicles Total
HEWEEE ERE GBHAREE RE &t
HK$’000 HK$’000 HK$’000 HK$000 HK$’000
FET FET FET FET FEIT
RAE
R-ZETMEF
MmA—H 700 5,312 4,061 2,132 12,205
R — 32 73 — 105
RZZETRF
—A—B 700 5,344 4,134 2,132 12,310
N — 152 16 = 168
R-ZTZERF
—A=+—H 700 5,496 4,150 2,132 12,478
e
MRZZEZF
mA—H 462 3,169 3,276 1,698 8,605
BRI 238 788 306 224 1,556
R-ZZERF
—A—H 700 3,957 3,582 1,922 10,161
AEEH M — 708 432 113 1,253
RZZEZTRF
—A=+—H 700 4,665 4,014 2,035 11,414
FREE
R-ZETRF
+=—RA=+—8 — 831 136 97 1,064
R-ZZTPNF
+=—BA=+—8H — 1,387 552 210 2,149
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15. INTANGIBLE ASSETS

COST

At 1 April 2004,
1 January 2005 and
31 December 2005

DEPRECIATION
At 1 April 2004

Provided for the period

At 1 January 2005

Provided for the year

At 31 December 2005

CARRYING VALUES
At 31 December 2005

At 31 December 2004

Trading rights represent two trading rights in the Stock Exchange
and one trading right in the Hong Kong Futures Exchange Limited

(the “Futures Exchange”).

RAE

MR- F
mA—H -
—EERF
—A—HK
—EERF
+=—RA=+—8

e
R_TENF
MA—H

HAfR A

RZZETRF
—A—H
NE[E G

Trading rights are amortised over nine years.

15. B EE

License and

License to use
technical
knowhow and

rights to use Webtrade

a website and products

trademark EREHE

Trading fERREILR Biik#E L
rights BRI REER Total
REE RAEF| ZETARE et
HK$’000 HK$’000 HK$’000 HK$°000
FHET FET TF#T FHET
50 120,978 7,420 128,448
17 120,978 7,420 128,415
4 — — 4
21 120,978 7,420 128,419
6 — — 6
27 120,978 7,420 128,425
23 — — 23
29 — — 29

PS
<

o

>t
i/

AR NEFHEE -

RDBEERBRACMERZEREEH
BERXGHERDRE (THRA]) 2—ER S
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16.

INTEREST IN AN ASSOCIATE

FELMBERRRE

Cost of investment in an associate

listed in Hong Kong RAE
Share of post-acquisition profits W BB 1% FE (R R T
Fair value of listed shares EmRDAFEE

The amount represents the Group’s 47.37% equity interest in ATNT,
a company incorporated in Bermuda with its shares being listed on
the Stock Exchange. At 31 December 2005, the issued and fully
paid share capital of ATNT was 426,463,400 ordinary shares of
HK$0.01 each. ATNT and its subsidiaries are mainly engaged in
design, manufacturing and sale of electroplating equipment,
custom-built horizontal wet processing and automation machinery,
trading of logged timber, as well as provision of stage construction
and arts production. The principal places of operation of ATNT and
its subsidiaries are in the People’s Republic of China, including
Hong Kong and Taiwan.

Note: The share of post-acquisition profits includes an amount of
HK$43,033,000 (2004: 41,728,000) being discount on acquisition of
the associate. The discount on acquisition for the year ended 31
December 2005 of HK$1,305,000 had been included in the share of
results of the associate in the consolidated income statement.

During the period ended 31 December 2004, the Group subscribed
the convertible note of HK$30,000,000 issued by ATNT and
exercised the rights to convert in full the convertible note of
HK$30,000,000 into 150,000,000 new shares of ATNT at a
conversion price of HK$0.20 per share of ATNT. After the
transaction, the Group holds 35.17% equity interest in ATNT and
ATNT then becomes the associate of the Group. The discount on
acquisition of ATNT of approximately HK$41,728,000 was released
to the consolidated income statement for the period ended 31
December 2004.

16. B& QN FER

2005 2004
—ETHF  —TTNF
HK$’000 HK$°000
FET FET
53,399 30,000
58,452 47,333
111,851 77,333
48,883 56,250

ZEBBENIEASEBRTMNBERETEZ
47.37%RHE - TNBEE—HRBERER
Mz AR - ERORERZAT ET - R=
TERF+-A=+—R0 DMEEZEH
TR RN 5426,463,4000% L @M% -
BEEEO0.01E T - MR EMBEA R E
ERER EERHERAESERE ¥
FRERZAKFEFRBERXEERERER BB
W AMBSERRBEESEEREME
e DNBMBREMNBARZ EEEE M
BREARLENE  BESERAE -

g WEBEAEGAETSERERE QA E
43,033,0007& 7T © U BE 2 #7358 1,305,000
BTEREBEE-_TTRE+_-_A=+—H
LEEEGRATEEANRBHE DR ZEE
N

REBLEZZEZTNF+_A=+—BHHE
A ZNE B R 30,000,000/ JT A g8 M B
WET 2RI BMBRER - WITHEE R AR
# 1 30,000,000 T 2 AT MR ER A
150,000,000 7 Zo MBS 4B 1D - MAR(E B
RN ERMD0.20TT - X 5% &K
B 55 Do N B A2 35.17 % I do )N B A48
AAEEZHE AR - WHEMNEREZ
Prag#41,728,0008 L * WREBZE=-Z T
NE+—_A=+—HILHEEBALGEER
Ek -
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16. INTEREST IN AN ASSOCIATE (Continued) 16.

On 20 April 2005, Karfun further purchase 48,520,667 shares of
ATNT from Optimist and 3,475,167 shares of ATNT from Mr. Lam
Kwok Yan for an aggregate consideration of HK$23,398,125 at a
price of HK$0.45 per share of ATNT. The Group’s equity interest in
ATNT was increased from 35.17% to 47.37% accordingly. The
discount on acquisition of ATNT of approximately HK$1,305,000
was released to the consolidated income statement for the year

ended 31 December 2005.

