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Corporate Information

NAEIE R
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Management Discussion and Analysis
BIRE S wm kT

The board of directors (the “Board”) are pleased to present the
annual results of REXCAPITAL Financial Holdings Limited (the
“Company”) and its subsidiaries (together, the “Group”) for the
financial year ended 31 December 2006.

BUSINESS REVIEW AND PROSPECTS

Year 2006 has been a year of tremendous development for our
Group in that we have successfully expanded our business
activities from financial and brokerage into the expanding lottery
market in China.

In mid 2006, the Group successfully acquired a 45.81% interest
in Shenzhen Sinodata Technology Co Ltd (”Sinodata”). Sinodata
is engaged in the development and production of proprietary
lottery machines, related operations software system and networks
for the welfare lottery industry in China. In late 2006, the Group
also completed the acquisitions of a 70% stake in Beijing Guard
Libang Technology Co Ltd (“Guard Libang”) and a 58% stake in
Shenzhen Kingsail Software Tech Co Ltd ("Kingsail”). Guard
Libang is one of the leaders in the instant lottery industry in
China. Kingsail is one of the approved vendors for the
development and production of sports lottery machine by China
Sports Lottery Administration Center.
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Management Discussion and Analysis (continued)

With these acquisitions and the subsequent further expansion
into new provinces, the Group now has one of the largest
franchise in the lottery market in China and has operations
covering multiple provinces and municipalities in China which
have an addressable populations of over 900 million. It is our
belief that lottery products are part of the consumer products
for the mid and low income groups in China. In light of the
continuing growth in GDP of China and the accompanying
increase in disposable income of the Chinese people and the
filtering through of the “wealth effect” from the coastal regions
of China into the inland provinces, we are of the view that the
lottery market in China will enjoy a period of continued
sustainable growth going forward and given our Group's franchise
in China, we also believe that our Group will be able to benefit
from this continuing growth trend.

GEOGRAPHICAL COVERAGE OF OUR
LOTTERY BUSINESS
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Management Discussion and Analysis (continued)

BIEE R wm M (8)

Welfare Lottery

The Group has a substantial participation in the Welfare Lottery
Computer Ticket Games (“Welfare CTG") business through its
subsidiary Sinodata. Our Group's Welfare CTG business involves
the provision of operating system, hardware, maintenance and
development for Welfare CTG games for the China Welfare
Lottery. In 2006, the sales of Welfare CTG games achieved a
new record high of approximately RMB44 billion, which accounted
for approximately 90% of the total sales of the China Welfare
Lottery. Given the already substantial and more established base
for the Welfare CTG business, we believe that the Welfare CTG
market will enjoy a period of stable, sustainable and continuing
growth for the coming years which is likely to track the growth
in disposable income for China.

Our Welfare CTG business covered 13 provinces in China in 2006
(which has since been further increased as more provinces have
been added after the end of the financial year out of which
approximately 50% of the provinces covered is on a revenue
sharing basis). Currently, it has deployed over 40,000 lottery
machines in China. Our Group is the largest provider for the
Welfare CTG business in China in 2006 commanding
approximately 50% market share.

Furthermore, the Group’'s initiative in Welfare CTG games
development has also achieved significant breakthrough in that
our High Frequency 2D game will be officially rolled out in the
third quarter of 2007 after our successful completion of the
testing and review by various regulatory authorities in China.
Our income from the provision of games is on a revenue sharing
basis.

The Group is also actively involved in the Instant Lottery business
for Welfare Lottery (Scratch Cards) in China (“SC business”)
through our subsidiary Guard Libang. In the SC business, the
Group provides games, system software and hardware,
verifications and anti-counterfeiting technologies as well as
logistical tracking systems to the Instant Ticket Games for Welfare
Lottery based on the approved proprietary and patented
technology of Guard Libang. Guard Libang is the sole system
provider to the SC business in China Welfare Lottery. Our SC
business covers 14 provinces and we plan to further expand our
coverage in SC business by expanding into more provinces in
China. Our Group's revenue from the SC business is based on a
revenue sharing model.
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Management Discussion and Analysis (continued)

Instant Ticket Games have seen its fair share of ups and downs
in the past and has, in our view, rejuvenated after the re-launch
of the SC business in 2005 with improved anti-counterfeiting
measures and more efficient system and distribution support.
With the implementation of the 2D bar code verification system
and the logistical tracking system, the SC business has gradually
regained confidence and popularities with the general public in
China which led to a speedy recovery in its sales. In 2005, SC
games generated approximately RMB100 million in ticket sales
and the figure has already exceeded RMB500 million in 2006.
We are very much encouraged by the growth of the SC business
in 2006 (i.e. a growth of approximately 500% in a year). We are
committed to further developing the SC business in China in
2007 and beyond and we believe that substantial growth
opportunities still lie ahead in the coming years.

Sports Lottery

Through our subsidiary Kingsail, our Group is one of the 7 licensed
providers to the China Sports Lottery Computer Ticket Games
("Sports CTG"). At the end of 2006, our Group has already won
contracts to supply Sports CTG to 2 provinces in China and since
then a further province has been added to the list in 2007.
Looking into 2007, more provinces will be inviting tender for
their Sports CTG systems and our Group will continue its efforts
to increase our participations in the Sports CTG market. Since
the acquisition of Kingsail was only completed in late December
2006, the results of Kingsail have not been included in the results
of the Group for the year ended 31 December 2006.

The results of the lottery business was encouraging. The post-
acquisition turnover of the lottery business was approximately
HK$115,043,000, representing 66% of the total turnover. Profit
arising from this segment amounted to approximately
HK$39,676,000.

Money Lending

Interest income from money lending decreased slightly by 16%
to HK$10,943,000 (2005: HK$13,071,000). The Group will
continue to adopt strict credit monitoring measures on loan
lending.

BIEE WA (8)

BE BRAZEEBMSKERR AW BHEE
RBNR BRNGIERDHEESIAT A
EXEBR _ZTTERFEFRATS BMA_#
{ERAS B3 7 B0 e W B Mt R At B R IR 1B R
ERAZEBAAREGNELRIBMEERE
B MEHENMAEQEENFEKRKF-R-_TF
hE NRREBHERBOARE1ET ME
ERE_TZERFEABEBARBSET-BIF
FEBNR _ZTARENERE BEESRARE T
DEFE (—FIEBRBIH500%) BFAR-FE
TFEBBNE - PHEPEIFAZEER RMMA
EARRDEARFENERKS-

g

BEXE

BRMBAR NG FERTHERRA?
RAPEREYRRHEMTEREE ([1BF
BERER])RBHNARZ—-R_ZTREFE"
ERIIBGARETEEHREBMNEEYE
MEH BR ER_TTLFMAZ—EEGH-
RE-_ZTLFERERELENABANREY
EEGETHRRE SEQRES ) £—F2HE
BANBELEM S RN KESNE 2 FER
“EERFT_ABRNATR BN EEEHE
“EERFET A=t -HLEFEZREALRX
BRENRFzRE-

<
m

i)
fiig

HE oA

FAREER I EES AT E - CEEBRIE
EPEEKEZEEFELA115,043,0008 7T 16
REBBRLERTHE% - FALLDHZHEMN A
39,676,000 T ©

BERER

EREBZFBWARE16% 210,943,000/
T (ZZEZTRF:13,071,0008 T) - EE RN EH
B ESEERDNEENEEEEE G

HELRIZEBRERART —ZEAEER



Management Discussion and Analysis (continued)

BEEwm L (8)

Investment Trading and Holding

In view of huge activities in the capital market and buoyant IPO
activities during the year, turnover increased to HK$29,790,000
and the segment profit was HK$21,097,000 which included the
unrealized profit on securities amounted to HK$15,412,000. The
Group is optimistic to see income generated from this business
segment.

Financial Services

Notwithstanding a surge of securities trading volume on the Stock
Exchange that the average daily turnover increased from HK$18.3
billion in 2005 to HK$33.9 billion in 2006, the performance of
the Group’s broking business and asset management business
was affected by increase in interest rate and operating costs as
well as keen competition in the industry, including securities
trading services offered by retail banks. Turnover of the Group’s
financial services decreased by 35% to HK$18,107,000,
representing 10% of the total turnover.

Looking Ahead

According to the Ministry of Finance People’s Republic of China,
the annual sales of lotteries amounted to RMB81.9 billion in
2006. The sales of Welfare Lottery was RMB49 billion in 2006,
representing an increase of 20% from 2005, on the other hand,
the sales of Sports Lottery increased by RMB2.1 billion to RMB32.3
billion in 2006. According to the Development Research Center
of State Council PR China, total lottery revenues in China are
forecast to reach RMB100 billion in 2007. We are optimistic
about the prospect of the lottery market in China in the coming
year. Together with the determination of the Chinese government
to clamp down on illegal gambling, the Group believes that there
will be a huge growth potential in the lottery market in China.
We will continue to identify appropriate investment opportunities
to enhance the Group's revenue base and profitability.

Subsequent to the year end in March 2007, the Group entered
into two agreements to further acquire an aggregate of 18.94%
interest in Sinodata for a total consideration of HK$235,250,000.
Upon completion of the acquisitions, its shareholding in Sinodata
will increase to approximately 65%. Details of the transactions
are set out in the Company’s announcement dated 22 March
2007.
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Management Discussion and Analysis (continued)

In April 2007, the Group further extended its market reach to
more provinces in the lottery market in China. Sinodata was
awarded the contract to provide lottery system software and
machines for Xizang (Tibet Autonomous Region) Welfare Lottery
Issuance Centre for its Welfare CTG games, while Kingsail secured
contract with Sports Lottery Issuance Centre in Liaoning to supply
Sports CTG terminals.

During the year, the Group has been proactively identifying
suitable investment opportunities in order to enhance the Group’s
income base and profitability. The Group will continue to focus
on lottery-related businesses in China and put in more resources
to offer more comprehensive and quality services to the lottery
market with a view to enriching its business portfolio and bringing
long-term stable returns to our shareholders.

FINANCIAL REVIEW

Result

For the year ended 31 December 2006, the Group recorded a
turnover of HK$173,883,000 (2005: HK$41,938,000),
representing an increase of 315% over the last year. The increase
was mainly attributable to the Group’s lottery business in China
which achieved a turnover of HK$115,043,000 (represented a
partial year impact on turnover after the completion of the
respective acquisition in July 2006) and also partly due to the
growth in investment trading and holdings activities. Turnover
from the trading of listed securities increased to HK$29,137,000
for the year ended 31 December 2006 (2005: HK$617,000).

Profit attributable to shareholders for the year was
HK$11,170,000 (2005: loss of HK$50,700,000). The earnings
per share was 0.26 cents (2005: loss per share of 1.69 cents).
Fully diluted earnings per share was 0.25 cents (2005: Nil).

Liquidity, Financial Resources and Funding

At 31 December 2006, the Group’s total equity amounted to
HK$930,044,000 as compared to HK$114,572,000 at the end of
the previous year. The net increase in equity was mainly attributed
to the completion of the capital raising exercises by the Company
during the year. The proceeds from the capital raising exercises
were mainly used to finance the acquisition of the lottery business
in China and to strengthen the working capital base of the Group.
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Management Discussion and Analysis (continued)

BEEwm L (8)

At 31 December 2006, the Group had cash reserves of
approximately HK$164,867,000 (2005: HK$27,181,000), which
include approximately HK$17,633,000 (2005: HK$22,161,000)
of clients’ funds that were kept in designated segregated bank
accounts.

