THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt as to any aspect of this circular or as to the action to be taken, you should
consult your stockbroker, or other licensed securities dealer, bank manager, solicitors, professional

accountant or other professional adviser.

If you have sold or transferred all your shares in FlexSystem Holdings Limited (the “Company”), you
should at once hand this circular to the purchaser or transferee, or to the bank, licensed securities dealer
or other agent through whom the sale or transfer was effected for transmission to the purchaser or the

transferee.

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this circular,
makes no representation as to its accuracy or completeness and expressly disclaims any liability whatsoever
for any losses howsoever arising from or in reliance upon the whole or any part of the contents of this

circular.

FLEXSYSTEN

FlexSystem Holdings Limited

(incorporated in the Cayman Islands with limited liability)
(Stock Code: 8050)

MAJOR TRANSACTION:
ACQUISITION OF REAL PROPERTY

A letter from the board of directors of the Company is set out on pages 3 to 6 of this circular.

This circular will remain on the GEM website at http://www.hkgem.com on the “Latest Company

Announcements” page for at least seven days from the date of its publication.

27 July 2006



CHARACTERISTICS OF GEM

GEM has been established as a market designed to accommodate companies to which a high
investment risk may be attached. In particular, companies may list on GEM with neither a track
record of profitability nor any obligation to forecast future profitability. Furthermore, there may
be risks arising out of the emerging nature of companies listed on GEM and the business sectors or
countries in which the companies operate. Prospective investors should be aware of the potential
risks of investing in such companies and should make the decision to invest only after due and
careful consideration. The greater risk profile and other characteristics of GEM mean that it is a
market more suited to professional and other sophisticated investors.

Given the emerging nature of companies listed on GEM, there is a risk that securities traded on
GEM may be more susceptible to high market volatility than securities traded on the Main Board
and no assurance is given that there will be a liquid market in the securities traded on GEM.

The principal means of information dissemination on GEM is publication on the internet website
operated by the Stock Exchange. Listed companies are not generally required to issue paid
announcements in gazetted newspapers. Accordingly, prospective investors should note that they
need to have access to the GEM website at www.hkgem.com in order to obtain up-to-date information
on GEM-listed issuers.
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DEFINITIONS

In this circular, unless the context otherwise requires, the following expressions shall have the

following meanings when used herein:

“Acquisition”

“associates”

“Board”

“Company”

“Completion”

“Directors”

“GEM”

“GEM Listing Rules”

“Group”

“Hong Kong”

“Latest Practicable Date”

“Property”

“Purchaser”

“Sale and Purchase Agreement”

“SFO”

the acquisition of the Property subject to and upon the terms and
conditions of the Sale and Purchase Agreement

has the meaning ascribed to this term under the GEM Listing
Rules

the board of Directors
FlexSystem Holdings Limited, a company incorporated in the
Cayman Islands with limited liability whose issued Shares are

listed on GEM

completion of the Acquisition in accordance with the terms and
conditions of the Sale and Purchase Agreement

the directors of the Company from time to time

the Growth Enterprise Market of the Stock Exchange
the Rules Governing the Listing of Securities on GEM
the Company together with its subsidiaries

the Hong Kong Special Administrative Region of the People’s
Republic of China

26 July 2006, being the latest practicable date for the purpose of
ascertaining certain information for inclusion in this circular

Unit A on 4th Floor and Parking Space No. 45 on Ground Floor
of Eastern Sea Industrial Building, No. 29-39 Kwai Cheong Road
and No. 48-56 Tai Lin Pai Road, Kwai Chung, New Territories,
Hong Kong

FlexSystem Limited, a wholly-owned subsidiary of the Company

the formal agreement for sale and purchase of the Property dated
5 July 2006 and entered into between the Purchaser and the Vendor

Securities and Futures Ordinance (Cap. 571 of the laws of Hong
Kong)



DEFINITIONS

“Share(s)”

“Shareholder(s)”

“SomaFlex”

“Stock Exchange’

“Vendor”

“HK$”

“%’7

il

ordinary share(s) of HK$0.1 each in the share capital of the
Company

holder(s) of the Share(s)

SomaFlex Holdings Inc., a controlling Shareholder interested in
475,500,000 Shares representing approximately 79.25% of the total
issued share capital of the Company as at the Latest Practicable
Date, which is a private company incorporated in the British Virgin
Islands and is beneficially owned as to approximately 98.27% by
Mr. Lok Wai Man, the chairman and an executive Director

The Stock Exchange of Hong Kong Limited

Tai Wah Television Industries Limited, the beneficial owner of
the Property

Hong Kong dollars, the lawful currency of Hong Kong

per cent.
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27 July 2006
To the Shareholders
Dear Sir or Madam,

MAJOR TRANSACTION:
ACQUISITION OF REAL PROPERTY

INTRODUCTION

On 5 July 2006, the Board announced that the Group entered into the Sale and Purchase Agreement
with the Vendor in relation to the acquisition of the Property for a cash consideration of HK$19,500,000.

The purpose of this circular is to provide you with further details in respect of the Acquisition, the
independent valuation of the Property, and other information with regard to the Group and the Property.
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SALE AND PURCHASE AGREEMENT

Date: 5 July 2006
Parties: Purchaser: FlexSystem Limited, a wholly-owned subsidiary of the Company
Vendor: Tai Wah Television Industries Limited

To the best of the Directors’ knowledge, information and belief having made reasonable enquiry,
the Vendor and its ultimate beneficial owners are independent third parties independent of the Company
and its connected persons within the meaning of the GEM Listing Rules. To the best of the Directors’
knowledge, information and belief, the Vendor is an investment holding company.

Asset to be acquired:

Pursuant to the Sale and Purchase Agreement, the Vendor agreed to sell and the Purchaser agreed
to acquire the Property upon the terms and conditions of the Sale and Purchase Agreement. To the best of
the Directors’ knowledge, information and belief, the Property has a gross area of about 30,667 square
feet and is at present vacant.