The following details have been extracted from the audited
consolidated financial statements of ATNT:

Total assets
Total liabilities

Net assets

Group’s share of the net assets of
the associate

Revenue

Profit for the year

Group’s share of result of associate
for the year/period since acquisition

FERENEELRR
mEBAERRE

BEFE

EN | Y Ny
FEE

F A

AL FEHE B WS
BERRIRZEE

BEDNRERS @)

R-_ZEZTAFWHA-_TH-

=R 2 5l [

Optimist 2 8 B B & A& A & 20.458 T 2

BIEE—

3 % 3,475, 167H§EE°J‘\‘\E§“H%’\
R\ Wi Rl i N - e

#BE A 48,520,667 A% 55 /M B 48 A%

o A= ER

S B 35.17%%E &

4737% ° W B = ON BB 2 T E L
1,305,000 - YTREBEZE-_ZETRF+=
A=Z+—BLFERALGKEBRTEE -
LA 2 715 T En ek 8 T2 N B A8 2 iE |z AR
B BHRE

2005 2004

—EERF —ETNF

HK$°000 HK$'000

FETT FET

(restate)

(&%)

462,716 433,278

212,099 197,191

250,617 236,087

111,851 77,333

430,930 606,826

13,136 60,489

8,364 5,321
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17. OTHER ASSETS

Deposits with:
The Stock Exchange
The SFC
Hong Kong Securities Clearing
Company Limited (“HKSCC”)
Reserve Fund Contribution to
HKFE Clearing Corporation
Limited (“HKFECC”)

TF R T EIA B Z 58
B2 P
EEE
BRETRGEARAA
(IR “"J)
HEXZHEEBRA
(MR &R ]) Z
R R

The Directors consider that the fair value of other assets

approximate to the corresponding carrying amount.

18. LOANS RECEIVABLE

Fixed-rate loan receivables
denominated in Hong Kong dollar

Carrying amount analysed

for reporting purposes:

Current assets (receivable within
12 months from the
balance sheet date)

Non-current assets (receivable
after 12 months from the
balance sheet date)

EBREWER B TTIE

RERE g 2 RE DT :

RBEE (HEE BEFHE
+ {8 A R EURIR)

FRBEE (HEHEREFE
+ {8 A& 2 FEUGRIR)

17.

18.

HttEE

2005 2004

—EERF —EFNEF

HK$’000 HK$°000

FET FET

230 278

2,100 2,100

200 200

1,500 1,500

4,030 4,078

EERABEMEE2 A FEEEKE®EEM

EWER

2005 2004

—EERF —EETF

HK$’000 HK$°000

FET FET

1,479 2,747

464 1,686

1,015 1,061

1,479 2,747
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18. LOANS RECEIVABLE (Continued)

The fixed-rate loan receivables have contractual maturity dates as

follows:

Matured within 1 year

Matured within 1 year and 2 years
Matured within 2 years and 3 years
Matured within 3 years and 4 years
Matured within 4 years and 5 years
Matured over 5 years

Loans receivable with an aggregate carrying value of approximately
HK$1,038,000 (2004: HK$1,089,000) are secured by pledged assets.

The effective interest rates (which are equal to contractual interest
rate) on the Group’s loan receivables ranging from 2% to 14%
(2004: 2% to 14%). Interest rate term is fixed at time when entering

into loan agreement.

The Directors consider that the fair value of the loans receivable

—FRN2|H

—FEMFRIL

MEE=FAE|

—FENFRNEIH

]
]

MEERFRNEE

hFREIH

approximate to the corresponding carrying amounts.

5]
Hj
5
5

18. BWER (&)

EEBRWERZENBHMBELT ¢

2005 2004
—EERRF —ZETNEF
HK$’000 HK$’000
FET FET
464 1,686

91 78

63 59

68 63

73 68

720 793
1,479 2,747

48 H (B 491,038,000 ;¢ (Z T Z /Y £F
1,089,000/ T) 2 FEWE Z TILA B IR IFA &

EERER -

AEBERKER ZBERMNE LERE LOF

K)HR2%ZE14% T % (ZFF

|7_[|¢ 2%

14%) o FI% 2 GRICA TS BRI R 18

5o
E=RRERERZ
Z

AP EEERAEER
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19. OTHER FINANCIAL ASSETS

Accounts receivable comprise of:

Accounts receivable arising from the
business of dealing in securities:
- Cash clients
- HKSCC

Accounts receivable from HKFECC
arising from the business of
dealing in futures contracts

Loans to securities margin clients

Accounts receivable arising from the
business of providing corporate
advisory services

FELRF B TFIER

BEEBAEBEL

Z YRR
—BREEFP
—PREH
BEENEANEK
PREEZIEH
HIR AEE IR
EFRETRETFER
PR SRR ARG 15
PITEE £ 2 FEMR AR TK

The settlement term of accounts receivable from cash clients,
HKSCC and HKFECC are one to two days after the trade date.
Except for the account receivable from cash clients as mentioned
below, the accounts receivable from HKSCC and HKFECC aged

within 30 days.

Loans to securities margin clients are secured by clients’ pledged

securities, repayable on demand and bear interest at prevailing

market rates. In the opinion of the Directors, no aged analysis is

disclosed as the aged analysis does not give additional value.

19. R BEE

2005 2004
—®THEF  —TINF
HK$°000 HK$°000
FRT FET
10,225 10,332
1,152 409
4,558 4,263
13,466 21,745

497 189

29,898 36,938

BUWRAEEP  HREERPARGEERK
CHREPBRRRZEBE—ZEZ_RH - K
XHRZBAEEFPEBEERNRI  PREH
K B2 E 2 R SR fR ik 19 B 30K
A o

-

EFRETRERFPENR > NUABEPZER
WESEER - ARANEERRRTTS
MERAENE - EFRR - ARKRES L
EEE  FUAES I ELEARE -
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19. OTHER FINANCIAL ASSETS (Continued) 19. BB HBEE &)

AEBEVESCREREFPEAEES -
RECXERRS RGESE 2 BB REK

The Group does not provide any credit term to its corporate advisory
clients. The age of accounts receivable arising from the business

of providing corporate advisory services is as follows:

mF

2005 2004
—EERF —TEMNF

HK$°000 HK$°000

FET FET

0 to 90 days ZTENTH 260 189
91 to 180 days Nt+—Z=—8N\+H 237 —
497 189

RAeBPZRYIRAH R OMAOT

The aged analysis of accounts receivable from cash clients is as

follows:
2005 2004
—EE2aF —TEMF
HK$°000 HK$°000
FET FHET
0 to 90 days TENTH 9,857 9,767
91 to 180 days A+—Z—8/\+H 368 565
10,225 10,332

FEUERR - Rt R RENBERZ A
FEAEKEEMRS

The fair values of account receivables, other receivables and
deposits at the balance sheet date approximate to the
corresponding carrying amounts.
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20.