The gearing ratio as at 31 December 2006 was 14.89% (2005:
179%). The gearing ratio was derived by dividing the aggregate
of bank borrowings by the amount of shareholders’ equity. The
liquidity ratio of the Group, represented by a ratio between
current assets over current liabilities, was 341% (2005: 142%).

The Group had outstanding bank borrowings as at 31 December
2006 of HK$138,444,000 (2005: HK$205,579,000). The bank
borrowings were denominated in Hong Kong dollars and Renminbi
and interest bearing at prevailing commercial lending rates. The
Group's bank deposit of HK$123,304,000 and listed investments
belonging to clients were pledged to secure these bank
borrowings which were used to finance the Group’s operations.
We expect that all these borrowings will be repaid by internal
generated funds. Subsequently after the year end, the secured
loan of HK$122,509,000 has been repaid.

Taking into account the financial resources available to the Group
including internally generated funds and available banking
facilities, the Group has sufficient working capital to meet its
present requirements.

Pledge of Assets

At 31 December 2006, the Group’'s bank deposit of
HK$123,304,000 and listed investments belonging to clients and
the Group with total market value of approximately
HK$21,871,000 and HK$nil respectively (2005: HK$89,042,000
and HK$13,348,000 respectively) were pledged to banks to secure
the bank borrowings granted to the Group. Subsequently after
the year end, the charge on the pledged deposit has been released
as a result of repayment of certain bank borrowings after year
end.
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Management Discussion and Analysis (continued)

Share Capital

During the year, the Company issued 1,200,000,000 new shares
of HK$0.01 each at a price of HK$0.2 per share pursuant to a
subscription agreement dated 23 March 2006. Details of which
are set out in the circular of the Company dated 12 June 2006.
730,000,000 new shares of HK$0.01 each were issued at a price
of HK$0.35 per share pursuant to a subscription agreement dated
1 August 2006 as amended by a supplemental agreement dated
2 August 2006.

Pursuant to the share purchase agreement dated 15 March 2006,
500,000,000 new shares of HK$0.01 each were issued by the
Company in July 2006 at a price of HK$0.15 per share to satisfy
part of the consideration for the acquisition of the entire issued
share capital of Multi Glory Limited. Details of the acquisition
are set out in the Company’s circular dated 12 June 2006.

Pursuant to the share purchase agreement dated 25 July 2006,
240,000,000 new shares of HK$0.01 each were issued by the
Company in November 2006 at a price of HK$0.37 per share to
satisfy part of the consideration for the acquisition of the entire
issued share capital of Happy Sun Technologies Ltd. Details of
the acquisition are set out in the Company’s circular dated 18
August 2006.

247,000,000 new shares of HK$0.01 each were issued and
allotted during the year upon exercise of share options granted
by the Company.

Save as the above, there was no change in the Company’s capital
structure during the year ended 31 December 2006.
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Management Discussion and Analysis (continued)

BEEwm L (8)

Exchange Rate Risk

All the Group’s assets, liabilities and transactions are denominated
either in Hong Kong dollar or Renminbi. The Group did not enter
into any foreign exchange forward contracts to hedge against
exchange rates fluctuations. Foreign exchange risk arising from
the normal course of operations is considered to be minimal and
the management will closely monitor the fluctuation in the
currency and take appropriate actions when condition arises.

Material Acquisitions and Disposals of
Subsidiaries

On 15 March 2006, the Group entered into a share purchase
agreement with Magic Dynasty Limited under which the Group
agreed to acquire the entire issued share capital of Multi Glory
Limited, a company which was holding an indirect interest in
45.436% of the registered capital of Sinodata. The consideration
payable for the acquisition is HK$227,880,000 which is to be
satisfied as to HK$152,880,000 in cash and as to HK$75,000,000
by the issue of 500,000,000 consideration shares at a price of
HK$0.15 per share. Details of the acquisition are set out in the
Company’s circular dated 12 June 2006. The transaction has been
completed in July 2006.

On 25 July 2006, the Group entered into a share purchase
agreement with Gain Silver International Limited under which
the Group agreed to acquire the entire share capital of Happy
Sun Technologies Ltd which, upon completion, will indirectly own
70% of Guard Libang. The consideration payable for the
acquisition is HK$157,040,000 which is to be satisfied as to
HK$68,240,000 in cash and as to HK$88,800,000 by the issue
of 240,000,000 consideration shares at a price of HK$0.37 per
share. Details of the acquisition are set out in the Company’s
circular dated 18 August 2006. The transaction has been
completed in November 2006.
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Management Discussion and Analysis (continued)

On 8 August 2006, the Group entered into a sale and purchase
agreement with Grand Langley Limited for the acquisition of the
entire issued share capital of Pentium Win Limited at the
consideration of HK$29,000,000. Upon completion of the
transaction, Pentium Win Limited shall be indirectly interested in
58% of the registered capital of Kingsail. Details of the acquisition
are set out in the Company’s announcement dated 9 August
2006. The transaction has been completed in December 2006.

Apart from the above, the Group had no material acquisition
and disposal of subsidiaries during the year ended 31 December
2006.

Human Resources
As at 31 December 2006, the Group had 406 employees.

The Group remunerated its employee mainly based on the
individual's performance and experience. Apart from the basic
remuneration, discretionary bonus and share options may be
granted to eligible employees by reference to the Group’s
performance as well as individual’s performance.

The Group will continue to emphasize on staff training and total
quality management to better prepare its staff for the upcoming
changes and challenges in the market and industry.

APPRECIATION

On behalf of the Board, | would like to take this opportunity to
express my sincere thanks to all our shareholders and business
partners for their continuous support, and to our management
and staff for their dedication to the Group throughout the year.

For and on behalf of the Board

Chan How Chung, Victor
Executive Director

Hong Kong, 27 April 2007
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Biographical Details of Directors and Senior Management

EENERERAEBRE

EXECUTIVE DIRECTORS

CHAN How Chung, Victor, aged 46, was appointed as an
executive director of the Company on 4 July 2002. Mr Chan is
responsible for the strategic development and overall operations
of the Group. He holds a LLB degree and is a professionally
gualified accountant. He has over 22 years of experience in
corporate restructurings and reorganizations, mergers and
acquisitions, primary and secondary capital raisings, wealth
management and corporate finance.

BOO Chun Lon, aged 42, was appointed as an executive director
of the Company on 14 September 2004 and is responsible for
the development of the Group. He holds a bachelor degree of
arts from the University of Winnipeg in Canada. Prior to joining
the Company, he has been the marketing manager of Great
Tone Limited, an international manufacturing company.
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Biographical Details of Directors and Senior Management (continued)

INDEPENDENT NON-EXECUTIVE DIRECTORS
YUEN Wai Ho, aged 47, obtained a master in business
administration from the University of Bath in England in 1988.
Mr Yuen is a fellow member of both the Hong Kong Institute of
Certified Public Accountants and the Association of Chartered
Certified Accountants, an associate member of the Chartered
Institute of Management Accountants and the Institute of
Chartered Secretaries & Administrators. Mr Yuen has more than
20 years of experience in auditing and commercial fields, 10 of
which were working in multinational companies. He is currently
a partner of a firm of certified public accountants. Prior to that,
Mr Yuen served as Group Financial Controller of a listed company
in Hong Kong.

CHOW Siu Ngor, aged 51, is a practicing solicitor in Hong Kong.
Mr Chow graduated from the Chinese University of Hong Kong
in 1981 with an honors degree in Social Science. He then obtained
an honors degree in Laws from the University of Birmingham in
1987. Mr Chow was admitted as a solicitor of the Supreme
Court of Hong Kong in 1990 and has been in private practice
since then. Currently, Mr Chow is a Partner of Arculli Fong & Ng,
Solicitors. Mr Chow also serves as an independent non-executive
director of four other listed companies in Hong Kong namely
CCT Tech International Limited, eForce Holdings Limited, China
Solar Energy Holdings Limited and Premium Land Limited
respectively.

LEE Ka Lun, aged 52, is a fellow member of the Association of
Chartered Certified Accountants in UK and a member of the
Hong Kong Institute of Certified Public Accountants and is
currently a director of Lloyds TSB Pacific Limited. Mr Lee also
serves as an independent non-executive director of three other
listed companies in Hong Kong namely Denway Motors Limited,
Chow Sang Sang Holdings International Limited and Guangzhou
Investment Company Limited.
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Biographical Details of Directors and Senior Management (continued)

EENSMEEABRE (B)

SENIOR MANAGEMENT

HUNG Hing Wai, aged 51, is a director of REXCAPITAL Securities
Limited and is responsible for supervising the dealing activities
and certain approval functions like credit approval of the Group.
Mr Hung has about 25 years of experience in the industry.

LI Kwok Tung, aged 35, is the responsible officer of REXCAPITAL
Securities Limited, REXCAPITAL Futures Limited and REXCAPITAL
Asset Management Limited. Mr Li has over 18 years experience
in the finance sector and is mainly responsible for the
management of the Group’s securities and futures business.

WOO Ming Wah, aged 36, is the Financial Controller of the
Group. Mr Woo is an associate member of the Hong Kong Society
of Accountants and a member of the Amanican Institute of
Certified Public Accountants. Mr Woo has over 10 years of
experience in the field of auditing and financial management.
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XIONG Wei, aged 43, an executive director of Beijing Guard
Libang Technology Co., Ltd. Mr Xiong holds a bachelor degree
of Economics from Jiangxi University of Finance & Economics. He
worked in Bank of China (Jiangxi Branch), Hainan Chong Huang
Investment Company and Hubei Oriental Investment Co., Ltd,
and has over 20 years experience in banking business and
emerging markets development and management. Mr Xiong
joined Beijing Guard Libang Technology Co., Ltd since 2005 as
the general manager.

WANG Xiangbo, aged 45, is the chairman and general manager
of Beijing Guard Libang Technology Co., Ltd. Mr Wang graduated
from the Hunan University with a master degree in Business
Administration. Prior to joining Guard Libang, he was appointed
as vice president of China Southern Airlines Power Machinery
Company in 1993 and was responsible for sales. He specialized
in large scale operation management and international venture,
especially in nationwide marketing management. He was the
general manager of Tianjin Nankai Co., Ltd., a listed company in
China between 2000 to 2003. Mr Wang joined Beijing Guard
Libang Technology Co., Ltd since 2004.

ZHAO Xuejun, aged 41, was appointed as a director and general
manager of Shenzhen Sinodata Technology Co., Ltd. and is
responsible for the overall operational management of Sinodata.
Mr Zhao holds a M.Sc. and a Ph.D degree of photoelectric
equipment and mechanical engineering from Chongging
University. He joined Sinodata in 1998 and has been engaged in
the research and development and project management work on
lottery system solutions, and equipment as well as lottery games
for long time. He has led the planning and implementation of
issuance and administration system of Computer Ticket Games
in welfare lottery for 13 provinces in China and has extensive
experience in lottery development strategy, technology R&D and
corporate management.