Consideration:

The consideration for the Property is HK$19,500,000, of which:

(1) HK$1,950,000 has been paid by the Group upon signing the Sale and Purchase Agreement
as deposit and part payment; and

(ii)  the remaining balance of HK$17,550,000 shall be payable by the Group upon Completion.

The consideration for the Property, representing about HK$635 per square foot, was arrived at
after arm’s length negotiations between the parties to the Sale and Purchase Agreement after having taken
into account the market prices of comparable industrial properties in the proximity which is in the range
of about HK$500 per square foot to HK$1,200 per square foot. The consideration has been/will be
financed by the internal resources of the Group.

The Directors consider that the terms of the Sale and Purchase Agreement are fair and reasonable
and in the interests of the Company and the Shareholders as a whole.

Condition precedent

The Acquisition is conditional upon the approval by the Shareholders having been obtained on or
before the date of Completion. This condition has been fulfilled as at the Latest Practicable Date.

Completion

Subject to the fulfillment of the condition precedent mentioned above, Completion will take place
on or before 30 September 2006.

_4-



LETTER FROM THE BOARD

It is provided in the Sale and Purchase Agreement that the Vendor shall release and/or discharge
all mortgages, charges and charging orders affecting the Property on or before the date of Completion.

REASON FOR THE ACQUISITION

The Group is principally engaged in development and sale of software products and provision of
application software services.

As present, the Company is leasing its principal office in Hong Kong. The Directors intend to use
the Property as the principal office of the Group in Hong Kong. According to the information available to
the Directors, the permitted use of the industrial building is now extended to cover information technology
business, and thus the Group is able to use the Property to develop its software development and application
business. The Acquisition will enable the Group to have its own place of business in Hong Kong thereby
avoiding any increase in rental expenses from leasing of property in the long run.

FINANCIAL EFFECT ON THE ACQUISITION

The costs of the Property will be capitalised as fixed assets of the Group. As the consideration for
the Acquisition has been/will be financed by the internal resources of the Group, the Acquisition will not
materially affect the total assets of the Group, nor will it increase the gearing position of the Group.

GENERAL

The Acquisition constitutes a major transaction on the part of the Company under the GEM Listing
Rules and is conditional upon the approval of Shareholders.

As no Shareholder is required to abstain from voting on the Sale and Purchase Agreement and the
transactions contemplated thereby and the written approval has been obtained from SomaFlex., the
controlling Shareholder which holds more than 50% in nominal value of the total issued share capital of
the Company, in respect of the Sale and Purchase Agreement and the transactions contemplated thereby,
no general meeting of the Company will be held in relation to the Acquisition.

PROCEDURES FOR DEMANDING A POLL AT GENERAL MEETING

The procedures by which the Shareholders may demand a poll at general meeting of the Company
are set out below.

According to article 66 of the articles of association of the Company, a resolution put to the vote
of the meeting shall be decided on a show of hands unless a poll is (before or on the declaration of the
result of the show of hands) demanded by:—

(a) the chairman of the meeting; or
(b)  at least three Shareholders present in person (or, in the case of a Shareholder being a

corporation, by its duly authorised representative) or by proxy for the time being entitled to
vote at the meeting; or
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(c)  a Shareholder or Shareholders present in person (or, in the case of a Shareholder being a
corporation, by its duly authorised representative) or by proxy and representing not less
than one-tenth of the total voting rights of all the Shareholders having the right to attend
and vote at the meeting; or

(d) a Shareholder or Shareholders present in person (or, in the case of a Shareholder being a
corporation, by its duly authorised representative) or by proxy and holding Shares conferring
a right to vote at the meeting being Shares on which an aggregate sum has been paid up
equal to not less than one-tenth of the total sum paid up on all Shares conferring that right.

ADDITIONAL INFORMATION
Your attention is drawn to the additional information set out in the appendices of this circular.

By order of the Board
FlexSystem Holdings Limited
Lok Wai Man
Chairman



APPENDIX I FINANCIAL INFORMATION OF THE GROUP

(A) FINANCIAL SUMMARY

The following information has been extracted from the annual report of the Company for the two
years ended 31 March 2006 in respect of the audited consolidated financial information of the Group for
each of the three years ended 31 March 2006 (the auditors of the Company have given unqualified
opinions on the financial statements for each of the three years ended 31 March 2006):

Consolidated Income Statement
For the year ended 31 March

2006 2005 2004
HK$’000 HK$’000 HK$’000
Turnover 71,497 63,826 51,828
Cost of sales (18,130) (19,724) (15,144)
Gross profit 53,367 44 102 36,684
Other income and gains 1,024 359 690
Distribution costs (15,423) (13,421) (9,910)
Administrative expenses (34,157) (31,137) (31,397)
Other operating expenses (2,882) (1,683) (1,843)
Operating profit/(loss) 1,929 (1,780) (5,776)
Provision for amounts due
from investee companies - - (584)
Share of loss of a jointly controlled entity - (347) (107)
Share of loss of an associated company - - (858)
Loss on disposal of subsidiaries (48) (37) -
Loss on disposal of
a jointly controlled entity - (62) -
Profit/(loss) before income tax 1,881 (2,226) (7,325)
Income tax 685 (72) 470
Profit/(loss) for the year 2,566 (2,298) (6,855)

Attributable to:
Equity holders of the Company 2,566 (2,298) (6,688)

Minority interests (167)
2,566 (2,298) (6,855)
Earnings/(loss) per share for profit/
(loss) attributable to the equity holders
of the Company during the year
— basic and diluted 0.43 cents (0.38) cents (1.17) cents
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Consolidated Balance Sheet