21,

INVESTMENTS IN SECURITIES

Trading securities: BEFS :
Equity shares listed in Hong Kong, 578 BT iR AR S
at market value BME

Upon the application of HKAS39 on 1 January 2005, the Group’s
trading securities were reclassified to investment held-for-trading.

PLEDGED FIXED DEPOSITS, BANK BALANCES AND
CASH

Pledged fixed deposits

The Group had pledged fixed deposits of HK$7,823,000 (2004:
HK$7,647,000) to banks to secure general banking facilities granted
to the Group, and therefore classified as current assets. The
pledged fixed deposits carry floating interest rate ranging from 3%
to 4% (2004: 0.1% to 2.0%) and will be released upon the expiry of
relevant banking facilities.

Bank balances (trust and segregated accounts)

From the Group’s ordinary business, it receives and holds money
deposited by clients in the course of the conduct of the regulated
activities. These clients’ monies are maintained in one or more
segregate bank accounts and bear interest at market rate. The
Group has recognised the corresponding account payables to
respective clients. However, the Group does not have a currently
enforceable rights to offset those payables with the deposits placed.
The fair values of these assets at the balance sheet date
approximate to their carrying amounts.

Bank balances (general accounts) and cash

The amounts comprise cash held by the Group and short-term bank
deposits at market interest rates with an original maturity of three
months or less. The fair values of these assets at the balance sheet
date approximate to their carrying amounts.

ﬂlﬁl

20. BFKE
2005 2004
—EEAHE —EEE
HK$’000 HK$°000
FET FAET
— 12

21.

B-ZTRF - A - ARKAETESER

$39% AEBEZEBLFEETSIARBER
BEEE -

EEAEHFR TEERES
CEFEHER

AEBFNEETAEE 2 —RRTHE
MERTIEHZ2EEREBH;FR 7%
7,823,000 T (ZZEZ W : 7,647,000/

L) M ESBEARBEE - BEIFEH
FEARZFEHMENF3%ZE 4% (2004 :
0.1%ZE2.0%) I 47 B BERTT B & B B8
FRBR o

RITEF (EERBIRF)
KEAEEZ —REL  AEEETXE
BRABMBBRTBEELZTFR - ZFER
FPzRBEREFE—EAxXZ@EBLRTERS
WAERTHEMNEAEZHNE - AREE
ERABHZENBATR ZER - BAE
EIRES Y EITER A AR ERFRNR
R ZERENBEERBZAFEEERA
BR4 -

RITEFE(REF) RRS

HEBERAKERE RS RIRTHH
%Eﬁ%ﬁﬂﬁ?ﬁézflﬂ Az EHBRITE
R REFEENGHEAZAFEAERRKE
B4 -
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22. OTHER FINANCIAL LIABILITIES 22. HittBiiEE

Accounts payable to clients arising from BERBHFEGEERMS

BF 2R

the business of dealing in securities

Accounts payable to clients arising BEEHEAHER
from the business of FREE S FESS
dealing in futures contracts BP 2R

Amounts due to securities EREHIRE S
margin clients BERP 2 HIE

The settlement term of accounts payable to cash clients is two
days after the trade date and with aged within 30 days.

Amounts due to securities margin clients are repayable on demand.
In the opinion of Directors, no aged analysis is disclosed as the
aged analysis does not give additional value.

Accounts payable to clients arising from the business of dealing in
futures contracts are margin deposits received from clients for their
tradings of futures contracts on the Futures Exchange. The
excesses of the outstanding amounts over the required margin
deposits stipulated by the Futures Exchange are repayable to clients
on demand. In the opinion of the Directors, no aged analysis is
disclosed as the aged analysis does not give additional value.

The account payables amounting to HK$39,375,000 (2004:
HK$48,402,000) was payable to clients in respect of the trust and
segregated bank balances received and held for clients in the
course of the conduct of regulated activities. However, the Group
does not have a currently enforceable right to offset these payables
with the deposits placed.

The fair values of account payable and other payables at balance
sheet date approximate to the corresponding carrying amount.

2005 2004
—REEE - TTNF
HK$’000 HK$°000
FHT FIATE
38,836 45,690
5,656 6,790
1,107 2,875
45,599 55,355

ENBReRF2EEHR ARSI HHE =
B HEEREKRAB30KA °

ENEFFRESRERP ZNIEA  ARE
HMER ZEZRS ARKREIMALES
& - FULIE L E TR EE o

BEEHEANEBEEARNERP 2K
FDEWREFPEEMRAHES L 2R
¢

BE AEEFBARNIAREZLRESR
ReBH28E  ARBAREFEE -
SRR BERKRESMAESE - Hit
I 4 i AF AT K EE

fi

RETXEETHMBEMEBTERRP K
B WRFEELERBIRITRSPMER
8K 3 & 39,375,000 T (Z T M F
48,402,000/ 7T) ° BANEG B3R I FAT(H
ST R EZ SRR -

ENERAREMEMNEANGEER ZRF
BEREAKEEMRS
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23. SHARE CAPITAL

23. A

Number of shares

grig 4=
000 HK$000
FAZ FET
Ordinary shares of HK$0.10 each BREEI10BIZEER
Authorised: JETERRA
At 31 December 2004 and “TEME+_A=+—HK
31 December 2005 —EERF+-_A=+—H 1,000,000 100,000
Issued and fully paid: BEITREERA
At 31 December 2004 and RZZBZENF+_A=+—HK
31 December 2005 —EERFt-HA=1T—8H 460,000 46,000
There was no movement in the share capital of the Company during REE/BHBA - RAE 2RI EE M
the year/period. B o

24, OPERATING LEASE COMMITMENTS

At the balance sheet, the Group had commitments for future
minimum lease payments under non-cancellable operating leases
in respect of rented premises which fall due as follows:

Within one year
In the second to
fifth year inclusive

Operating lease payments represent rentals payable by the Group
for its office premises. Leases are mainly negotiated for an average
term of two years and rentals are fixed for an average of two years.

24, BEHOEE

NEE

B AEEERBEHEHEWMEZ A
EHEKEELN  ETIHENREKE

e
2005 2004
—EERF —EETFE
HK$’°000 HK$'000
FET FEIT
—FR 2,540 2,247
F_EERF
(BIEEEMF) 1,855 441
4,395 2,688
REHORIBEAEE R AEEEN

ZHEE  HOTBERFHMFHER M
REAMERNZEE HEE -
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25. COMMITMENTS

(a) Capital Commitment

Capital expenditure in respect
of the acquisition of
fixed assets contracted for but ~ BEZEAFX
not provided in the consolidated

financial statements

(b) Other Commitment

On 25 November 2004, Karfun conditionally agreed to acquire
48,520,667 shares of ATNT from Optimist and 3,475,167
shares of ATNT from Mr. Lam Kwok Yan for an aggregate
consideration of HK$23,398,125 at a price of HK$0.45 per
share of ATNT. These acquisitions were approved by the
independent shareholders of the Company at a special
general meeting on 30 March 2005 and completed on 20
April 2005. The Group’s equity interest in ATNT was increased
from 35.17% to 47.37% accordingly.