Management For Lottery Business

FVERBEEAR

REAR 4350 RILRXEHAMEBR AR ZH
TEF-REEEERTEIAVKKRE A
HEBEET B -HEERNTREBTIAESD
T HEESEESETEREAFARFEMIER
FTREBRQR RBITEBHRFEMGHFREA
HERETHAEBB20FEELR -RAELEN
2005 MMAE R KB AR XER A BEAL
e

EMRE 455 RIERREMNARZER QG Z
EERRBEEE-TAASENTEARERE
HEIBEEBIT S -RINAXERBAT K
BR193FELZEATEE I MEE WA
RZEBE BELARZITHEIE-HEMRK
AR/ EEREEREE SRI22BME
ZATHEE IR T 1E- 720004 = 20034F M« 1) E 1T
KEFRAXERODERAR (—KRFAREWmZ
NA)) ZHELE T A R2004F I AL R K E
MARBEERAA]-

HEBE 415 BRER/RITELBERTA
RARZEZERAKE AERARZHEKEE
B HALEERBEREABRAERT Has LEMR
ZEESRTRTEELEM - RN 1998F N
AR REREXRRAGBARAT R BOIRE
RFEZITUENMEMBEREE TIE-RRBE TN
TERIBEEEMBENEERTREERGN
RELERIE HEEXEBERBE HEK
MERME CELLEREHEARRZNE
RMEEN&R-

WESBERERAR —RE)

b
ﬂ;
1
#

17



Management For Lottery Business (continued)

FEXRBEEAR (B)

XU Siping, aged 48, is the deputy chairman and consultant of
Shenzhen Sinodata Technology Co., Ltd. Mr Xu graduated from
Dalian University of Technology. He has years of extensive
experience in lottery industry in China, including State
development policy, corporate operating strategy, market
operation and management of investment assets.

PAN Baochang, aged 57, the consultant and chief scientist of
Shenzhen Sinodata Technology Co., Ltd. Mr Pan holds a Ph.D of
photoelectric equipment and mechanical engineering from
Chongqging University. Mr Pan has great achievement and
contributions in the research and product development of
computer image processing and intelligence identification
technology, auto reading system, lottery issuance and
administration system.

PAN Jingiang, aged 52, is the director of Shenzhen Sinodata
Technology Co., Ltd. Mr Pan is a senior economist with
qualification in Industrial Management from China Central Radio
and TV University and EMBA from Tsinghua University. Mr Pan
was formerly the director of Sichuan Leshan Bixi Information
Technology Research Institute. He has been working in the lottery
industry in China since 1993 and has rich managerial experience
and unique point of view on the development of the industry,
community relation, as well as development strategy, operational
management and asset management of lottery enterprise.
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Management For Lottery Business (continued)

XU Sifan, aged 48, is the consultant of Shenzhen Sinodata
Technology Co., Ltd. Mr Xu is an engineer, registered architect
and holds a MBA degree. He was formerly the official engineer
and the principal of Jiangxi Jingde Residential Design Institute,
deputy manager of Jingdezhengshi Zhongkian Gongcheng Jianshe
Bangongshi, deputy chief commander of Jiangxi Jingde Airport
Engineering Work, director and deputy general manager of
Sinodata. He has years of extensive experience in the lottery
industry in China, lottery development strategy, operational
management, supplier management, marketing and customer
service.

ZHU Yi, aged 39, is the deputy general manager of Shenzhen
Sinodata Technology Co., Ltd. is in charge of the marketing
functions. He graduated from Chongging University with a
bachelor degree of Electrical Engineering. Since 1993, Mr Zhu
has been working in the lottery industry of China. He has long
been engaged in the research and development of the lottery
market, and is responsible for the sales and marketing of the
Computer Ticket Games project of more than ten provinces in
China. He has extensive experience and has outstanding
achievements in anticipating the development trend of the lottery
industry, capturing marketing opportunities and market operation.

LI Xue Jun, aged 33, was appointed as supervisor of Shenzhen
Sinodata Technology Co., Ltd. in January 2005. He is currently
the deputy general manager of the Company, and is in charge
of technical matters. He graduated from Chongging University in
the department of photoelectric equipment and mechanical
engineering with a master degree in Engineering. Mr. Li has
been responsible for the planning and development of the lottery
issue and management system. He has completed the
implementation of the technological solutions and engineering
tasks of the Computer Ticket Games issue and management
system in 13 provinces in China, with which he was awarded the
prize of “Excellent New Product” of the Guangdong Province
and a number of national patents. With extensive experience in
the planning of total lottery solutions and the development and
implementation of relevant products, he has exceptional insights
into and practical experience of the application of relevant lottery
technologies and their development prospects.
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Corporate Governance Report

NN
TEEBRRE

CODE ON CORPORATE GOVERNANCE
PRACTICES

The Company is committed to maintain a high standard of
corporate governance practices as set out in the Code on
Corporate Governance Practice (the “Code”) in Appendix 14 of
the Rules Governing the Listing of Securities of The Stock
Exchange of Hong Kong Limited (the “Listing Rules”).

The corporate governance principles of the Company emphasize
a quality board of directors, sound internal control, principles
and transparency and accountability to all shareholders of the
Company. The Company has complied with the Code throughout
the accounting period covered by this report except in certain
circumstances which are provided and discussed in the latter
part of this report.

BOARD OF DIRECTORS

The directors of the Company (the “Directors”) are collectively
responsible for the oversight of the management of business
and affairs of the Group of the best interest of the shareholders
of the Company. The Board currently comprises a total of five
Directors, with two Executive Directors namely Mr Chan How
Chung, Victor and Mr Boo Chun Lon and three Independent
Non-executive Directors namely Mr Yuen Wai Ho, Mr Chow Siu
Ngor and Mr On Kien Quoc. On 17 April 2007, Mr On Kien Quoc
resigned as an Independent Non-executive Director and Mr Lee
Ka Lun was appointed as an Independent Non-executive Director
on the same date. The biographic details of the Directors are set
out on pages 14 to 15.

All Independent Non-executive Directors are financially
independent from the Group. The Company confirmed with all
Independent Non-executive Directors as to their independence
with reference to the factors as set out in Rule 3.13 of the
Listing Rules.

The Board is collectively responsible for the formulating of the
Group's overall strategy, reviewing and monitoring the business
performance of the Group, preparing and approving financial
statements, recommendation of the Directors’ appointment or
re-appointment, considering and approving material contracts and
transactions as well as other significant policy and financial
matters. The Board also gives clear directions as to the powers
delegated to the management for the day-to-day operation and
administration functions of the Group.
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Corporate Governance Report (continued)

tERER®E (&)

There were six board meetings held for the year ended 31 #HE-ZZEZXF+_A=+—HUIEFE EFTg

December 2006. The following was an attendance record of the EBR{ITAAXEZTESEHZ - UTAEZTSNRNFAR

board meetings held by the Board during the year: TEEggR B RELH:

Executive Directors HITESF

Chan How Chung, Victor ﬁ%ﬁ@ 6/6 100%

Lee Huei Lin (Note) ¥ (FsE) 3/4 75%
(retired on 19 June 2006) (EA EERFNATHABEMD)

Boo Chun Lon AR % B 5/6 83%

Independent Non-executive Directors B F#7TEE

Yuen Wai Ho B 12 & 5/6 83%

On Kien Quoc o B ER 4/6 67%
(resigned on 17 April 2007) (RZZEZEFWNATEHET)

Chow Siu Ngor BN E 6/6 100%

Note: B

Ms Lee Huei Lin ceased to be an executive director of the Company since 19 ZFEBRLZITEH-_TTEFNATABRTBEALAR

June 2006 and there were totally four board meetings held for the period
from 1 January 2006 to 16 June 2006.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER
The Company does not at present have a Chairman nor a Chief
Executive Officer. Nevertheless, the main duties and
responsibilities of a Chairman and a Chief Executive Officer are
currently held by separate individuals with written guidelines for
the division of responsibilities with a view to maintain an effective
segregation of duties between the management of the Board
and the day-to-day management of the Group’s business and
operations.

The Company will continue to review the effectiveness of the
Group's corporate governance structure and consider the
appointment of a Chairman of the Board and a Chief Executive
Officer if candidates with suitable leadership, knowledge, skills
and experience can be identified within or outside the Group.
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Corporate Governance Report (continued)

TERERME (8)

REMUNERATION COMMITTEE

The Remuneration Committee was established on 23 September
2005. It currently consists of three Independent Non-executive
Directors of the Company namely Mr Yuen Wai Ho, Mr Chow Siu
Ngor (as Chairman) and Mr On Kien Quoc (resigned as a member
on 17 April 2007). Mr Lee Ka Lun was appointed as a member
on 17 April 2007.

The main responsibilities of the Remuneration Committee are:

1. To make recommendations to the board on the Company’s
policy and structure for all remuneration of Directors and
senior management;

2. To have the delegated responsibility to determine the specific
remuneration packages of all executive Directors and senior
management;

3.  To review and approve performance-based remuneration by
reference to corporate goals and objectives resolved by the
Board from time to time;

4. To review and approve the compensation payable to
executive Directors and senior management in connection

with any loss or termination of their office;

5.  To review and approve compensation arrangements relating
to dismissal or removal of Directors; and

6.  To ensure that no Director or any of his associates is involved
in deciding his own remuneration.
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Corporate Governance Report (continued)

There was one meeting held for the year ended 31 December
2006. The following was an attendance record of the
remuneration committee meeting held by the Remuneration
Committee Meeting during the year:

tERER®E (&)

HE_ZZRE+_A=T—BLEFE FMWE
=8 —REF-UNTRFHZEENEFR

Remuneration Committee Members FWZEemKE

Yuen Wai Ho b 42 = 1/1 100%
On Kien Quoc (resigned on 17 April 2007) BB E® (R -_ZZT+FWNA++LBHEHET) 0/1 0%
Chow Siu Ngor /N E 1/1 100%

The remuneration packages of the Board for the year ended 31
December 2006 had been reviewed by the Remuneration
Committee and approved by the Board by taking into
consideration factors such as salaries paid by comparable
companies, time commitment, responsibility, market conditions
elsewhere in the Group and desirability of performance-based
remuneration.

AUDIT COMMITTEE

The Audit Committee was established on 28 September 2000. It
currently consists of three Independent Non-executive Directors
of the Company namely Mr Yuen Wai Ho (as Chairman), Mr
Chow Siu Ngor and Mr On Kien Quoc (resigned on 17 April
2007). Mr Lee Ka Lun was appointed as a member on 17 April
2007.

The main responsibilities of the Audit Committee are:

1. To review the accounting principles and practices adopted
by the group; and

2. To review the financial reporting process and internal control
system of the Group.
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Corporate Governance Report (continued)

TERERME (8)

There were two Audit Committee meetings held for the year HE-_ZEZEXF+_A=+—HILFE FZZ

ended 31 December 2006. The following was an attendance EBE&ERTMAETHZ - U TARFRETHER

record of the Audit Committee meetings held during the year: ZEgERILFELH:

Audit Committee Members ERZEEMKA

Yuen Wai Ho B i@ = 2/2 100%

On Kien Quoc m B EX 1/2 50%
(resigned on 17 April 2007) (RZZEZTLFNA+EHBMT)

Chow Siu Ngor /N E 2/2 100%

The Audit Committee reviewed the independence and objectivity
of the external auditors, the scope of audit services and related
audit fees payable to the external auditors for the Board’s
approval. The Audit Committee met and discussed with the
external auditors on their audit strategy and assessment of the
sufficiency of the internal control of the Company.