As at 31 March

2006 2005 2004
HKS$’000 HK$’000 HKS$’000
Non-current assets
Property, plant and equipment 3,386 4,023 4,342
Intangible assets - - -
Investment in a jointly controlled entity - - 669
Interest in an associated company - - -
Investments
— Available-for-sale financial assets 1,779 - -
— Loans and receivables 13 - -
— Long-term investments - 15 515
— Other investments — 1,560 1,408
5,178 5,598 6,934
Current assets
Inventories 1,094 1,312 947
Trade and other receivables 13,984 14,156 13,144
Bank balances and cash 40,619 39,373 37,320
55697 s4s4l 51411
Total assets 60,875 60,439 58,345
Less: Current liabilities
Trade and other payables 19,790 21,367 16,664
Income tax payable 4,295 5,063 5,374
_...24,085 ....26,430 ....22,038
Net current assets _____3_11§_1_2_ _____2_8_%14_1_1_1_ _____2_?9_7_3_
Net assets 36,790 34,009 36,307
Capital and reserves
Equity attributable to equity
holders of the Company
Share capital 60,000 60,000 60,000
Reserves (24,052) (26,833) (24,535)
35,948 33,167 35,465
Minority interests 842 842 842
Total equity 36,790 34,009 36,307
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The following is the audited financial statements of the Group for the year ended 31 March 2006

together with the accompanying notes as extracted from the Company’s 2006 annual report:

Consolidated Balance Sheet
As at 31 March, 2006

Non-current assets
Property, plant and equipment
Intangible assets
Interest in an associated company
Investments
— Available-for-sale financial assets
— Loans and receivables
— Long-term investments
— Other investments

Current assets
Inventories
Trade and other receivables
Bank balances and cash

Total assets

Less: Current liabilities
Trade and other payables
Income tax payable

Net current assets

Net assets

Capital and reserves

Equity attributable to equity
holders of the Company

Share capital
Reserves

Minority interests

Total equity

Note

15
14
17

18
19
20
21

22
23
24

25

26

2006
HK$’000

3,386

1,779

19,790
4,295

60,000
(24,052)

35,948
842

36,790

2005
HK$’000

4,023

60,000
(26,833)

33,167
842

34,009
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Balance Sheet
As at 31 March, 2006

2006 2005
Note HK$’000 HK$’000
Non-current assets
Interests in subsidiaries 16 10,254 9,204
Investments
— Available-for-sale financial assets 18 1,764 —
— Other investments 21 — 1,560
... 12,018 ... 10,764
Current assets
Prepayments 23 112 143
Bank balances and cash 29,053 29,849
2906 29,992
Total assets 41,183 40,756
Less: Current liabilities
Accruals 25 407 231
__________ 407 231
Net current assets 28758 29,761
Net assets 40,776 40,525
Capital and reserves
Equity attributable to equity
holders of the Company
Share capital 26 60,000 60,000
Reserves 28 (19,224) (19,475)
Total equity 40,776 40,525

-10 -



APPENDIX I FINANCIAL INFORMATION OF THE GROUP

Consolidated Statement of Changes in Equity
For the year ended 31 March, 2006

Attributable to equity holders of the Company

Reserves

Available-

for-sale

financial

assets
Share Share Merger  Exchange revaluation Accumulated Total ~ Minority Total
capital  premium reserve reserve reserve losses reserves interests equity
HK'000 HK’000 HK’000 HK'000 HK’000 HK’000  HK$’000 HK’000 HK’000

(Note 26) (Note)

As at 1 April, 2004
As previously reported as equity 60,000 83,955 (47,430) (55) - (61,005)  (24,535) - 35,465
As previously separately reported

as minority interests - - - - - - - 842 842
As at 1 April, 2004, as restated 60,000 83,955 (47,430) (55) - (61,005)  (24,535) 842 36,307
Loss for the year - - - - - (2,298) (2,298) - (2,298)
Total income and expense for the year - - - - - (2,298) (2,298) - (2,298)
As at 31 March, 2005 60,000 83,955 (47,430) (55) - (63,303)  (26,833) 842 34,009
As at 1 April, 2005, as per above 60,000 83,955 (47,430) (55) - (63,303)  (26,833) 842 34,009
Opening adjustment for the
adoption of HKAS 39 (Note 2(i)) - - - - (397) 397 - - -
As at 1 April, 2003, as restated 60,000 83,955 (47,430) (55) (397) (62,906) (26,833) 842 34,009

Changes in fair value of
available-for-sale financial assets - - - - 204 - 204 - 204
Exchange realignment - - - 11 - - 11 - 11

Total income and expense

recognised directly in equity - - - 11 204 - 215 - 215
Profit for the year - - - - - 2,566 2,566 - 2,566
Total income and expense for the year - - - 11 204 2,566 2,781 - 2,781
As at 31 March, 2006 60,000 83,955 (47,430) (44) (193)  (60,340)  (24,052) 842 36,790

Note: The merger reserve of the Group represents the difference between the nominal value of the share capital of
a subsidiary acquired and the nominal value of the share capital of the Company issued in exchange
thereof.
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Consolidated Cash Flow Statement
For the year ended 31 March, 2006

Note

Operating activities
Net cash generated from operating activities 29(a)

Investing activities
Interest received
Dividends received
Purchase of property, plant and equipment
Disposal of subsidiaries 29(b)
Advance to an associated company
Sale of long-term investments
Advances to investee companies

Net cash used in investing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of the year
Effect of foreign exchange rate change, net

Cash and cash equivalents at end of the year

Analysis of balances of cash and cash equivalents
Bank balances and cash

-12-

2006
HK$’000

2,947

2005
HKS$’000

2,862
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Notes to the Financial Statements
For the year ended 31 March, 2006

1 CORPORATE INFORMATION

The Company was incorporated in the Cayman Islands on 8 May, 2000 as an exempted company with
limited liability under the Companies Law of the Cayman Islands. The shares of the Company are listed on the
Growth Enterprise Market (“GEM”) of The Stock Exchange of Hong Kong Limited (the “Stock Exchange”).

In the opinion of the directors, the parent and ultimate holding company of the Group is SomaFlex Holdings
Inc., which is incorporated in the British Virgin Islands.