26. CONTINGENT LIABILITIES

The Group did not have any significant contingent liabilities at both
balance sheet dates.

27. SHARE BASED PAYMENT TRANSACTIONS

At the annual general meeting held on 7 September 2004, an
ordinary resolution was passed to terminate the share option
scheme of the Company approved by the written resolution of the
sole shareholder of the Company on 16 August 2000 (the “Old
Share Option Scheme”) and to adopt a new share option scheme
(the “New Share Option Scheme”).

BFRBERTEEZDEN
A B ERFREA M ®RE

25. RiE
(a) BAXREIE
2005 2004
—EZTHEF —EETMF
HK$’000 HK$°000
FET F#T
100 =

(b) EAEE

RZEZTWF+—A=+HA - N
ERHRE  ESRIEMEBAKRD
0.45%8 L 2 fB1& + 5 Bl [A Optimist&
BL B B S A W B$ 48,520,667 % 28 M B
R 1D & 3,475,1670% 55 M B 48 A%
3 8RR EE23,398,125/8 7T ° LA
WEER-_ZEERF= A =+H&T
ZERFHIARE EHAATBEIRE
#HE TR-_ZEZRFOMA=-+HR
B AEERAERMEBHE 2 RES
35.17% EAZEA47.37% °

26. HAREE

REHEE  AEBETETANEALRR
& °

27. BEXEAXRS

R-ZZMFENAALBRITZRRBFX
gL BBE-HERRASER  URLEARR
ARARBIE—RRR-_ZZTZEFN\AT
NAASERE R 2 R B ([B
RIRHEETEN]) DA R BR AN F 58 BAE 5t &
([FRBHEE) -
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27.

SHARE BASED PAYMENT TRANSACTIONS (Continued)

Pursuant to the New Share Option Scheme, the Board of Directors
of the Company may at its discretion, invite any employees (whether
full-time or part-time), executives or officers of the Company and
any of its subsidiaries (including Executive and Non-Executive
Directors) and any business consultants, agents, financial or legal
advisers who the Board of Directors of the Company considers will
contribute or have contributed to the Company or any of its
subsidiaries (the “Eligible Participants”), to take up share options
to subscribe for shares in the Company. The purpose of the New
Share Option Scheme is to provide incentives to the Eligible
Participants. The New Share Option Scheme will be expired on 6
September 2014.

The subscription price for shares under the New Share Option
Scheme will be a price determined by the Board of Directors of the
Company but will not be less than the highest of: (i) the official
closing price of the Company’s shares as stated in the daily
quotation sheet of the Stock Exchange on the date of the Company
on which the share option is offered to an Eligible Participant (the
“Offer Date”); (ii) the average of the official closing prices of the
Company’s shares as stated in the daily quotations sheets of the
Stock Exchange for the five business days immediately proceeding
the Offer Date; and (iii) the nominal value of a share of the Company.

There is no minimum year for which a share option must be held
before it became exercisable. Share options granted are exercisable
at any time during the exercisable period determined by the Board
of Directors of the Company.

The maximum number of shares in respect of which share options
may be granted under the New Share Option Scheme is 46,000,000
shares of the Company, being 10 per cent. of the issued share
capital of the Company on the date on which the New Share Option
Scheme was approved. The maximum number of shares in respect
of which share options may be granted to any Eligible Participants,
shall not, when aggregated with: (i) any share of the Company
issued upon exercise of share options or share options under other
schemes which have been granted to that Eligible Participant; (ii)
any share of the Company which would be issued upon the exercise
of outstanding share options or share options under other schemes
granted to that Eligible Participant; and (iii) any cancelled shares
of the Company which were the subject of share options or share
options under other schemes which had been granted to and
accepted by that Eligible Participant, in any twelve-month period
up to the Offer Date, exceed one per cent. of the number of shares
of the Company in issue on the Offer Date.

27.

REXNRZ (&)
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27. SHARE BASED PAYMENT TRANSACTIONS (Continued)

The acceptance of a share option, if accepted, must be made within
30 days after the Offer Date with a non-refundable payment of
HK$1 from the grantee to the Company.

All the share options granted under the Old Share Option Scheme
were expired before 31 December 2004. No share option has been
granted under the New Share Option Scheme since its adoption
on 7 September 2004.

The following table discloses movements in the number of the
Company’s share options granted under the Old Share Option

Scheme:

Exercise price

Name of directors per share  Date of grant Exercisable period
Bsps BRORE REAH TSR
HK$
BT
(Note i)
(Hizti)
Mr. Lam Kwok Hing 1675 4 June 2001 7 June 2001-6 June 2004
ERELE ZEE47AMB  ZET-FRAtHE
“SEMESARA
Mr. Nam Kwok Lun 1.675 4 June 2001 7 June 2001-6 June 2004
ERfREE 2T ANE  ZER-45AtRZ
ZZZMERARA
Notes:

(i) The initial exercise price was HK$3.35. On 14 September 2001, the
exercise price was adjusted to HK$1.675 due to the bonus issue.

(i)  The share options were lapsed during the period ended 31 December

2004.

27. BREZARE &)

RELERHE=TEABERELREEWN
RIIE ZRTE  fHEZARIE - BIAR
ABARRRB N NARIE 2 FIA1ETT »

BEERAREFIREZERRESE
R-_EZNFE+_—_A=+—HpaiEm- 8
R-ZZEZTMENA+ BRAF AR Z

PAZR » 3 R4 1t 1 35 A f] BRAR A

TREERBERREF R L ARAR

M BB 2B
Number of share options
AREHA
Outstanding
Outstanding at
at 1.4.2004 Lapsed 31.12.2004
R=2ZNF during “ZENF
mA-H theperiod +=A=1-H
W RTE REBERAH HRTE
(Note i)
(Ristii)
10,500,000 (10,500,000) -
10,500,000 (10,500,000) —
21,000,000 (21,000,000) —
Hiat -

(i) ¥FTEEAEIIGETL - R_TET—FA
B+WA - 1TEEDERAREITM AR
A1.6758 7T ©

il BE-TTWEL-A=+—AMMA -
RBEE &5 -
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28.