The Audit Committee recommends the re-appointment of Ting
Ho Kwan & Chan as the Group’s external auditor for 2007 and
that the resolution shall be put forth for the shareholders of the
Company to consider and approve at the forthcoming annual
general meeting.

AUDITORS’ REMUNERATION

During the year the remuneration paid to the Company’s external
auditors, Ting Ho Kwan & Chan, Certified Public Accountants,
for statutory audit and other services were approximately
HK$1,000,000 and HK$750,000 respectively. The non-statutory
audit services mainly consist of preparation of accountants’ report
for the acquisition of Multi Glory Limited by the Group.
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Corporate Governance Report (continued)

NOMINATION OF DIRECTORS

Company has not formed Nomination Committee. No director
was nominated during the year ended 31 December 2006.

According to the bye-laws of the Company (“Bye-laws"”), the
Company may from time to time in general meeting by ordinary
resolution elect any person to be a Director to fill a casual vacancy
or as an addition to the Board. The Board also has the power to
appoint any person to be a Director to fill a casual vacancy or as
an addition to the Board and such appointment shall be subject
to shareholders’ approval in general meeting.

DIRECTORS’ SECURITIES TRANSACTIONS

During the year ended 31 December 2006, the Company has
adopted the Model Code for Securities Transactions by Directors
of Listed Issuers (the “Model Code"”) as set out in Appendix 10
of the Listing Rules as the code for dealing in securities of the
Company by the Directors. Having made specific enquiry, all the
Directors confirmed that they have complied with the required
standard set out in the Model Code throughout the year.

COMPLIANCE WITH THE CODE PROVISIONS

None of the Directors is aware of any information which would
reasonably indicate that the Company is not, or was not,
throughout the year, in compliance with the Code as set out in
Appendix 14 to the Listing Rules, except that Code Provision
A.4.1 requires that non-executive directors should be appointed
for a specific term, subject to re-election. Currently the
Independent Non-executive Directors are not appointed for a
specific term, but are subject to retirement by rotation at the
Company’s annual general meeting as specified in the Bye-laws.
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Corporate Governance Report (continued)
rEERME (B)

DIRECTORS’ AND AUDITORS’ RESPONSIBILITIES
FOR FINANCIAL STATEMENTS

The Directors acknowledge their responsibilities to prepare
financial statements for each financial year which give a true
and fair view of the state of affairs of the Group. In preparing
the financial statements for the year ended 31 December 2006,
the Directors have adopted suitable accounting polices 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 financial statements on the
going concern basis.

The responsibilities of the Directors for the financial statements
and those for the auditors to the shareholders are set out on
page 37.

INTERNAL CONTROL

To protect its assets and to ensure the accuracy and reliability of
the financial information that the Company employs in its business
or releases to the public, the Company conducts regular reviews
of the effectiveness of the Group’s internal controls. The scope
of these reviews includes, among others, finance, operations,
regulation compliance and risk management.
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The Directors submit herewith their report together with the
audited financial statements of the Company and the Group for
the year ended 31 December 2006.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding. Its
subsidiaries are principally engaged in lottery system and games
design business and the provision of financial services including
securities broking and margin financing, money lending and
investment trading and holding.

SUBSIDIARIES

Particulars of the Company’s principal subsidiaries are set out in
note 21 to the financial statements.

RESULTS

The results of the Group for the year ended 31 December 2006
and the state of the Company’s and the Group’s affairs as at that
date are set out in the financial statements on pages 39 to 123.

The Directors do not recommend the payment of any dividend in
respect of the year ended 31 December 2006.

SHARE CAPITAL

Details of the movements in share capital of the Company during
the year are set out in note 29 to the financial statements.

RESERVES

Details of movements during the year in the reserves of the
Group and the Company are set out in note 33 to the financial
statements.

MAJOR CUSTOMERS AND SUPPLIERS

For the year ended 31 December 2006, the Group made 60% of
its entire sales to five customers and sales to the largest customer
included therein amounted to approximately 14%.

Purchases from the Group’s five largest suppliers accounted for
approximately 60% of the total purchases for the year and
purchases from the largest supplier included therein amounted
to approximately 19%.

None of the Directors, or any of their associates or any other
shareholders, which, to the best knowledge of the Directors,
owns more than 5% of the Company’s issued share capital, had
any beneficial interest in the Group’s five largest customers and
five largest suppliers during the year.

PROPERTY, PLANT AND EQUIPMENT

Details of movements in property, plant and equipment during
the year are set out in note 16 to the financial statements.
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Directors’ Report (continued)
EEEWmE (&)

DIRECTORS

The Directors during the financial year and up to the date of this
report were:

Executive Directors

Chan How Chung, Victor

Boo Chun Lon

Lee Huei Lin (retired on 19 June 2006)

Independent Non-executive Directors
Yuen Wai Ho

Chow Siu Ngor

Lee Ka Lun (appointed on 17 April 2007)

On Kien Quoc (resigned on 17 April 2007)

In accordance with bye-law 99 of the Bye-laws, Mr Boo Chun
Lon and Mr Chow Siu Ngor shall respectively retire and are eligible
for re-election at the forthcoming annual general meeting. Mr
Boo Chun Lon and Mr Chow Siu Ngor offer themselves for re-
election at the forthcoming annual general meeting.

Mr Lee Ka Lon was appointed as a Director on 17 April 2007 to
fill a casual vacancy. In accordance with bye-law 102(B) of the
Bye-laws, Mr Lee Ka Lun shall retire at the forthcoming general
meeting and, being eligible, offers himself for re-election.

DIRECTORS’ SERVICE CONTRACTS

No Director proposed for re-election and re-appointment at the
forthcoming annual general meeting has an unexpired service
contract, which is not determinable by the Company or any of
its subsidiaries within one year without payment of compensation,
other than normal statutory compensation.

DIRECTORS’ INTERESTS IN CONTRACTS

Details of the Directors’ interests in contracts are set out in note
37 to the financial statements.

Save as disclosed above, no other contracts of significance to
which the Company, its holding companies, its fellow subsidiaries
or any of its subsidiaries was a party and in which a Director had
a material interest, subsisted at the end of the year or at any
time during the year.
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DIRECTORS’ AND CHIEF EXECUTIVES’
INTERESTS IN SECURITIES

As at 31 December 2006, the interests or short positions of the
Directors and chief executives and their associates in the shares
of the Company as recorded in the register maintained by the
Company pursuant to Section 352 of the Securities and Futures
Ordinance (the “SFO") or as otherwise notified to the Company
and The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”) pursuant to the Model Code were as follows:

Long position in the ordinary shares of HK$0.01

each (“Shares”) in the Company

Name of Director Number of Shares

Type of interest

Directors’ Report (continued)
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Chan How Chung, Victor 717,902,690 Interest of a controlled 12.13%
("Mr Chan") (Note) corporation

PBREFR([BREAE]) (K3E) ZEHARER

Note:

Mr Chan was taken to be interested in these Shares by virtue of his 100%
attributable shareholding interest in TingKong-RexCapital Holdings Limited.
TingKong-RexCapital Holdings Limited is a contributory of TKR Finance Limited
("TKR") (in ligquidation), which had a security interest over such Shares. TKR
was wholly owned by TingKong-RexCapital Holdings Limited, which in turn
was indirectly wholly owned by Mr Chan.

Save as disclosed above, as at 31 December 2006, none of the
Directors or chief executives, nor their associates, had any interests
or short positions in the 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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Directors’ Report (continued)
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SHARE OPTIONS

The following is a summary of the principal terms of the share
option scheme adopted by the Company on 22 November 2002
(the “Scheme”).

The purpose of the Scheme is to enable the Company to grant
options to executives and employees of the Group and other
persons who have make a contribution to the Group as incentives
and/or rewards for their contributions to the Company or its
subsidiaries.

According to the Scheme, the Board may grant options to the
eligible participants as defined in the Scheme to subscribe for
such number of shares as the Board may determine. Options
granted should be accepted within 30 days from the date of
offer. Upon acceptance of the options, the grantee shall pay
HK$1.00 to the Company by way of consideration for the grant.

The exercise price of options shall be determined by the Board,
save that such price will not be less than the highest of (a) the
closing price of the shares as stated in the Stock Exchange's
daily quotations sheet on the date of grant, which must be a
business day; (b) the average of the closing prices of the shares
as stated in the Stock Exchange’s daily quotations sheet for the
five business days immediately preceding the date of grant, and
(c) the nominal value of a share.

The maximum number of shares which may be issued upon
exercise of all options to be granted under the Scheme and any
other share option scheme(s) of the Company must not exceed
10% of the issued share capital of the Company on the date of
approval and adoption of the Scheme provided that the Company
may at any time seek approval from its shareholders to refresh
the limit to 10% of the shares in issue as at the date of approval
by the shareholders in general meeting where such limit is
refreshed. Options previously granted under any share option
schemes of the Company (including those outstanding, cancelled,
lapsed in accordance with such schemes or exercised options)
will not be counted for the purpose of calculating the limit as
refreshed.
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SHARE OPTIONS (continued)

The total number of shares issued and which may fall to be
issued upon exercise of the options granted under the Scheme
and any other share option scheme(s) of the Company (including
exercised, cancelled and outstanding options) to each eligible
participant in any 12-month period up to and including the date
of grant shall not exceed 1% of the shares in issue as at the
date of grant. Options granted to substantial shareholders or
independent non-executive directors in excess of 0.1% of the
Company's issued share capital on the date of grant or with a
value in excess of HK$5,000,000 must be approved in advance
by the Company's shareholders.

The period during which an option may be exercised will be
determined by the Board at its absolute discretion, save that no
options can be exercised more than 10 years after it has been
granted. There is no general requirement that an option must be
held for any minimum period before it can be exercised. The
Scheme will expire on 22 November 2012.

At 31 December 2006, no Director had any interests in options
to subscribe for shares of the Company. During the year ended
31 December 2006, 156,000,000 number of share options were
granted under the Scheme. The closing price of the Shares on
5 July 2006, being the trading date immediately before the date
of grant of such options was HK$0.305. The total number of
Shares available for issue under the Scheme was
365,600,000 Shares (representing 6.10% of the Shares in issue
as at the date of this report).