The Company is an investment holding company. Its subsidiaries are principally engaged in the development
and sale of enterprise software and hardware products and the provision of maintenance services.

These financial statements are presented in Hong Kong dollars (HK$) and all values are rounded to the
nearest thousand (HK$’000) unless otherwise stated.

2 BASIS OF PREPARATION

The financial statements have been prepared in accordance with Hong Kong Financial Reporting Standards
(“HKFRSs”) (which also include Hong Kong Accounting Standards (“HKASs”) and Interpretations) issued by the
Hong Kong Institute of Certified Public Accountants (“HKICPA”), accounting principles generally accepted in
Hong Kong, the disclosure requirements of the Hong Kong Companies Ordinance and the applicable disclosure
provisions of the Rules Governing the Listing of Securities on GEM of the Stock Exchange. The financial statements
have been prepared under the historical cost convention, as modified by the revaluation of available-for-sale
financial assets.

The preparation of the financial statements in conformity with HKFRSs requires the use of certain critical
accounting estimates. It also requires management to exercise its judgement in the process of applying the Company’s
accounting policies. The areas involving a higher degree of judgement or complexity, or areas where assumptions
and estimates are significant to the financial statements, are disclosed in note 5 to the financial statements.

Adoption of new/revised HKFRSs
For the year ended 31 March, 2006, the Group adopted the new/revised HKFRSs below, which are

relevant to its operations. The 2005 comparatives have been amended as required, in accordance with the
relevant requirements.

HKAS 1 Presentation of Financial Statements

HKAS 2 Inventories

HKAS 7 Cash Flow Statements

HKAS 8 Accounting Policies, Changes in Accounting Estimates and Errors
HKAS 10 Events after the Balance Sheet Date

HKAS 12 Income Taxes

HKAS 14 Segment Reporting

HKAS 16 Property, Plant and Equipment

HKAS 17 Leases

HKAS 18 Revenue

HKAS 19 Employee Benefits

HKAS 21 The Effects of Changes in Foreign Exchange Rates
HKAS 23 Borrowing Costs

-13-
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HKAS 24 Related Party Disclosures

HKAS 27 Consolidated and Separate Financial Statements

HKAS 28 Investments in Associates

HKAS 31 Interests in Joint Ventures

HKAS 32 Financial Instruments: Disclosure and Presentation

HKAS 33 Earnings per Share

HKAS 36 Impairment of Assets

HKAS 37 Provisions, Contingent Liabilities and Contingent Assets

HKAS 38 Intangible Assets

HKAS 39 Financial Instruments: Recognition and Measurement

HKAS 39 Amendment Transition and Initial Recognition of Financial Assets and Financial
Liabilities

HKFRS 3 Business Combinations

The adoption of HKASs 1, 2, 7, 8, 10, 12, 14, 16, 17, 18, 19, 21, 23, 24, 27, 28, 31, 33, 36, 37 and
38 has had no material impact on the accounting policies of the Group and the Company and the methods
of computation in the Group’s and the Company’s financial statements.

HKAS 1 has affected the presentation of minority interests on the face of the consolidated balance
sheet, consolidated income statement, consolidated statement of changes in equity and other disclosures.

HKAS 21 had no material impact on the Group. As permitted by the transitional provisions of
HKAS 21, goodwill arising in a business combination prior to 1 January, 2005 and fair value adjustments
arising on that acquisition are deemed to be in the currency of the Company. In respect of acquisitions
subsequent to 1 January, 2005, any goodwill arising on the acquisition of a foreign operation and any fair
value adjustments to the carrying amounts of the assets and liabilities are treated as assets and liabilities of
the foreign operation and are translated at the closing rate in accordance with HKAS 21.

HKAS 24 has expanded the definition of related parities and affected the Group’s related party
disclosures.

The impact of adopting the other HKFRSs is summarised as follows:

(i) HKAS 32 and HKAS 39 — Financial Instruments

In prior years, the Group classified its investments in unlisted equity securities as long-term
investments, which were held for non-trading purposes and were stated at cost less any provision
for impairment losses. The investments in listed securities are classified as other investments and
stated at fair value and the gains or losses arising from changes in the fair values of such securities
were credited or charged to the income statement in the period in which they arose.

The adoption of HKAS 32 and HKAS 39 has resulted in a change in the accounting policy
relating to the classification of financial assets and liabilities and their measurement. HKAS 32
required retrospective application while HKAS 39 does not permit to recognise, derecognise and
measure financial assets and liabilities on a retrospective basis.

Upon the adoption of HKASs 32 and 39, debt securities, investments in listed securities,
and investments in unlisted equity securities are classified as held-to-maturity financial assets,
financial assets at fair value through profit or loss, and available-for-sale financial assets, respectively.
Held-to-maturity financial assets are stated at amortised cost less impairment losses. Available-for-
sale financial assets are classified at fair value, where an active market exists, with any realised
gains and losses recognised in equity. Available-for-sale financial assets that do not have a quoted
market price in an active market and whose fair value cannot be reliably measured by valuation
techniques are carried at cost less impairment. Financial assets at fair value through profit or loss
are carried at fair value.

-14-
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Trade and other receivables are recognised initially at fair value and subsequently measured
at amortised cost using the effective interest method, less provision for impairment. The amount of
the provision is the difference between the asset’s carrying amount and the present value of estimated
future cash flows, discounted at the effective interest rate. Trade and other receivables were previously
carried at cost less impairment of receivables.

The effect of the above changes are summarised below. In accordance with the transitional
provisions of HKAS 39, comparative amounts have not been restated.