29,

RETIREMENT BENEFITS SCHEME

The Group has operated a pension scheme under the rules and
regulations of the Mandatory Provident Fund Schemes Ordinance
(the “MPF Scheme”) after the implementation of the Mandatory
Provident Fund Schemes Ordinance. The assets of the MPF
Scheme are held separately in an independently managed fund.
The Group has followed the minimum statutory contribution
requirement of 5% of eligible employees’ relevant aggregate
income. The contributions are charged to the income statement as
incurred.

RELATED PARTY TRANSACTIONS

The Group had the following related party transactions:

(@) During the year, the Group received commission income from
securities, futures and options dealings of nil (1.4.2004 to
31.12.2004: HK$1,000) and HK$54,000 (1.4.2004 to
31.12.2004: HK$31,000) from the Director, Mr. Lam Kwok
Hing and the associates of Directors, Messrs. Lam Kwok Hing
and Nam Kwok Lun respectively. The commissions were
charged at rates similar to those rates offered to other clients.

(b) During the year, the Group received interest income from
securities margin financing of HK$356 (1.4.2004 to
31.12.2004: HK$18,000) from the associates of the Directors,
Messrs. Lam Kwok Hing and Nam Kwok Lun.

(c) During the year, the Group did not receive any advisory fee
income (1.4.2004 to 31.12.2004: HK$50,000) from ATNT.

28. RIRBERIFTE

29.

RBHERRSTERHNETR - AKE
ERER I ATE S BRI 2R A R AR
IR R A A E ([REEFE]) - &E
TR ZEE  DORRBLEEEER
A AEBEETREZERFIRTE
ABRER ZABBKAL%IEL MK -
HERRNEERRBSTERATRE -
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EERERGILERSE ZHEARR
e ASRAE(ZEZTNFNA
—HAEZZTEMF+=—_A=+—H:
1,000% 7t) & 54,0008 (=2 Z
FOMA—HEZZTEZTNF+ZA=+
—H :31,00087T) - B HiEME
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29. RELATED PARTY TRANSACTIONS (Continued)

(d)

(e)

(f)

During the period from 1 April 2004 to 31 December 2004,
Karfun subscribed the convertible note of HK$30,000,000
issued by ATNT and exercised the rights to convert in full the
convertible note of HK$30,000,000 into 150,000,000 shares
of ATNT at a conversion price of HK$0.20 per share of ATNT.
Details of the subscription of the convertible note of
HK$30,000,000 issued by ATNT have been disclosed in the
circular issued by the Company dated 27 February 2004 and
details of the subscription of 150,000,000 shares in ATNT
have been disclosed in the joint announcement issued by
the Company and ATNT dated 29 July 2004.

During the year, the Group paid administrative expense of
approximately HK$409,000 (1.4.2004 to 31.12. 2004: nil) to
AC Consulting Limited in which Mr. Chow Ka Wo Alex has a
beneficial interest and is the director.

During the year, the Group received commission income,
clearing fee income and other securities dealing income
approximately HK$46,000 (1.4.2004 to 31.12. 2004: nil) from
our associate company. ATNT in which Mr. Lam Kwok Hing
has a beneficial interest and Messrs. Lam Kwok Hing, Nam
Kwok Lun, Ng Chi King David and Kwan Wang Wai Alan are
Directors.

On 25 November 2004, Karfun conditionally agreed to acquire
48,520,667 shares of ATNT from Optimist and 3,475,167
shares of ATNT from Mr. Lam Kwok Yan for an aggregate
consideration of HK$23,398,125 at a price of HK$0.45 per
share of ATNT. Optimist is a wholly-owned subsidiary of
Medusa in which Mr. Lam Kwok Hing had a 50% equity
interest as at 25 November 2004. Details of this acquisition
were disclosed in the circular issued by the Company dated
28 February 2005. This acquisition was approved by the
independent shareholders of the Company at a special
general meeting on 30 March 2005. The acquisition was
completed on 20 April 2005 and the Group has 47.37% equity
interest in ATNT as at 31 December 2005.

29. BEALRS &)
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29. RELATED PARTY TRANSACTIONS (Continued) 29. BEALRS &)
Compensation of key management personnel FTEEHEAESZEHMH
The remuneration of Executive Directors and other members of REE/ BHEARTESREMETEEE
key management during the year/period was as follows: KEZMEMT
1.1.2005 1.4.2004
to to
31.12.2005 31.12.2004
—Z2EF —ETNF
—A—HBZ% MA—A=
—E2ERF —EETNF
+=—A=+—-RB +tZA=+—A”
HK$°’000 HK$000
FE T FHT
Short-term benefits SRR 1,288 966
Post-employment benefits RIRER 24 18
1,312 984

The remuneration of Executive Directors and key executives is

iﬂﬁ%%&{%ﬁﬂl/\azw‘i\ﬁEEM\;E
determined by the remuneration committee having regard to the ZESRBENALZRBARMEBEY
BT

performance of individuals and market trends.
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30.

PRINCIPAL SUBSIDIARIES

The following table lists the subsidiaries of the Company which, in

the opinion of the Directors, principally affected the results or assets

of the Group. To give details of other subsidiaries would, in the

opinion of the Directors, result in particulars of excessive length.

Name

B

Karl Thomson
(B.V.l.) Limited

Karl-Thomson Securities
Company Limited
BiEBFBRA

Karl-Thomson Commodities
Company Limited
BiERmAEER AR

Karl Thomson
Finance Limited

BEHBEERAT

Karl Thomson
Credit Limited
BEEMAERRF

Country/
place of
incorporation
Eailifzava

R/ 2

British Virgin
Islands

KBRS
Hong Kong

e

Hong Kong
s

Hong Kong
BE

Hong Kong
BB

30.