The fair value of options granted during the year as determined
by an independent third party valuer using a Black-Scholes pricing
model was approximately HK$7,276,953. Key assumptions used
in the valuation of the options granted on 6 July 2006 include
an expected volatility of share price of 77.22% per annum, a
risk-free rate of interest of 4.12% per annum on the date of
grant. The expected volatility is based on the historical volatility
of the Company’s share price over the previous two years.
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SHARE OPTIONS (continued) BrE(E)
The movements in share options granted under the Scheme during RAFREZTEIFMELBREZESHMOT:
the year are shown below:
Number of options
BREHA
At1 Granted Exercised Lapsed At31  Date of Exercise
Category of January during during during  December offer to price per
participant 2006  the period  the period  the period 2006  grant options Share  Exercisable period
(HKS)
R-22xrE
RZ2ExE T=hB  EhRE
SRAER -A-H Bk Bafk BR%H =t-A RiBH SRTEE THRHM
(B7)
Total employees 30,000,000 - 30,000,000 - - 11/12/2003 0.138 3/1/2004 - 21172014
EERH
30,000,000 - - - 30,000,000 26/9/2005 0.102 26/10/2005 - 25/10/2015
- 78,000,000 5,000,000 - 73,000,000 6/7/2006 0.295 13/7/2006 - 12/7/2009
Other eligible participants 60,000,000 - 32,000,000 - 28,000,000 11/12/2003 0.138 3/1/2004 - 2/1/2014
EMREBZEAL
180,000,000 - 180,000,000 - - 26/9/2005 0.102 26/10/2005 - 25/10/2015
- 78,000,000 - - 78,000,000 6/7/2006 0.295 13/7/2006 - 12/7/2009
Total 251 300,000,000 156,000,000 247,000,000 - 209,000,000
ARRANGEMENT TO ACQUIRE SHARES OR BEROHEBESF2RZH

DEBENTURES

Save as disclosed above, at no time during the year was the
Company, its holding companies, its fellow subsidiaries or any of
its subsidiaries a party to any arrangements to enable the Directors
to acquire benefits by means of the acquisition of shares in, or
debentures of, the Company or any other body corporate.
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DIRECTORS’ INTEREST IN COMPETING BUSINESS
Pursuant to rule 8.10(2) of the Listing Rules, details of the interests
held by the Directors in businesses that are considered to compete
or is likely to compete, either directly or indirectly, with the
businesses of the Group, are disclosed as follows:

Name of company

Directors’ Report (continued)
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EERBFIHRBP RS
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HERBERT:

Competing business

AREE BEMEK

1 RPI Finance Limited (“RPI") Money lending
WRUBERRA ([RGB BEX

2 D & M Finance Limited ("D&M") Money lending

3 Drake & Morgan Limited (“Drake & Morgan”) Securities dealing

Mr Chan How Chung, Victor is a director and deemed to be the
substantial shareholder of RPI and Drake & Morgan. He is a
director of D&M. The terms and conditions of the financing loans
of each of RPI and D&M are market driven and agreed at arm's
length between the borrowers and the financiers. The client base
of Drake & Morgan is different from that of the Group and the
business transactions are carried out at arm's length and at the
prevailing market prices. When making decisions on the above
competing business, the relevant director, in the performance of
his duty as a director of the Company, has acted and will continue
to act in the best commercial interest of the Group.
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SUBSTANTIAL SHAREHOLDERS

As at 31 December 2006, the interests or short positions of the
following parties (other than a Director or chief executive of the
Company) in the shares of the Company as recorded in the
register required to be kept by the Company pursuant to Section
336 of the SFO were as follows:

FERR

R-BZERFT_A=1T—B BAQARER
R MEIRGIFEIB6IFRAFE 2 ELMAE T
HET (BARA—BEFH—RTHABIN)
RARBRDFHEE 2 EESORBT

Percentage of

Name of Shareholders Number of Shares Type of interest issued share capital
REARB BRHEHE HRER HERTREAB DL
Kingly Profits Corporation 1,898,805,635 Beneficial and other interests 32.12%
(Note 1) EmEHMEZR
(PR EE1)
TKR Finance Limited (in liquidation) 864,102,690  Security interest 14.62%
SRBRVBEERAE OEEF) REER
CITIC Media Group Limited 500,000,000 Interest in controlled corporation 8.46%
PEXEEEREGR AR (Note 2) FIZHIl QAR
(P 5E2)
Gandhara Master Fund Ltd. 616,075,000 Beneficial 10.42%
Citigroup Inc. 397,995,000 Beneficial 6.75%
Ea
Notes: Mt 5

1. These Shares were held by Kingly Profits Corporation, which was owned
as to 70.18% by King United Agents Limited. King United Agents Limited
was wholly owned by Mr To Shu Fai.

2. These Shares were held by Magic Dynasty Limited which was wholly
owned by CITIC Media Group Limited.

Save as disclosed above, the register required to be kept under Section
336 of the SFO shows that as at 31 December 2006, the Company
had not been notified of any other person who had an interest or
short position in the shares and underlying shares of the Company.

MANAGEMENT CONTRACTS

No contracts concerning the management and administration of
the whole or any substantial part of the business of the Company
were entered into or existed during the year.
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PURCHASE, SALE OR REDEMPTION OF THE
COMPANY'S LISTED SECURITIES

The Company and its subsidiaries have not purchased, sold or
redeemed any of the Company’s listed securities during the year
ended 31 December 2006.

CONNECTED TRANSACTIONS

Particulars of connected transactions of the Company and the
Group during the year ended 31 December 2006 are set out in
note 37 to the financial statements.

Brokerage commission and interest income therefrom was received
from Directors and their associates in the ordinary course of the
Group's business of dealing in securities. Commission rates are
set at the same level as those normally offered to third party
clients. For the year ended 31 December 2006, the total brokerage
commission and interest income received from associates of
certain Directors in relation to margin securities trading amounted
to HK$229,588. The outstanding amount in the margin accounts
had been fully repaid during the year ended 31 December 2006.

BANK LOANS AND OTHER BORROWINGS
Details of bank loans and other borrowings of the Company and
the Group as at 31 December 2006 are set out in note 32 to the
financial statements.

FIVE YEAR FINANCIAL SUMMARY

A summary of the consolidated results and of the assets and
liabilities of the Group for the last five financial years is set out
on page 124.

RETIREMENT BENEFIT SCHEME

Particulars of the retirement benefit scheme of the Group are set
out in note 34 to the financial statements.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the bye-
laws of the Company or the laws in Bermuda, which would
oblige the Company to offer new shares on a pro-rata basis to
existing shareholders.
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Directors’ Report (continued)

Exg®mE (&)

CORPORATE GOVERNANCE

The Company is committed to maintain a high standard of
corporate governance practices. Information on the corporate
governance practices adopted by the Company is set out in the
Corporate Governance Report on pages 20 to 26.

PUBLIC FLOAT

Based on the information that is publicly available to the Company
and within the knowledge of the Directors, at least 25% of the
Company’s total issued share capital was held by the public as at
the date of this report.

POST BALANCE SHEET EVENTS

Particulars of the post balance sheet events of the Group are set
out in note 38 to the financial statements.

AUDITORS

Ting Ho Kwan & Chan retire and, being eligible, offer themselves
for re-appointment. A resolution for the re-appointment of Ting
Ho Kwan & Chan is to be proposed at the forthcoming annual
general meeting.

By order of the Board

Chan How Chung, Victor
Executive Director

Hong Kong, 27 April 2007
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TING HO KWAN & CHAN

CERTIFIED PUBLIC ACCOUNTANTS

TO THE SHAREHOLDERS OF
REXCAPITAL Financial Holdings Limited
(Incorporated in Bermuda with limited liability)

We have audited the financial statements of REXCAPITAL Financial
Holdings Limited (the “Company”) set out on pages 39 to 123,
which comprise the consolidated and company balance sheets as
at 31 December 2006, the consolidated income statement, the
consolidated statement of changes in equity and the consolidated
cash flow statement for the year then ended, and a summary of
significant accounting policies and other explanatory notes.

Directors’ responsibility for the financial
statements

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

Auditor’s responsibility

Our responsibility is to express an opinion on these financial
statements based on our audit. This report is made solely to you,
as a body, in accordance with Section 90 of the Companies Act
1981 of Bermuda and for no other purpose. We do not assume
responsibility towards or accept liability to any other person for
the contents of this report.
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Independent Auditor’s Report (continued)
Bz RS (B)

We conducted our audit in accordance with Hong Kong Standards
on Auditing issued by the Hong Kong Institute of Certified Public
Accountants. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable
assurance as to whether the financial statements are free from
material misstatement.

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

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

Opinion

In our opinion, the financial statements give a true and fair view
of the state of affairs of the Company and the Group as at 31
December 2006 and of the Group’s profit and cash flows for the
year then ended in accordance with Hong Kong Financial
Reporting Standards and have been properly prepared in
accordance with the disclosure requirements of the Hong Kong
Companies Ordinance.

TING HO KWAN & CHAN
Certified Public Accountants (Practising)

Hong Kong, 27 April 2007
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For the year ended 31 December 2006

Consolidated Income Statement

fr e Wam kR

HE_ZTZERF+_A=T—HILFE

2006 2005
—®eAE —TTRE
Notes/Hf} 5% HKS$/#% T HK$/7% 7T
Turnover EER 5 173,882,886 41,937,858
Other income HAb A 5 5,503,491 1,225,288
Other gains/(losses), net Hibhlzs,~ (B18) F58 5 15,412,970 (6,473,277)
Bad debts recovery, net 1 [0 58 AR F BB 3,013,777 -
Impairment losses for bad and RIZERBEBE
doubtful debts written back, net B o) F 8 2,181,806 -
Raw materials consumed FT#E Rk (56,005,491) -
Cost of trading of listed securities M &5 5K A (12,544,094) (3,009,600)
Commission expenses Be&mRX (3,056,885) (5,042,656)
Depreciation and amortisation TEREHAX
expenses 9 (6,309,089) (1,846,390)
Impairment losses for bad and RIZRBEEE
doubtful debts - (18,140,997)
Staff costs B’ E KK 7 (24,617,127)  (19,004,618)
Other operating expenses HthEeEmx (38,568,737)  (30,758,447)
Operating profit/(loss) LEHAN(BA) 58,893,507 (41,112,839)
Finance costs BlE K AR 8 (17,260,214)  (12,838,986)
Profit/(loss) before taxation BREBATER (B8) 9 41,633,293 (53,951,825)
Taxation Bi1E 12 (11,001,740) 3,252,051
Profit/(loss) for the year KEERM (BR) 30,631,553 (50,699,774)
Attributable to: AT AL
Equity holders of the Company KRBIHERFTAEA 15 11,170,190 (50,699,774)
Minority interests LHREER 19,461,363 -
30,631,553 (50,699,774)
Earnings/(losses) per share BRER(FE) 15
— Basic —EK 0.26 centsfli  (1.69) centsfll
- Diluted — 8y 0.25 cents{l -

The notes on pages 46 to 123 are an integral part of these

financial statements.
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Consolidated Balance Sheet