The adoption of HKAS 39 resulted in an decrease in opening reserves at 1 April, 2005:

Decrease in available-for-sale financial assets revaluation reserve HK$397,000
Decrease in accumulated losses HK$397,000

The details of the adjustments to the balance sheet as at 31 March, 2006 and the income
statement for the year then ended are as follows:

Increase in available-for-sale financial assets HK$1,779,000
Increase in loans and receivables HK$13,000
Decrease in long-term investments HK$1,777,000
Decrease in other investments HK$15,000
Decrease in unrealised gains on other investments HK$204,000
Increase in available-for-sale financial assets revaluation reserve HK$204,000
Decrease in basic and diluted earnings per share 0.034 HKS cents

(ii) HKFRS 3 — Business Combinations and HKAS 36 — Impairment of Assets

In prior years, goodwill arising on acquisitions prior to 1 April, 2001 was written off against
reserves and was not recognised in the income statement until disposal or impairment of the acquired
business.

Goodwill arising on acquisitions on or after 1 April, 2001 was capitalised and amortised on
the straight-line basis over its estimated useful life and was subject to impairment testing when
there was any indication of impairment.

The adoption of HKFRS 3 and HKAS 36 has resulted in the Group ceasing annual goodwill
amortisation and commencing testing for impairment at the cash-generating unit level annually (or
more frequently if events or changes in circumstances indicate that the carrying value may be
impaired).

The transitional provisions of HKFRS 3 have required the Group to eliminate at 1 April,
2005 the carrying amounts of accumulated amortisation with a corresponding adjustment to the cost
of goodwill. Goodwill previously eliminated against reserves remains eliminated against reserves
and is not recognised in the income statement when all or part of the business to which the goodwill
relates is disposed of or when a cash-generating unit to which the goodwill relates become impaired.
In accordance with the transitional provisions of HKFRS 3, comparative amounts have not been
restated.
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The Group has not applied the following new/revised HKFRSs, that have been issued but
are not yet effective, to these financial statements:

HKAS 1 Amendment Capital Disclosures (Note (a))

HKAS 21 Amendment Net Investment on a Foreign Operation (Note (b))
HKAS 39 Amendment The Fair Value Option (Note (b))

HKFRS 7 Financial Instruments: Disclosures (Note (a))
Notes:

(a) Effective for accounting periods beginning on or after 1 January, 2007
(b) Effective for accounting periods beginning on or after 1 January, 2006

The Group has already commenced an assessment of these HKFRSs which are effective for
accounting periods beginning on or after 1 January, 2006 but is not yet in a position to state
whether these HKFRSs would have a significant impact on its results of operations and financial
position.

3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these financial statements are set out below.
These policies have been consistently applied to all the years presented, unless otherwise stated.

a. Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and its
subsidiaries made up to 31st March each year.

(i) Subsidiaries

Subsidiaries are all entities (including special purpose entities) over which the Group has
the power to govern the financial and operating policies generally accompanying a shareholding of
more than one half of the voting rights. The existence and effect of potential voting rights that are
currently exercisable or convertible are considered when assessing whether the Group controls
another entity.

Subsidiaries are fully consolidated from the date on which control is transferred to the
Group. They are de-consolidated from the date that control ceases.

The purchase method of accounting is used to account for the acquisition of subsidiaries by
the Group. The cost of an acquisition is measured as the fair value of the assets given, equity
instruments issued and liabilities incurred or assumed at the date of exchange, plus costs directly
attributable to the acquisition. Identifiable assets acquired and liabilities and contingent liabilities
assumed in a business combination are measured initially at their fair values at the acquisition date,
irrespective of the extent of any minority interest. The excess of the cost of acquisition over the fair
value of the Group’s share of the identifiable net assets acquired is recorded as goodwill. If the cost
of acquisition is less than the fair value of the net assets of the subsidiary acquired, the difference is
recognised directly in the income statement.

Inter-company transactions, balances and unrealised gains on transactions between group
companies are eliminated. Unrealised losses are also eliminated unless the transaction provides
evidence of an impairment of the asset transferred. Accounting policies of subsidiaries have been
changed where necessary to ensure consistency with the policies adopted by the Group.
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In the Company’s balance sheet the investments in subsidiaries are stated at cost less provision
for impairment losses. The results of subsidiaries are accounted by the Company on the basis of
dividend received and receivable.

(ii) Associates

Associates are all entities over which the Group has significant influence but not control,
generally accompanying a shareholding of between 20% and 50% of the voting rights. Investment
in associates are accounted for by the equity method of accounting and are initially recognised at
cost. The Group’s investment in associates includes goodwill (net of any accumulated impairment
loss) identified on acquisition.

The Group’s share of its associates’ post-acquisition profits of losses is recognised in the
income statement, and its share of post-acquisition movements in reserves is recognised in reserves.
The cumulative post-acquisition movements are adjusted against the carrying amount of the
investment. When the Group’s share of losses in an associate equals or exceeds its interest in the
associate, including any other unsecured receivables, the Group does not recognise further losses,
unless it has incurred obligations or made payments on behalf of the associate.

Unrealised gains on transactions between the Group and its associates are eliminated to the
extent of the Group’s interest in the associates. Unrealised losses are also eliminated unless the
transaction provides evidence of an impairment of the asset transferred. Accounting policies of
associates have been changed where necessary to ensure consistency with the policies adopted by
the Group.

In the Company’s balance sheet the investments in associated companies are stated at cost
less provision for impairment losses. The results of associated companies are accounted for by the
Company on the basis of dividend received and receivable.

(iii)  Jointly-controlled entities

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

The Group’s share of the post-acquisition results and reserves of jointly-controlled entities
is included in the consolidated income statement and consolidated reserves, respectively. The Group’s
interests in jointly-controlled entities are stated in the consolidated balance sheet at the Group’s
share of net assets under the equity method of accounting, less any impairment losses.

The results of jointly-controlled entities are included in the Company’s income statement to
the extent of dividends received and receivable. The Company’s investments in jointly-controlled
entities are treated as non-current assets and are stated at cost less any impairment losses.