Issued and

fully paid

Class of share capital
shares held BETR
FTFSAR (0 28 5 HRBRA
Ordinary HK$10
iR 10 87T
Ordinary HK$5,000,000
i 5,000,000 /BT
Ordinary HK$5,000,000
Eimk 5,000,000 /& 7T
Ordinary HK$20,000,000
AR 20,000,000 /&7
Ordinary HK$10,000
T 10,000 /7T

TEMELAP

TRFIEER J%;TKEI% = E
EREZARATHMBLAA - &
Ao REEMLMEAR TZ.:?\ LR

RILEK -
Proportion
of nominal

value of

issued share
captial held
by the
Company
RRAIFE
BEITRA
AL

%

Bt

100

100

100

100

100

Principal activities

FEXG

Investment holding

REER

Securities dealing
and broking

Futures and
options broking

HENHEESE

Securities margin
financing

BFRETHE

Money lending
&8

=
S

]

B
B
B
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30. PRINCIPAL SUBSIDIARIES (Continued)

captial held
Country/ Issued and by the
place of fully paid Company
incorporation  Class of share capital RNRREE
Name FE1lij5 VA shares held BEIK BETRAR Principal activities
e BIR,/ sk bl BB mE{E Bl TEXRB
%
Bt
Karl Thomson Investment Hong Kong Ordinary HK$1,000,000 100 Broking of mutual funds
Consultants Limited BE TR 1,000,000 J&7T and insurance-linked
BEREBBERAT investment plans and
products
EEES R
REFEIRERER
Karl Thomson Financial Hong Kong Ordinary HK$600,000 51 Corporate finance
Advisory Limited 5 Eimhit 600,000 /& 7T advisory
SEMEREERAR P ERE R
Access Way British Virgin Ordinary Us$1 100 Holding of computer
Investments Limited Islands AR 17T equipment
HBRUHS RAREMRE
Karfun Investments Limited Hong Kong Ordinary HK$100,000 100 Investment holding
ENREFR AR s gl 100,000 T REER

The principal place of operation of the subsidiaries is Hong Kong.

Proportion
of nominal
value of
issued share

30. FEMBLR &)

EMBRAAEIZEETERE -

KN B EE#FE FKarl Thomson (B.V.1.)
LimitedZ ¥z @ i LA HE kB AR
ZHEFABRAQNTEEREEA -

The Company directly holds the interest in Karl Thomson (B.V.1.)
Limited. All other subsidiaries shown above are indirectly held by
the Company.

MARFEEREHAFEAERER - K
BRBAMEEFAEREEZEBES

None of the subsidiaries had any debt securities outstanding at
end of the year or at any time during the year.
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31.

POST BALANCE SHEET EVENTS

(i)

(ii)

On 12 January 2006, Surewin Management Limited
(“Surewin”), the Company’s wholly-owned subsidiary, entered
into an agreement (“Purchase Agreement”) with Ms. Ho Chun
Yi (“Ms. Ho"), being the sole registered owner of Swiss-Invest
Petroleum Group Limited (“Swiss-Invest”) and is independent
to the Group. Pursuant to the Purchase Agreement, Surewin
has conditionally agreed to acquire 50% of the issued share
capital of Swiss-Invest at a cash consideration of HK$500. A
formal agreement will be signed by the parties upon Surewin
being satisfied with the due diligence review of an oil field
situated in Egypt (the “Oil Field”) and the entitlement of the
exploration and production rights of Swiss-Invest. After the
completion of the acquisition, Surewin is required to contribute
approximately US$7,250,000 million (approximately
HK$56,600,000) by way of shareholder’s loan to Swiss-Invest.
The Purchase Agreement was subsequently terminated on 7
April 2006 and replaced by a joint venture agreement (the
“JV agreement”) as disclosed in note(iii) below.

On 9 February 2006, the Company entered into a subscription
agreement (“Subscription Agreement”) with Dragon Holdings
Limited (“Dragon”), who is a third party independent to the
Group. Pursuant to the Subscription Agreement, Dragon has
conditionally agreed to subscribe and the Company has
conditionally agreed to issue 65,000,000 new shares of the
Company at a subscription price of HK$0.90 per share.
Pursuant to the Subscription Agreement, the Company has
also conditionally agreed to grant Dragon an option to
subscribe up to an aggregate of 65,000,000 ordinary shares
of the Company at an exercise price of HK$1.20 per share.
On 7 April 2006, the Company entered into a terminaton
agreement with Dragon, to terminate the transactions
contemplated under the Subscription Agreement.

31. ®KEBRENR

(i)

(i)

R-ZFZEXRF—A+=8 AQAZ
2 & W B8R "lSurewin Management
Limited ([Surewin]) E &2/ &HF1g 2z L
(MU Z L)) sl —EimE (TWE R
&) MAZTABREARBSEESR
AEl (Bl 2 E—ZMES AL E
SRAER o BIBWE R - Surewin
EERGRERBERED BITRA
50% * HERBER/S00ET - &5
Surewinji B ¥ A AR &z B H (8
A 2EBRES  UERKEEZAEHE
MACHRREERMNESEZER
ek o WEETERKIZ + SurewinZBLARR R
ERzA - minE & 47,250,000
% 7T (#956,600,0008 7T) ° W BE 17
RZETRNFEUAELRAKL  WHE
EHRER BB AT Z B £ i) o

RZETARFZANA + RAFEK
%@ ¥ 2 5% = /5 Dragon Holdings
Limited ([Dragon]) 3] 32 — I8 3388 1%
& ([REHRE]D) - BERABBE -
Dragon B B &4 R R E M A A 7 7%
E A &R E 3 1765,000,000 R A 22
AN  HRBEEAFTR00E
T o IREBERERE - AAREAKME
A= mDragon# i —IBIERERER
203%65,000,000x "~ &) & BAL - M
TEBASRI.208T - RZTT N
FMA+H » NAREDragons] 3 —
BRI Z - RIERBIHEEILZ
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31.

POST BALANCE SHEET EVENTS (Continued)

(iii)

On 7 April 2006, Surewin entered into the JV agreement with
an independent third party, Holley International (Hong Kong)
Limited (“Holley”). Pursuant to the JV agreement, Surewin
and Holley agreed that each will contribute 50% interest in
the share capital of Oriental Victor Limited (“Oriental Victor”)
at a cash consideration of HK$5,000 each.

On the same date, Oriental Victor entered into an accession
agreement (“Accession Agreement”) with Swiss-Invest.
Pursuant to the Accession Agreement, Swiss-Invest will
assign, transfer and novate all its rights and obligations in
the Oil Field to Oriental Victor at a consideration of HK$1.
Further, as a result of the Accession Agreement, Surewin and
Holley are required to each contribute approximately a total
of US$7 million by way of shareholders’ loan to Oriental Victor
to enable it to participate in the exploration and production of
the Oil Field.

On 13 April 2006, the Company entered into a placing
agreement (“Placing Agreement”) with its wholly owned
subsidiary, Karl-Thomson Securities Company Limited (“the
Placing Agent”), to subscribe for 17,000,000 placing shares
at the placing price of HK$1.73 each on a best effort basis.
Pursuant to the terms of the Placing Agreement, the Company
has also agreed to grant an option to each of the subscribers
to subscribe for the shares of the Company up to an aggregate
of 17,000,000 shares at an option exercise price of HK$1.85
each during the option period of one year.