HKeBEERER

At 31 December 2006

R-BEAFT-A=+—A

2006 2005
o s —TTRf
Notes/ff &% HKS$/%E T HK$/7% 7T
ASSETS 'BE
Non-current assets RBEE
Property, plant and equipment Y -BWERERE 16 43,138,567 3,451,685
Prepaid lease payments T FE R 2 TR AR
on land use rights 17 5,981,522 -
Goodwill BES 18 384,095,385 -
Intangible assets EVEE 19 11,944,892 -
Deposits for acquisition of leasehold BAHE AR
land use rights and buildings FEFZE S 20 23,499,671 -
Statutory deposits EERSE 22 2,132,400 3,820,042
Deferred tax assets RERIEE E 23 3,715,054 7,609,481
Total non-current assets ERBEEME 474,507,491 14,881,208
Current assets REBEE
Inventories e 24 53,568,664 -
Trade receivables U & 5 IR K 25 323,101,470 291,018,286
Other receivables H h FE W 508 26 40,000,000 -
Other debtors, deposits Ha R T2
and prepayments SRR 66,683,505 2,264,088
Financial assets at fair value BREREAAEE
through profit or loss AEMNTREE 27 20,287,536 13,382,291
Profits tax refundable FERF ST 3,181,370 790,000
Cash and bank balances Re RBTHEH 28 164,867,477 27,181,323
Total current assets mENEEREAE 671,690,022 334,635,988
Total assets HWEE 1,146,197,513 349,517,196
EQUITY FR BR R 2
Capital and reserves attributable to ZAQFAEZFAEAELHER
the equity holders of the Company K fi# &
Share capital &% 7 29 59,170,000 30,000,000
Reserves f# 752,261,799 84,572,317
811,431,799 114,572,317
Minority interests PEBRRER 118,611,742 -
Total equity RERE 930,043,541 114,572,317
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Consolidated Balance Sheet
meEBEBER

At 31 December 2006 R-ZBEERF+=-_A=+—H

2006 2005
S —=TRf
Notes/H &+ HKS/B T HK$/7% 7T
Current liabilities RBEE

Trade payables ERE 5 R 31 41,308,809 24,563,205
Other payables and accruals HiEHERERRETER 26,333,813 4,802,237
Current tax liabilities MEBMIBERE 3,693,120 -
Bank borrowings RITER 33 125,667,366 205,579,437
Total current liabilities mE B EAE 197,003,108 234,944,879

Non-current liabilities kRBEE
Bank borrowings RITER 33 12,776,705 -
Deferred tax liabilities BEERIBAE 23 6,374,159 -
Total Non-current liabilities EmEaERE 19,150,864 -
Total liabilities “BaeE 216,153,972 234,944,879
Total equity and liabilities BRREZREBEEE 1,146,197,513 349,517,196
Net current assets RBEEZFE 474,686,914 99,691,109
Total assets less current liabilites HREERKABEE 949,194,405 114,572,317

MBHREZEN _ZELFOA_TLABES
ERERERTE AATIEZTERRES:

The financial statements were approved and authorised for issue
by the Board on 27 April 2007 and are signed on behalf of the
Board by:

Chan How Chung, Victor Boo Chun Lon

BRZ B8 % e
DIRECTOR DIRECTOR
E EF

The notes on pages 46 to 123 are an integral part of these 546F 1238 2K ZB ARG HEHRE — 27D -

financial statements.
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Balance Sheet
BEBERXR

At 31 December 2006

R-BEAFT-A=+—A

2006 2005
—EEXE —ETTRHF
Notes/F 7F HK$/#% T HK$/7% 7T
ASSETS BE
Non-current assets ERBEE
Interests in subsidiaries [ INEENGIE: e 21 789,751,496 125,729,612
Current assets RBEE
Other debtors and prepayments HMERERRENR 114,806 -
Cash and bank balances Re RiR1THEA 28 819,579 3,953
934,385 3,953
Total assets BMEE 790,685,881 125,733,565
EQUITY R R =
Capital and reserves attributable RNAREZFHEA
to the equity holders BEEXRREE
of the Company
Share capital N 29 59,170,000 30,000,000
Reserves &8 32 727,930,516 84,503,930
Total equity MREAE 787,100,516 114,503,930
Current liabilities RBAE
Bank borrowings BITER 33 - 9,426,696
Other payables and accruals HMEARREFER 3,585,365 1,802,939
Total liabilities HmaeE 3,585,365 11,229,635
Total equity and liabilities BREEZREEAE 790,685,881 125,733,565
Net current liabilities REBEEFE (2,650,980) (11,225,682)
Total assets less BEERRBAERE
current liabilities 787,100,516 114,503,930

HBERRENR _ZEZLFOA_+THLREES
ERERERETZ THTIEETERREE:

The financial statements were approved and authorised for issue
by the Board on 27 April 2007 and are signed on behalf of the
Board by:

Chan How Chung, Victor Boo Chun Lon

BRI i 5E
DIRECTOR DIRECTOR
EF EF

The notes on pages 46 to 123 are an integral part of these F46E123H 2B AP BIRE — 25

financial statements.
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Consolidated Statement of Changes in Equity
RARREHE

For the year ended 31 December 2006 #HE-TEXRF+_A=+—HILFE

Retained Attributable

Share-based Exchange profits/  to equity
Share Share payment Special  translation (Accumulated  holders of Minority
capital premium reserve reserve reserve losses)  the parent interests Total
BA7
WR B A REER/ BEA

Bx  BREER REZEE  BHEE  EXRE (REER)  EEER DHBRER it
HKSAETL  HKOETL  HKSETL  HKSAETL  HKOETL  HKOET  HKSAETL  HKSBTL  HKSET

At 1 January 2005 RZE5R5-f-H 30,000,000 - - 112,269,559 - 15,962,532 158,232,091 - 158,232,091
Recognition of share option BARLABETEN

benefits at fair value BRERAN - - 7,040,000 - - - 7,040,000 - 7,040,000
Loss for the year B3 - - - - - (50,699,774) (50,699,774) - (50,699,774)
At 31 December 2005 R-BBEE+-A=1-H 30,000,000 - 7,040,000 112,269,559 - (34,737,242) 114,572,317 - 114,572,317
Exchange difference arising BERERTRARERND

from translation of foreign ERELECELEE

operations recognised

directly in equity - - - - (1,301,156) - (1,301,156) 1,949,846 648,690
Minority interests arising from hERBARELL

acquisition of subsidiaries (note 39) HEBRER (3539) - - - - - - - 88,660,992 88,660,992
Increase in investment in a subsidiary INGEEPE i - - - - - - - 8539541 8,539,541
Recognition of share option BRRLLBEHEN

benefits at fair value BRERR - - 7,277,000 - - - 7,277,000 - 7.277,000
Issue of new shares EGEL) 29,170,000 658,521,000 - - - - 687,691,000 - 687,691,000
Transaction costs attributable BAHRAER

to issue of new shares ZHRA - (1,977,552) - - - - (1977,55) - (7,977,552
Transfer to share premium RiTERRENEZ

on exercise of share options B EE - 6267523  (6,267,523) - - - - - -
Profit for the year EEEH - - - - - 170,090 11,170,190 19461363 30,631,553

At 31 December 2006 R=22AE+ZRZ1-H 59,170,000 656,810,971 8,049,477 112,269,559  (1,301,156) (23,567,052) 811,431,799 118,611,742 930,043 541

The notes on pages 46 to 123 are an integral part of these SF46Z=123B ZMEBAMBERE — 3510
financial statements.
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Consolidated Cash Flow
meEREeRER

For the year ended 31 December 2006

Statement

HE_ZZRF+_A=T—RHILFE

2006 2005
—EEXRE —EEREF
Notes/ 7+ HKS$/58 T HK$/7% 7T
OPERATING ACTIVITIES REED
Profit/(loss) for the year REEFR, (EE) 30,631,553 (50,699,774)
Adjustments for: HEIEE
Taxation IR 12 11,001,740 (3,252,051)
Interest income M EUA 5 (24,667,126)  (27,832,068)
Interest expenses FERX 8 17,260,214 12,838,986
Share options benefits ERERT 30 7,277,000 7,040,000
Impairment losses for bad and REREREEBR
doubtful debts - 18,140,997
Impairment losses for bad and REBEREEBR
doubtful debts written back, net B Bl F &8 (2,181,806) -
Write down of inventories Wk T E 1,766,684 -
Depreciation and TERBHEAX
amortisation expenses 9 6,309,089 1,846,390
Loss on disposal of property, HEWME WENZE
plant and equipment 2 B8 9 - 196,027
Gain on disposal of HEAHELESREE
available-for-sale financial asset W 2= 5 - (63,126)
Unrealised fair value (gains)/losses RBEZZALEBENE
on financial assets at fair NEMEEZARER
value through profit or loss DNREE (W) EE 5 (15,412,970) 6,536,403
Operating profit/(loss) before RETEEESBBAIZ
changes in working capital LESHRAN S (FA) 31,984,378 (35,248,216)
Inventories EASS 14,152,389 -
Statutory deposits EEEE 1,687,642 (85,016)
Trade receivables JEUWE B RN (12,912,975) 25,261,493
Other receivables H b fE Uk OB (40,000,000) -
Other debtors, deposits and Ha KRR 5T &
prepayments K 78 1 5K (18,224,293) 1,004,858
Financial assets at fair value BRBEREANEE
through profit or loss FrENEREE 8,507,725 (19,918,694)
Other investments Hiig& - 22,928,294
Bank balances RITERK
- segregated accounts —BYRF 4,527,772 43,181,534
Trade payables ERE 5 R (7,997,694)  (54,278,632)
Other payables and accruals HiERNERRERTER (15,035,389) 159,917
Net cash used in operations REXEBAREER (33,310,445)  (16,994,462)
Interest received 2 B 25,476,822 27,832,068
Interest paid [ENEIPSN (17,260,214)  (12,838,986)
Taxation paid B HIE (4,058,124) (790,000)
Net cash used in operating REZHAREER
activities (29,151,961) (2,791,380)
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Consolidated Cash Flow Statement (continued)

For the year ended 31 December 2006

HAEBRTRER (BE)

HE_ZTZERF+_A=T—HILFE

2006 2005
—EEXRE —ZTTRF
Notes/F 7F HKS$/#& T HK$/7% 7T
INVESTING ACTIVITIES REEE
Purchase of property, BEWE - BEREZHB
plant and equipment 16 (8,764,381) (787,985)
Acquisition of subsidiaries I BB BT /B A A 39 (121,893,170) -
Deposits for acquisition of BAME T HERER
leasehold land use BFZi®
right and buildings (23,499,671) -
Proceeds on disposal of HEMHEESMEE
available-for-sale financial asset Fr 8 58 - 113,125
Net cash used in investing RETBHFARSFE
activities (154,157,222) (674,860)
FINANCING ACTIVITIES MEEE
Issue of shares, net of issuing costs 1T (NKHETER) 515,913,448 -
Increase in pledged bank deposit & IR 1777 21 Hn (123,286,616) -
New bank borrowings MERITER 14,033,865 -
Repayment of bank borrowings BEEITER (341,934) -
Cash generated from METERERS
financing activities 406,318,763 -
INCREASE/(DECREASE) INCASH RERBESZEY
AND CASH EQUIVALENTS g, GRd) 223,009,580 (3,466,240)
CASH AND CASH EQUIVALENTS R—A—HzZR£RK
AT 1 JANUARY BEZEEY (199,558,931) (196,092,691)
CASH AND CASH EQUIVALENTS R+-A=+—HBzHE&RK
AT 31 DECEMBER HeEEY 28 23,450,649 (199,558,931)

The notes on pages 46 to 123 are an integral part of these

financial statements.
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Notes to the Financial Statements

B 7% ¥R 3% I &

For the year ended 31 December 2006

HE_ZZRF+_A=T—RHILFE

GENERAL INFORMATION

The Company was incorporated in Bermuda as an exempted
Company with limited liability. The principal place of
business of the Company is located at 34/F, COSCO Tower,
Grand Millennium Plaza, 183 Queen’s Road Central, Hong
Kong.