Segment reporting

A business segment is a group of assets and operations engaged in providing products or services

that are subject to risks and returns that are different from those of other business segments. A geographical

segment is engaged in providing products or services within a particular economic environment that are

subject to risks and returns that are different from those of segments operating in other economic

environments.
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c. Revenue recognition

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

i. Revenue from the sale of enterprise software and hardware products is recognised on the
transfer of risks and rewards of ownership, which generally coincides with the time when
the goods are delivered to customers and title has passed.

ii. Maintenance service income is recognised over the life of the agreement on a straight-line
basis. The unearned portion of the maintenance service income received is stated as deferred
income in the balance sheet.

iii. Interest income is recognised on a time-proportion basis using the effective interest method.
When a receivable is impaired, the Group reduces the carrying amount to its recoverable
amount, being the estimated future cash flow discounted at original effective interest rate of
the instrument, and continues unwinding the discount as interest income.

iv. Dividend income is recognised when the shareholders’ right to receive payment is established.

d. Property, plant and equipment

Property, plant and equipment are stated at historical cost less accumulated depreciation and
impairment losses. Historical cost includes expenditure that is directly attributable to the acquisition of the
items.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow to the
Group and the cost of the item can be measured reliably. All other repairs and maintenance are expensed in
the income statement during the financial period in which they are incurred.

Depreciation of leasehold improvements are calculated to write off their cost on a straight-line basis
over the unexpired period of the lease.

Depreciation of other property, plant and equipment is calculated to write off their cost on a
reducing balance basis to their residual values over their expected useful lives to the Group. The principal
annual rates used for each of the categories of property, plant and equipment are as follows:

Plant and machinery 20%
Furniture and fixtures 20%
Motor vehicles 20%

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each
balance sheet date.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s
carrying amount is greater than its estimated recoverable amount.

The gain or loss arising on the disposal or retirement of an asset is determined as the difference
between the sale proceeds and the carrying amount of the asset and is recognised in the income statement.
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e. Intangible assets

(i) Goodwill

Goodwill represents the excess of the cost of an acquisition over the fair value of the
Group’s share of the net identifiable assets of the acquired subsidiary at the date of acquisition.
Goodwill on acquisitions of subsidiaries is included in intangible assets. Goodwill on acquisitions
of associates is included in investments in associates. Goodwill is tested annually for impairment
and carried at cost less accumulated impairment losses. Gains and losses on disposal of an entity
include the carrying amount of goodwill relating to the entity sold.

Goodwill is allocated to cash-generating units for the purpose of impairment testing.

(ii) Research and development costs

Research and development costs are expensed as incurred, except where the technical
feasibility of the product under development has been demonstrated, costs are identifiable and a
market exists for the product such that it is probable that it will be profitable. Such development
costs are recognised as assets and have definite useful lives. The costs are amortised on a straight-
line basis over a period of not more than three years to reflect the pattern in which the related
economic benefits are recognised. Development costs previously recognised as expenses are not
recognised as assets in a subsequent period.

f. Impairment of assets

Assets that have an indefinite useful life are not subject to amortisation, which are at least tested
annually for impairment and are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. Assets that are subject to amortisation are
reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount
may not be recoverable. An impairment loss is recognised for the amount by which the asset’s carrying
amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s fair value less
costs to sell and value in use. For the purposes of assessing impairment, assets are grouped at the lowest
levels for which there are separately identifiable cash flows (cash-generating units).

g. Investments

From 1 April, 2004 to 31 March, 2005:

The Group classified its investments in securities, other than subsidiaries, associates and jointly
controlled entities, as long-term investments and other investments.

(i) Long-term investments

Long-term investments are stated at cost less any provision for impairment losses.

The carrying amounts of individual investments are reviewed at each balance sheet date to
assess whether the fair values have declined below the carrying amounts. When a decline other than
temporary has occurred, the carrying amount of such investments will be reduced to its fair value.
The impairment loss is recognised as an expense in the income statement. This impairment loss is
written back to the income statement when the circumstances and events that led to the write-downs
or write-offs cease to exist and there is persuasive evidence that the new circumstances and events
will persist for the foreseeable future.
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(ii) Other investments

Other investments are carried at fair value. At each balance sheet date, the net unrealised
gains or losses arising from the changes in fair value of other investments are recognised in the
income statement. Profits or losses on disposal of other investments, representing the difference
between the net sales proceeds and the carrying amounts, are recognised in the income statement as
they arise.

From 1 April, 2005 onwards:

The Group classifies its investments in the following categories: financial assets at fair value

through profit or loss, loans and receivables, held-to-maturity investments, and available-for-sale financial

assets. The classification depends on the purpose for which the investments were acquired. Management

determines the classification of its investments at initial recognition and re-evaluates this designation at

every reporting date.

@) Financial assets at fair value through profit or loss

This category has two sub-categories: financial assets held for trading, and those designated
at fair value through profit or loss at inception. A financial asset is classified in this category if
acquired principally for the purpose of selling in the short term or if so designated by management.
Derivatives are also categorised as held for trading unless they are designated as hedges. Assets in
this category are classified as current assets if they are either held for trading or are expected to be
realised within 12 months of the balance sheet date.

(i1) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. They arise when the Group provides money, goods or
services directly to a debtor with no intention of trading the receivable. They are included in current
assets, except for maturities greater than 12 months after the balance sheet date. These are classified
as non-current assets. Loans and receivables are included in trade and other receivables in the
balance sheet.

(iii)  Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed or determinable
payments and fixed maturities that the Group’s management has the positive intention and ability to
hold to maturity. During the year, the Group did not hold any investments in this category.
(iv) Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are either designated in this

category or not classified in any of the other categories. They are included in non-current assets
unless management intends to dispose of the investment within 12 months of the balance sheet date.