31. BEEREREHE#)

(iii)

(iv)

RZZFEZEXRFWMA+EH © Surewinid
—BRUE=FBEVRR (BB BR
AR ([FEX )T —BAEEREAR
FEFRME50%E o IBIFE & 1% -
Surewin R EVRE®BNUBRSRNE
B 2R ) iR AN & 5,000 7T ©

EERAF ([RE]) TR -
BEDRARE  WEAREBIETE
HERNBANFERAMREBEERE &
BERBETERRF - BE - AREIL
BB 2 %% - SurewinER 7 /8
& B H & X4 7,0000000% T (49
54,600,000 70) © ARE ERH S
XNTERR  (FRA2EBARERAE
E °

RZZTERFMA+=8  ~AAAH
SEEFERAR([RERE]) L
—HAREHE  RBHENDELEL
BR173B T NEEERE
17,000,000 R FR E A% 10 - RIBAEES
WMEER AR TRERHBR
- RAR—FHNBRESREANNET
B&1.858 TR BERR RETT R ERE R
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Financial Summary

M E
From
1 April 2004 to
31 December
2004 Year ended
H-ZTZWNF 31 December
mA—A 2005
Year ended 31 March Z-TTNF BE-EZRF
BE-A=T—-HLFE +=H +=A
2002 2003 2004 ET—E =t-A
HK$'000 HK$'000 HK$'000 HK$'000 HK$°000
FAET FAT FAT FAT FERL
RESULTS E3
Revenue Yezs 32,385 29,242 47,031 29,753 35,169
(Loss) profit before taxation BREEE (B8) &F (118,728) (61,114) 8,178 45,437 14,040
Taxation (charge) credit HIE (k) 5tA (6) 125 6 (58) (35)
(Loss) profit for the year/period FE/HBE (B8) &7 (118,734) (60,989) 8,184 45,379 14,005
Attributable to: 1y
Equity holders of the Company RRRZERFAA (73,404) (42,731) 8,148 45,684 13,845
Minority interests DYREER (45,330) (18,258) 36 (305) 160
(118,734) (60,989) 8,184 45,379 14,005
(Loss) earnings per share gk (B8) &7
Basic B (16.1 cents) (9.3 cents) 1.8 cents 9.9 cents 3.1 cents
As at 31 March As at 31 December
R=A=+—AH R+ZA=+—~
2002 2003 2004 2004 2005
HK$'000 HK$'000 HK$'000 HK$'000 HK$’000
FAET FAT FAET FAT FEL
ASSETS AND LIABILITIES EERAR
Total assets BERTE 212,821 146,616 198,407 221,427 227,302
Total liabilities afEesE (43,317) (38,101) (81,708) (59,065) (49,485)
169,504 108,515 116,699 162,362 177,817
Equity attributable to equity ARAlZBERHEA
holders of the Company Jilag: £ 150,860 108,129 116,277 162,245 177,540
Minority interests LY RS 18,644 386 422 117 277
Total equity TR BT 169,504 108,515 116,699 162,362 177,817
Note: There is no impact on the results and financial position of the Group upon the adoption of new g RARZZEERAF—A—BERZHBERHBR

HKFRS:s effective on 1 January 2005.

SRR HAKEZXERPERALBLE



Notice of Annual General Meeting

BRBAFAZES

NOTICE IS HEREBY GIVEN THAT an Annual General Meeting of
Shareholders of Karl Thomson Holdings Limited (the “Company”) will be

held at Unit 701, Tower One, Lippo Centre, 89 Queensway, Hong Kong

on 1 June 2006, Thursday, at 11:00 a.m. for the following purposes:

1. To receive and consider the audited Financial Statements and the

Reports of the Directors and the Auditors for the year ended 31
December 2005.

2.  To re-elect the retiring Directors of the Company and to fix the

remuneration of Directors.

3.  Tore-appoint Messrs. Deloitte Touche Tohmatsu as auditors of the

Company and authorize the Directors to fix their remuneration.

4. To consider and, if thought fit, pass with or without amendments,

the following resolutions as ordinary resolutions:

ORDINARY RESOLUTIONS

A (i)

subject to paragraph A(iii) and pursuant to the Listing
Rules, the exercise by the Directors of the Company
during the Relevant Period (as hereinafter defined) of
all the powers of the Company to allot, issue and deal
with additional shares in the capital of the Company
and to make or grant offers, agreements and options
which might require the exercise of such power by and

is hereby generally and unconditionally approved;

the approval in paragraph A(i) shall authorize the
Directors of the Company during the Relevant Period
to make or grant offers, agreements and options which
might require the exercise of such power after the expiry
of the Relevant Period;

LEERES

EERAT ((AAR) ETR=F

ERFAA-HEHNEF+—REBRERZES
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WA BIEE]) ¢

ERRBER
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(iii)

(iv)

the aggregate nominal value of share capital allotted or
agreed conditionally or unconditionally to be allotted by
the Directors of the Company pursuant to the approval
in paragraph A(i) , otherwise than pursuant to a Rights
Issue (as hereinafter defined) or any option scheme or
similar arrangement for the time being adopted for the
grant or issue to employees of the Company and/or any
of its subsidiaries of shares or right to acquire shares in
the Company shall not exceed 20% of the aggregate of
the total nominal value of the share capital of the
Company in issue as at the date of this Resolution and

the said approval shall be limited accordingly; and

for the purposes of this Resolution:

“Relevant Period” means the period from the passing
of this Resolution until whichever is the earlier of:

1. the conclusion of the next annual general meeting

of the Company; or

2. the expiration of the period within which the next
annual general meeting of the Company is
required by the Bye-laws of the Company or the
Companies Act or any applicable law to be held;

or

3. the passing of an Ordinary Resolution by the
shareholders of the Company in general meeting
revoking, varying or revising the authority given
to the Directors of the Company by this Resolution;

and

(iii)

(iv)

BRAKBE SR (BT X R
7E) 3k B BT 2 BT R
FrEISEUREE - MARRIRS
FEHAMMRBARZEER TX
BIIRMNBIEERREIRMD 25
N+ RATZESRIEE F ()R
BB B 3 A IR B (R 3
RERE CRABEE  T58
BARRNRRARERERR 2 B
ERTRABEEE20% - MR
WRET I L& TR N IRVER LB
BRI &