Pursuant to a group reorganisation scheme to rationalise
the structure of the Group in preparing for the listing of
the Company's shares on the Stock Exchange, the Company
became the holding company of the Group in Hong Kong
on 15 August 2000 and its shares were listed on the Main
Board of the Stock Exchange with effect from 28 September
2000.

The financial statements are presented in Hong Kong dollars,
which is the same as the functional currency of the Group.

During the year, the Group involves in the following principal
activities:

. Financial services:
Broking
Securities margin financing
Corporate finance and asset management
. Money lending
. Investment trading and holding
. Lottery business through acquisition of subsidiaries in
current year

The lottery business comprises development and production
of lottery machines, related operating software system and
networks for lottery industry in the People’s Republic of
China (the “PRC").

Details of the acquisition of lottery business and segment

information of lottery business are shown in notes 6 and
39 to the financial statements.
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Notes to the Financial Statements (continued)

s ERR M ()

For the year ended 31 December 2006 #HE-TEXRF+_A=+—HILFE

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

The significant 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 preparation

The financial statements have been prepared in
accordance with Hong Kong Financial Reporting
Standards (“HKFRS"), which also include Hong Kong
Accounting Standards (“HKAS") and Interpretations
("Int") issued by the Hong Kong Institute of Certified
Public Accountants (“HKICPA"), accounting principles
generally accepted in Hong Kong and the disclosure
requirements of Hong Kong Companies Ordinance.
These financial statements also comply with the
applicable disclosure provisions of The Rules Governing
the Listing of Securities on The Stock Exchange of
Hong Kong Limited (the “Stock Exchange”). The
financial statements have been prepared under the
historical cost convention, as modified by financial
assets at fair value through profit or loss, which are
carried at fair value.

The preparation of financial statements in conformity
with HKFRS requires the use of certain critical
accounting estimates. It also requires management to
exercise its judgement in the process of applying the
Group’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 4.
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Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006 HE-ZZXF+_A=+—HILFE

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)
(a) Basis of preparation (continued)

The adoption of new/revised HKFRS

In 2006, the Group adopted the amendments and
interpretation of HKFRS below, which are relevant to

its operations:

HKAS 19 (Amendment)

HKAS 21 (Amendment)

HKAS 27 (Amendment)

HKAS 39 (Amendment)
HKAS 39 (Amendment)
HKAS 39 and HKFRS 4

(Amendment)

HK(IFRIC) - Int 4

The Group has assessed the impact of the adoption
of these amendments and
considered that these was no significant impact on
the Group's results and equity for the current or prior

accounting periods.

Actuarial Gains and Losses, Group

Plans and Disclosures

Net Investment in a Foreign

Operation

Consolidated and Separate

Financial Statements

Amendments as a consequence
of the Companies (Amendments)

Ordinance 2005

Cash Flow Hedge Accounting of
Forecast Intragroup Transactions

The Fair Value Option

Financial Guarantee Contracts

Determining whether an

Arrangement contains a Lease
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Notes to the Financial Statements (continued)

s ERR M ()

For the year ended 31 December 2006 HE-ZTEXF+_A=+—AHLFE

2. SUMMARY OF SIGNIFICANT 2.
ACCOUNTING POLICIES (continued)

TESTHHREME (B)

Effective from 1 January 2009
HKFRS 8 Operating Segments

The Group has not early adopted the above standards,
amendments and interpretations and is not yet in a
position to state whether substantial changes to the
Group’s accounting policies and presentation of the
financial statements will be resulted.

(a) Basis of preparation (continued) (a) B EE (&)
Standards, interpretation and amendments to HARERZEA - RERREEAZ
existing standards that are not yet effective &5
The HKICPA has issued certain new standards, HAESSEHMASHEMEREE &
amendments and interpretations to existing standards BERMBREERARAEEREAN_Z
which are relevant to the Group’s operations and TLF—-H— B AiERGZ g5 E
financial statements and are mandatory for the Group’s Mo bl EIT 2B THER 2B KR
accounting periods beginning on or after 1 January BREAZEFTHAT:
2007 or later periods as follows:
Effective from 1 January 2007 RIZZ+F-A-AREN
HKAS 1 (Amendment)  Presentation of Financial e e HBRRZT EXRE
Statements: Capital Disclosures 15 (B3FT)
HK(IFRIC) - Int 7 Applying the Restatement BB (BRHHS REEA G ERE295%
Approach under HKAS 29 BEREZEE)  [EUBERRLCESH
Financial Reporting in -REETR BEREIEBENE (R
Hyperinflationary Economies ZEENE-A-BRE
(effective from 1 March 2006) )
HK(IFRIC) - Int 8 Scope of HKFRS 2 (effective from 1 Bk (BRTH ERRBREENENL
March 2006) GE2EZEe) #E(B-TETNEZ=A
-RREH —AREW)
HK(IFRIC) - Int 9 Reassessment of Embedded B (HBRHH BEHNFERARGTELR
Derivatives (effective from 1 June nEREZ258) (BEZEERERA-H
2006) -2 BER RER)
HK(IFRIC) - Int 10 Interim Reporting and Impairment Bk (EBRRHG PHEZRERAE(BZEF
(effective from 1 November HEREZEE)  AFT-A-BREN
2006) -REZ10%
HK(IFRIC) - Int 11 HKFRS 2 - Group and Treasury BB (BRUHS RV BREERNS2T -
Share Transactions HEREZEE) SEREGFRNRS
-REENR
HKFRS 7 Financial Instruments: Disclosures AR KRS PRIERE
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Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006

2. SUMMARY OF SIGNIFICANT 2.

HE_ZZRF+_A=T—RHILFE

ACCOUNTING POLICIES (continued)

(b) Consolidation

TESTRESRE (&)

(b) ZHEERHE

The financial statements include the financial
statements of the Company and all its subsidiaries
made up to 31 December.

Subsidiaries are all 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 interests. 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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Notes to the Financial Statements (continued)

For the year ended 31 December 2006

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)
(b) Consolidation (continued)

()

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

In the Company’s balance sheet the investments in
subsidiaries are stated at cost less any accumulated
impairment losses. The results of the subsidiaries are
accounted for by the Company on the basis of
dividends received and receivable.

Segment reporting

A segment is a distinguishable component of the
Group that is engaged either in providing products or
services (business segment), or in providing products
or services within a particular economic environment
(geographical segment), which is subject to risks and
rewards that are different from those of other
segments.

In accordance with the Group’'s internal financial
reporting system, the Group has chosen business
segment information as the primary reporting format
and geographical segment information as the
secondary reporting format for the purposes of these
financial statements.

Segment revenues, expenses, results, assets and
liabilities include items directly attributable to a
segment as well as those that can be allocated on a
reasonable basis to that segment. For example,
segment assets may include inventories, trade
receivables and property, plant and equipment.
Segment revenue, expenses, assets, liabilities are
determined before intra-group balances and intra-
group transactions are eliminated as part of the
consolidated process, except to the extent that such
intra-group balances and transactions are between
group entities within a single segment. Inter-segment
pricing is based on similar terms as those available to
other external parties.
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Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006

2.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)

()

(d)

Segment reporting (continued)

Segment capital expenditure is the total cost incurred
during the year to acquire segment assets (both
tangible and intangible) that are expected to be used
for more than one year.

Unallocated items mainly comprise financial and
corporate assets, interest-bearing loans, borrowings,
tax balances, corporate and financing expenses.

Property, plant and equipment

All property, plant and equipment are stated at
historical cost less accumulated depreciation and any
accumulated impairment losses. Historical cost includes
expenditure that is directly attributable to the
acquisition of the items. Cost may also include
transfers from equity of any gains/losses on qualifying
cash flow hedges of foreign currency purchases of
property, plant and equipment.

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.

Property, plant and equipment are depreciated at the
following annual rates sufficient to write off their costs
less any accumulated impairment losses and residual
values (if, there are any) over their estimated useful
lives. The principal annual rates and methods used for
this purpose are as follows:

— Leasehold buildings 30 — 50 years
— Leasehold improvements 20%
— Lottery machines 5 years
— Furniture, fixtures and equipment 20% — 25%
— Plant and machinery 25%

— Motor vehicles 19% — 20%
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Notes to the Financial Statements (continued)

For the year ended 31 December 2006

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)
(d) Property, plant and equipment

(e)

()

(continued)

The assets’ residual values (if any) and useful lives are
reviewed, and adjusted if appropriate, at each balance
sheet date. An item of property, plant and equipment
is derecognised upon disposal or when no future
economic benefits are expected to arise from the
continued use of the asset. The gain or loss 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 income
statement in the period the item is derecognised.

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.

Prepaid lease payments on land use rights
Prepaid lease payments on land use rights are lump
sum upfront payments to acquire long-term interest
in lessee-occupied properties.

Prepaid lease payments on land use rights relating to
buildings of the Group are stated at cost and are
amortised over the period of the lease on the straight-
line basis to the consolidated income statement.

Intangible assets

On initial recognition, intangible assets acquired 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. Intangible assets
with indefinite useful lives are carried at cost less any
subsequent accumulated impairment losses.

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 income
statement when the asset is derecognised.
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Notes to the Financial Statements (continued)

B 7% ¥R 3% I &

For the year ended 31 December 2006

2.

54

(&)

BHEZ

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)

(f)

Intangible assets (continued)

Intangible assets with indefinite useful lives are tested
for impairment annually by comparing their carrying
amounts with their recoverable amounts, irrespective
of whether there is any indication that they may be
impaired. If the recoverable amount of an asset is
estimated to be less than its carrying amount, the
carrying amount of the asset is reduced to its
recoverable amount. An impairment loss is recognised
as an expense immediately.

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

Intangible assets with finite useful lives are tested for
impairment when there is an indication that an asset
may be impaired.

(i) Computer software
Acquired computer software licences are
capitalised on the basis of the costs incurred to
acquire and bring to use the specific software.
These costs are amortised over their estimated
useful lives of ten years.

Costs associated with developing or maintaining
computer software programmes are recognised
as an expense as incurred.
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Notes to the Financial Statements (continued)

For the year ended 31 December 2006

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)

()
(i)

Intangible assets (continued)

Deferred development cost

Expenditure incurred on projects to develop
computer software is capitalised and deferred
only when the projects are clearly defined; the
expenditure is separately identifiable and can be
measured reliably; there is reasonable certainty
that the projects are technically feasible, and the
products have commercial value. Product
development expenditure which does not meet
this criteria is expensed when incurred.

Deferred development costs are stated at cost
less accumulated amortisation and any
accumulated impairment losses. Amortisation is
provided on the straight-line basis over the
commercial lives of the underlying production,
subject to a maximum of 20 years commencing
from the date when the products are put into
commercial production.