-20 -



APPENDIX I FINANCIAL INFORMATION OF THE GROUP

Purchases and sales of investments are recognised on trade-date — the date on which the Group
commits to purchase or sell the asset. Investments are initially recognised at fair value plus transaction
costs for all financial assets not carried at fair value through profit or loss. Investments are derecognised
when the rights to receive cash flows from the investments have expired or have been transferred and the
Group has transferred substantially all risks and rewards of ownership. Available-for-sale financial assets
and financial assets at fair value through profit or loss are subsequently carried at fair value. Loans and
receivables and held-to-maturity investments are carried at amortised cost using the effective interest method.
Realised and unrealised gains and losses arising from changes in the fair value of the “financial assets at
fair value through profit or loss” category are included in the income statement in the period in which they
arise.

Unrealised gains and losses arising from changes in the fair value of non-monetary securities
classified as available-for-sale are recognised in equity. When securities classified as available-for-sale are
sold or impaired, the accumulated fair value adjustments are included in the income statement as gains or
losses from investment securities.

The fair values of quoted investments are based on current bid prices. If the market for a financial
asset is not active (and for unlisted securities), the Group establishes fair value by using valuation techniques.
These include the use of recent arm’s length transactions, reference to other instruments that are substantially
the same, discounted cash flow analysis, and option pricing models refined to reflect the issuer’s specific
circumstances.

The Group assesses at each balance sheet date whether there is objective evidence that a financial
asset or a group of financial assets is impaired. In the case of equity securities classified as available for
sale, a significant or prolonged decline in the fair value of the security below its cost is considered in
determining whether the securities are impaired. If any such evidence exists for available-for-sale financial
assets, the cumulative loss — measured as the difference between the acquisition cost and the current fair
value, less any impairment loss on that financial asset previously recognised in the income statement — is
removed from equity and recognised in the income statement. Impairment losses recognised in the income
statement on equity instruments are not reversed through the income statement.

h. Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is determined using the
first-in, first-out method. Net realisable value is the estimated selling price in the ordinary course of
business, less applicable variable selling expenses. Costs of inventories include the transfer from equity of
any gains/losses on qualifying cash flow hedges relating to purchases of raw materials.

i. Trade and other receivables

Trade and other receivables are recognised initially at fair value and subsequently measured at
amortised cost using the effective interest method, less provision for impairment. A provision for impairment
of trade and other receivables is established when there is objective evidence that the Group will not be
able to collect all amounts due according to the original terms of receivables. The amount of the provision
is the difference between the asset’s carrying amount and the present value of estimated future cash flows,
discounted at the effective interest rate. The amount of the provision is recognised in the income statement.
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Jj- Deferred income tax

Deferred income tax is provided in full, using the liability method, on temporary differences arising
between the tax bases of assets and liabilities and their carrying amounts in the financial statements.
However, if the deferred income tax arises from initial recognition of an asset or liability in a transaction
other than a business combination that at the time of the transaction affects neither accounting nor taxable
profit and loss, it is not accounted for. Deferred income tax is determined using tax rates (and laws) that
have been enacted or substantively enacted by the balance sheet date and are expected to apply when the
related deferred income tax asset is realised or the deferred income tax liability is settled.

Deferred income tax assets are recognised to the extent that it is probable that future taxable profit
will be available against which the temporary differences can be utilised.

Deferred income tax is provided on temporary differences arising on investments in subsidiaries,
associates and jointly controlled entities, except where the timing of the reversal of the temporary difference
is controlled by the Group and it is probable that the temporary difference will not reverse in the foreseeable
future.

k. Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held at call with banks, other short-term
highly liquid investments with original maturities of three months or less, and bank overdrafts. Bank
overdrafts are shown within borrowings in current liabilities on the balance sheet.

L Share capital

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new
shares or options are shown in equity as a deduction, net of tax, from the proceeds.

m. Foreign currency translation

(1) Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured
using the currency of the primary economic environment in which the entity operates (“‘the functional
currency”). The consolidated financial statements are presented in Hong Kong dollars, which is the
Company’s functional and presentation currency.

(ii) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange
rates prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from
the settlement of such transactions and from the translation at year-end exchange rates of monetary
assets and liabilities denominated in foreign currencies are recognised in the income statement,
except when deferred in equity as qualifying cash flow hedges or qualifying net investment hedges.

Translation differences on non-monetary items, such as equity instruments held at fair value
through profit or loss, are reported as part of the fair value gain or loss. Translation difference on
non-monetary items, such as equities classified as available-for-sale financial assets, are included in
the fair value reserve in equity.
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(iii) Group companies
The results and financial position of all the group entities (none of which has the currency
of a hyperinflationary economy) that have a functional currency different from the presentation
currency are translated into the presentation currency as follows:

(a) assets and liabilities for each balance sheet presented are translated at the closing
rate at the date of that balance sheet;

(b) income and expenses for each income statement are translated at average exchange
rates (unless this average is not a reasonable approximation of the cumulative effect
of the rates prevailing on the transaction dates, in which case income and expenses
are translated at the dates of the transactions); and

(c) all resulting exchange differences are recognised as a separate component of equity.

On consolidation, exchange differences arising from the translation of the net investment in

foreign entities, and of borrowings and other currency instruments designated as hedges of such
investments, are taken to shareholders’ equity. When a foreign operation is sold, such exchange
differences are recognised in the income statement as part of the gain or loss on sale.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated

as assets and liabilities of the foreign entity and translated at the closing rate.
n. Operating leases

Leases in which a significant portion of the risks and rewards of ownership are retained by the

lessor are classified as operating leases. Payments made under operating leases (net of any incentives

received from the lessor) are expensed in the income statement on a straight-line basis over the period of

the lease.
o. Employee benefits
@) Salaries, annual bonuses, paid annual leave, leave passage and the cost to the Group of non-

monetary benefits are accrued in the year in which the associated services are rendered by
employees of the Group. Where payment or settlement is deferred and the effect would be
material, these amounts are stated at their present values.

(i1) The Group’s contributions to the Hong Kong Mandatory Provident Fund Scheme (the “MPF
Scheme”) are expensed as incurred and reduced by the Group’s voluntary contributions
forfeited by those employees who leave the scheme prior to vesting fully in the contributions.
The assets of the scheme are held separately from those of the Group in an independently
administered fund. Apart from the MPF scheme, the Group also contributes to other defined
contribution retirement schemes. The contributions are expensed as incurred.