ARZERME ¢

(BB ERBRARNRER
ZRETY=ZERZREBHIE
Z BRfE -

1. ARABTEBRRBFRE
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2. ARAZRAAMAHAF
VA S AT a8 A B R E AR
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REZHREME 3%

3. ARFABREBRRAE® L
BELTERERNE &
RHEITRRBEMET
ARRBESFZEN R
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(ii)

“Rights Issue” means an offer of shares in the capital of
the Company or an offer or issue of options or, warrants
or other securities granting the rights to subscribe for
shares, open for a period fixed by the Directors of the
Company to holders of shares on the register of
shareholders of the Company on a fixed record date in
proportion to their then holdings of shares, subject to
all cases to such exclusions or other arrangements as
the Directors of the Company may deem necessary or
expedient in relation to fractional entitlements or having
regard to any restrictions or obligations under the laws
of, or the requirements of any recognized regulatory
body or any stock exchange in any territory outside

Hong Kong.

subject to paragraph B(ii) and all applicable laws and/
or the requirement of the Listing Rules or of any other
stock exchange as amended from time to time, the
exercise by the Directors of the Company during the
Relevant Period (as hereinafter defined) of all powers
of the Company to repurchase the shares of the
Company on the Stock Exchange or on any other stock
exchange on which the shares of the Company may be
listed and recognized by the SFC and the Stock
Exchange for this purpose, is hereby generally and

unconditionally approved;

the aggregate nominal amount of shares in the
Company pursuant to the approval granted in paragraph
B(i) during the Relevant Period shall not exceed 10%
of the aggregate of nominal value of the share capital
of the Company in issue as at the date of the passing
of this Resolution and the said approval be limited

accordingly; and
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(iii)  for the purposes of this Resolution:

“Relevant Period” means the period from the passing

of this Resolution until whichever is the earlier of:

1. the conclusion of the next annual general meeting

of the Company; or

2. the expiration of the period within which the next
annual general meeting of the Company is
required by the Bye-laws of the Company or the
Companies Act or any applicable law to be held;

or

3. the passing of an Ordinary Resolution by the
shareholders of the Company in general meeting
revoking, varying or revising the authority given
to the Directors of the Company by this Resolution;

and

C. conditional upon Resolutions Nos. 4A and 4B above being
passed, the aggregate nominal value of the number of shares
in the capital of the Company which are repurchased by the
Company under the authority granted to the Directors as
mentioned in Resolution No. 4B above shall be added to the
aggregate nominal amount of share the capital that may be
allotted or agreed conditionally or unconditionally to be allotted
by the Directors of the Company pursuant to Resolution No.
4A above.
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5. To consider and, if thought fit, pass with or without amendments,

the following resolution as special resolution:
SPECIAL RESOLUTION

“THAT the existing Bye-Laws of the Company be and are hereby

amended in the following manner:

(a) by replacing the word “Special” with the word “Ordinary” in the
existing Bye-law 97(A) (vi);

(b) by deleting the existing Bye-Law 102(A) in its entirely and

substituting the same with the following new Bye-Law 102(A):

“102(A) The Company may from time to time in general meeting
by Ordinary Resolution elect any person to be a Director
either to fill a casual vacancy or as an addition to the Board.
Any Director so appointed shall hold office only until the
next following general meeting of the Company (in the case
of filling a casual vacancy) or until the next following annual
general meeting of the Company (in the case of an addition
to the Board) and shall then be eligible for re-election at
the meeting but shall not be taken into account in
determining the Directors or the number of Directors who

are to retire by rotation at such meeting.”;

(c) by deleting the existing Bye-Law 102(B) in its entirely and

substituting the same with the following new Bye-Law 102(B):

“102(B) The Board shall have power from time to time and at any
time to appoint any person as a Director either to fill a
casual vacancy or as an addition to the Board but so that
the number of Directors so appointed shall not exceed the
maximum number determined from time to time by the
shareholders in general meeting. Any Director so appointed
shall hold office only until the next following general
meeting of the Company (in the case of filling a casual
vacancy) or until the next following annual general meeting
of the Company (in the case of an addition to the Board)
and shall then be eligible for re-election at the meeting but
shall not be taken into account in determining the Directors
or the number of Directors who are to retire by rotation at

such meeting.”;
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(d)

by replacing the word “Special” with “Ordinary” and the words “the
next following annual general meeting of the Company” with “the
next following general meeting of the Company” in the existing

Bye-law 104; and

by replacing the word “Special” with “Ordinary” immediately after
the words “Power to remove Director by” in the margin notes to
Bye-Law 104.”

By Order of the Board
LUI CHOI YIU ANGELA

Company Secretary

Hong Kong, 25 April 2006

Notes:

(1)

()

(©)

(4)

Any member entitled to attend and vote at the Annual General Meeting is
entitled to appoint another person as his proxy to attend and vote instead
of him. A member who is the holder of two or more shares of the Company
may appoint one or more proxies to attend and vote instead of him/her. A
proxy need not be a member of the Company.

A form of proxy for use at the meeting is enclosed herewith.

The form of proxy must be signed by you or your attorney duly authorised
in writing or, in the case of a corporation, must be under its seal or the
hand of an officer, attorney or other person duly authorised.

The form of proxy and the power of attorney or other authority, if any,
under which it is signed or a notarially certified copy thereof must be lodged
at the Company’s branch share registrar in Hong Kong, Standard Registrars
Limited, at 26 Floor, Tesbury Centre, 28 Queen’s Road East, Hong Kong,
not later than 48 hours before the time appointed for holding the Annual
General Meeting or any adjourned meeting (as the case may be) and in
default the proxy shall not be treated as valid. Completion and return of
the form of proxy shall not preclude members from attending and voting in
person at the Annual General Meeting or at any adjourned meeting (as
the case may be) should they so wish.
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(5)  Where there are joint registered holders of any share, any one of such
persons may vote at any meeting, either in personal or by proxy, in respect
of such share as if he/she was solely entitled thereto; but if more than one
of such joint holders be present at the meeting personally or by proxy, the
vote of that one of the said persons so present whose name stands first on
the register of members in respect of such share shall be accepted to the
exclusion of the votes of the other joint holders.

(6) The Register of Members will be closed from Thursday, 25 May 2006 to
Thursday, 1 June 2006, both days inclusive, during which period no transfer
of shares will be effected.

As at the date of this notice, the Executive Directors are Messrs. Lam Kwok Hing
and Nam Kwok Lun, and the Independent Non-Executive Directors are Messrs.
Chen Wei-ming, Eric, Kwan Wang Wai, Alan and Ng Chi Kin, David.
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