(iii)  Termination benefits are recognised when, and only when, the Group demonstrably commits

itself to terminate employment or to provide benefits as a result of voluntary redundancy by
having a detailed formal plan which is without realistic possibility of withdrawal.
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p- Provisions

Provisions are recognised when: the Group has a present legal or constructive obligation as a result

of past events; it is more likely than not that an outflow of resources will be required to settle the

obligation; and the amount has been reliably estimated. Provisions are not recognised for future operating

losses.

Where there are a number of similar obligations, the likelihood that an outflow will be required in

settlement is determined by considering the class of obligations as a whole. A provision is recognised even

if the likelihood of an outflow with respect to any one item included in the same class of obligations may

be small.

4 FINANCIAL RISK MANAGEMENT

a. Financial risk factors

The Group’s activities expose it to a variety of financial risks: market risk (including foreign

exchange risk, fair value interest risk and price risk), credit risk, liquidity risk and cash flow and fair value

interest rate risk. The Group’s overall risk management programme focuses on the unpredictability of

financial markets and seeks to minimise potential adverse effects on the Group’s financial performance.

(i)

(ii)

Market risk

@))] Foreign exchange risk

The Group operates mainly in Hong Kong and the exposure to foreign exchange risk
is limited arising from various currency exposures. Foreign exchange risk mainly arises
from commercial transactions, recognised assets and liabilities and net investments in foreign
operations.

The management of the Group considers the foreign exchange risk of the Group is
not significant, and thus does not have any active policies to hedge against the foreign
exchange risk.

2) Price risk

The Group is exposed to equity securities price risk because investments held by the
Group are classified on the consolidated balance sheet as available-for-sale financial assets.

Credit risk

The Group has no significant concentrations of credit risk. It has policies in place to ensure

that credits are granted to customers with an appropriate credit history.

In addition, the Group reviews the recoverable amounts of each individual trade debt at each

balance sheet date to ensure the adequate impairment losses are made for irrecoverable amounts.

The Group has maintained relationship with various financial institutions, and has policies that

limit the amount of credit exposure to any financial institution.
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5

(iii)  Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash and marketable
securities. Due to the dynamic nature of the underlying businesses, the Group employs a prudent
liquidity policy.

(iv) Cash flow and fair value interest rate risk

As the Group has no significant interest-bearing assets and liabilities, the Group’s income
and operating cash flows are substantially independent of changes in market interest rates.

b. Fair value estimation

The fair value of financial instruments traded in active markets (such as publicly traded derivatives,
and trading and available-for-sale securities) is based on quoted market prices at the balance sheet date.
The quoted market price used for financial assets held by the Group is the current bid price; the appropriate
quoted market price for financial liabilities is the current ask price.

The nominal value less estimated credit adjustments of trade receivables and payables are assumed
to approximate their fair values. The fair value of financial liabilities for disclosure purposes is estimated
by discounting the future contractual cash flows at the current market interest rate that is available to the
Group for similar financial instruments.

CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

Estimates and judgements are continually evaluated and are based on historical experience and other

factors, including expectations of future events that are believed to be reasonable under the circumstances.

Impairment of available-for-sale financial assets

The Group had available-for-sale financial assets which were stated at their fair values on the basis
of their quoted market prices at the balance sheet date, on an individual basis. Any gains or losses are
recognised as a separate component of equity until the financial asset is derecognised or until the investment
is determined to be impaired, at which time the cumulative gain or loss previously reported in equity is
included in the income statement. Management has to consider whether it is appropriate to charge the
cumulative loss to income statement.

In making its judgement, the Group considers (i) the future prospect of the underlying investments;

and (ii) the underlying financial position of the investments. Management considers that no objective
evidence of impairment exists and the cumulative loss was not charged to the income statement.
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6 TURNOVER, OTHER INCOME AND GAINS, AND SEGMENT INFORMATION

The Group is principally engaged in the development and sale of enterprise software and hardware products
and the provision of maintenance services. Revenues recognised during the year are as follows:

2006 2005
HK$’000 HK$’000
Turnover

Software 45,343 36,118
Services 22,394 20,069
Other operations 3,760 7,639
71,497 63,826

Other income and gains
Interest income 943 162
Net unrealised holding gains on other investments - 152
Dividend income from listed investments 81 45
1,024 359

Primary reporting format — business segments

The Group is organised into two main business segments:

- Software — sale of enterprise software

- Services — rendering of maintenance services

Other operations of the Group mainly comprise sale of hardware products.

There are no sales or other transactions between the business segments.

Secondary reporting format — geographical segments

The Group’s business segments mainly operate in Hong Kong, the People’s Republic of China (the “PRC”)
and other Asia Pacific countries.

There are no sales or other transactions between the geographical segments.
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Primary reporting format — business segments

Other
Software Services operations Group
2006 2006 2006 2006
Income statement HK$’000 HK$’000 HK$’000 HKS$’000
Turnover 45,343 22,394 3,760 71,497
Segment results 1,509 4,313 (993) 4,829
Unallocated corporate expenses (2,900)
Operating profit 1,929
Loss on disposal of subsidiaries (48)
Profit before income tax 1,881
Income tax 685
Profit for the year 2,566
Balance sheet
Segment assets - - 1,094 1,094
Unallocated corporate assets 59,781
Total assets 60,875
Segment liabilities 6,377 6,962 - 13,339
Unallocated corporate liabilities 10,746
Total liabilities 24,085
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Other
Software Services operations Group
2005 2005 2005 2005

Income statement HK$’000 HK$’000 HK$’000 HK$’000

Turnover 36,118 20,069 7,639 63,826

Segment results 139 2,983 (2,333) 789

Unallocated corporate expenses (2,569)
Operating loss (1,780)
Share of loss of a jointly controlled entity (347) - - (347)
Loss on disposa