(9) 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 subsidiaries
at the date of acquisition. Goodwill is stated at cost
less any accumulated impairment losses. Goodwill is
allocated to cash-generating units and is tested
annually for impairment. Gains and losses on the
disposal of an entity include the carrying amount of
goodwill relating to the entity sold.
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Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006

2.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)
(h) Impairment of assets

()

Impairment of investments in debt and
equity securities and other receivables
Investment in debt and equity securities and
other current and non-current receivables that
are stated at cost or amortised cost or are
classified as available-for-sale financial assets are
reviewed at each balance sheet date to determine
whether there is objective evidence of
impairment. If any such evidence exists, any
impairment loss is determined and recognised as
follows:

— For unquoted equity securities carried at cost,
the impairment loss is measured as the
difference between the carrying amount of
the financial asset and the estimated future
cash flows, discounted at the current market
rate of return for a similar financial asset
where the effect of discounting is material.
Impairment losses for equity securities are not
reversed.

— For trade and other current receivables and
other financial assets carried at amortised
cost, the impairment loss is measured as the
difference between the asset’s carrying
amount and the present value of estimated
future cash flows, discounted at the financial
asset’s original effective interest rate (i.e. the
effective interest rate computed at initial
recognition of these assets), where the effect
of discounting is material.

If in a subsequent period the amount of an
impairment loss decreases and the decrease
can be linked objectively to an event occurring
after the impairment loss was recognised, the
impairment loss is reversed through profit or
loss. A reversal of an impairment loss shall
not result in the asset’s carrying amount
exceeding that which would have been
determined had no impairment loss been
recognised in prior years.
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Notes to the Financial Statements (continued)

s ERR M ()

For the year ended 31 December 2006 HE-ZTEXF+_A=+—AHLFE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)
(h) Impairment of assets (continued)

()

(i)

Impairment of investments in debt and
equity securities and other receivables
(continued)

— For available-for-sale financial assets, the
cumulative loss that has been recognised directly
in equity is removed from equity and is recognised
in profit or loss. The amount of the cumulative
loss that is recognised in profit or loss is the
difference between the acquisition cost (net of
any principal repayment and amortisation) and
current fair value, less any impairment loss on
that asset previously recognised in profit or loss.

Impairment losses recognised in profit or loss
in respect of available-for-sale financial assets
are not reversed through profit or loss. Any
subsequent increase in the fair value of such
assets is recognised directly in equity.

Impairment losses in respect of available-for-
sale debt securities are reversed if the
subsequent increase in fair value can be
objectively related to an event occurring after
the impairment loss was recognised. Reversals
of impairment losses in such circumstances are
recognised in profit or loss.

Impairment of other assets

Internal and external sources of information are
reviewed at each balance sheet date to identify
indications that the following assets may be
impaired or, except in the case of goodwill, an
impairment loss previously recognised no longer
exists or may have decreased:

— property, plant and equipment (other than
properties carried at revalued amounts);

— prepaid lease payments on land use rights
classified as being held under an operating lease;

— intangible assets;

— investments in subsidiaries (except for those
classified as held for sale (or included in a disposal
group that is classified as held for sale)); and

— goodwill.

2. TESTHEBE (B)
(h)y EERE (&)

()

(i)

HER

BHERRAES K H b & UK
H2mE (&)

RAMRPESHEEMS
BEEERERTERZ ET
EEERERE T  WAE
mER - REBEEERZ RET
EESBEAKBEBNAAN CBE
FRASERRBH) BB
TAREBEZEE BEZ
EERTEBRPRER A
R EEE-

AHEES rﬂé{FZﬁMﬁEﬁ
TQZZDEJJ_ATg ﬁguu J
FEiREREE - ﬁf%:?%éf?
AREBEECEMENS B
RIEZS PR

WEBAHLERKESZ
Ao BEEBREN ME
B BN 32 0 AT A R B RE SR
HMEBRREENTFHE
B BeRREEEER-
BEHEBREZSEBERLT
RIANE R

HitEEZRE
AEEeESESEREHR
HBRINDE R AREE TFI A E
BHERENR % (AEK
SN MERRBZBEBRIS T
BREESHDERD:

Bl

WE BB MRE (REME
SRR 2 MMERIN)
DEAREKEROTEZ
HE+MZBNEEHA:
BVEE:

KB AR (D BERFED
EZRERIN (RBRED
BEABFELEZHESR
))&

k&

fERAR —ERAEEH



58

Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006

2.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)
(h) Impairment of assets (continued)

(ii) Impairment of other assets (continued)
If any such indication exists, the asset's
recoverable amount is estimated. In addition, for
goodwill, intangible assets that are not yet
available for use and intangible assets that have
indefinite useful lives, the recoverable amount is
estimated annually whether or not there is any

indication of impairment.

— Calculation of recoverable amount

The recoverable amount of an asset is the greater
of its net selling price and value in use. In
assessing value in use, the estimated future cash
flows are discounted to their present values using
a pre-tax discount rate that reflects current
market assessments of time value of money and
the risks specific to the asset. Where an asset
does not generate cash flows largely independent
of those from other assets, the recoverable
amount is determined for the smallest group of
assets that generates cash inflows independently

(i.e. a cash-generating unit).

— Recognition of impairment losses

An impairment loss is recognised in profit or loss
whenever the carrying amount of an asset, or
the cash-generating unit to which it belongs,
exceeds its recoverable amount. Impairment
losses recognised in respect of cash-generating
units are allocated first to reduce the carrying
amount of any goodwill allocated to the cash-
generating units (or group of units) and then, to

reduce the carrying amount of the other assets
in the unit (or group of units) on a pro rata
basis, except that the carrying value of an asset
will not be reduced below its individual fair value
less costs to sell, or value in use, if determinable.
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Notes to the Financial Statements (continued)

For the year ended 31 December 2006

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)
(h) Impairment of assets (continued)

(i)

(i)

Impairment of other assets (continued)
— Reversals of impairment losses

In respect of assets other than goodwill, an
impairment loss is reversed if there has been a
favourable change in the estimates used to
determine the recoverable amount. An
impairment loss in respect of goodwill is not
reversed.

A reversal of an impairment loss is limited to the
asset’s carrying amount that would have been
determined had no impairment loss been
recognised in prior years. Reversals of impairment
losses are credited to profit or loss in the year in
which the reversals are recognised.

Investments

The Group classified its investment in the following
categories: financial assets at fair value through profit
or loss, loans and receivables, 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.

(i)

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. 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.
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Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006

2.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)
Investments (continued)

(i)

(i)

(iii)

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 receivables in the balance sheet (Note 25).

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.

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 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.
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Notes to the Financial Statements (continued)

For the year ended 31 December 2006

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)

(i)

(0

(k)

Investments (continued)

(iii) Available-for-sale financial assets
(continued)
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
techniqgues. 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.

Inventories

Inventories are stated at the lower of cost and net
realisable value. Cost is determined using the weighted
average method. The cost of finished goods and work-
in-progress comprises design costs, raw materials,
direct labour, other direct costs and related production
overheads (based on normal operating capacity). It
excludes borrowing costs. Net realisable value is the
estimated selling price in the ordinary course of
business, less applicable variable selling expenses.

Trade and other receivables

Trade and other receivables are recognised initially at
fair value, and after initial recognition, at amortised
cost less any impairment losses for bad and doubtful
debts, except for the following receivables:

— Interest-free loans made to related parties without
any fixed repayment terms or the effect of
discounting being immaterial, that are measured
at cost less any impairment losses for bad and
doubtful debts; and

— Short-term receivables with no stated interest rate
and the effect of discounting being immaterial,
that are measured at their original invoiced amount
less any impairment losses for bad and doubtful
debts (See note 2(h)).
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Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006

2.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)

(N

(m)

Cash and cash equivalents

Cash comprises cash on hand and at bank and demand
deposits with bank. Cash equivalents are short-term
and highly liquid investments that are readily
convertible to known amounts of cash and which are
subject to an insignificant risk of changes in value.

For the purpose of cash flow statement, bank
overdrafts which are repayable on demand form an
integral part of the Group’s cash management are
included as a component of cash and cash equivalents.

Income tax

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

Current tax is the expected tax payable on the taxable
income for the year, using tax rates (and laws) enacted
or substantially enacted at the balance sheet date,
and any adjustment to tax payable in respect of
previous years.

Deferred 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 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 or loss, it is not
accounted for. Deferred tax is determined using tax
rates (and laws) that have been enacted or substantially
enacted by the balance sheet date and are expected
to apply when the related deferred tax asset is realised
or the deferred tax liability is settled.

Deferred 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 tax assets also arise from unused
tax losses and unused tax credits.
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2.

Notes to the Financial Statements (continued)

For the year ended 31 December 2006

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)
(m) Income tax (continued)

(n)

(o)

Deferred tax is provided on temporary differences
arising on investments in subsidiaries, 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.

Trade and other payables
Trade and other payables are initially measured at fair
value and, after initial recognition, at amortised cost,
except for the following payables:

— Short-term payables with no stated interest rate
and the effect of discounting being immaterial,
that are measured at their original invoiced amount;
and

— Interest-free loans made to related parties without
any fixed repayment terms or the effect of
discounting being immaterial, that are measured
at cost.

Borrowings

Borrowings are recognised initially at fair value, net
of transaction costs incurred. Transactions costs are
incremental costs that are directly attributable to the
acquisition, issue or disposal of a financial asset or
financial liability, including fees and commissions paid
to agents, advisers, brokers and dealers, levies by
regulatory agencies and securities exchanges, and
transfer taxes and duties. Borrowings are subsequently
stated at amortised cost; any difference between the
proceeds (net of transaction costs) and the redemption
value is recognised in the income statement over the
period of the borrowings using the effective interest
method.

Borrowings are classified as current liabilities unless
the Group has an unconditional right to defer
settlement of the liability for at least 12 months after
the balance sheet date.
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Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006

2.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)
(p) Employee benefits

(i)

(i)

Retirement benefit costs

The Group operates a defined contribution
Mandatory Provident Fund retirement benefits
scheme in Hong Kong (the “MPF Scheme”) under
the Mandatory Provident Fund Schemes
Ordinance, for those employees who are eligible
to participate in the MPF Scheme. Contributions
are made based on a percentage of the
employees’ basic salaries and are charged to the
income statement as they become payable in
accordance with the rules of the MPF Scheme.
The Group’s employer contributions vest fully
with the employees when contributed into the
MPF Scheme.

The subsidiaries in the PRC do not provide a
pension plan for their employees. The subsidiaries
in the PRC made contributions to the defined
contribution retirement plans in the PRC and are
recognised as expense in the income statement
as incurred. The subsidiaries have no further
payment obligations once the contributions have
been paid.

Paid leave carried forward

The Group provides paid annual leave to its
employees under their employment contracts on
a calendar year basis. Under certain
circumstances, such leave which remains untaken
as at the balance sheet date is permitted to be
carried forward and utilised by the respective
employees in the following year. An accrual is
made at the balance sheet date for the expected
future cost of such paid leave earned during the
year by the employees and carried forward.
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Notes to the Financial Statements (continued)

For the year ended 31 December 2006

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)
(p) Employee benefits (continued)

(iii)

(iv)

Share-based compensation

The Group operates an equity-settled, share-
based compensation plan. The fair value of the
employee services received in exchange for the
grant of the options is recognised as an expense.
The total amount to be expensed over the vesting
period is determined by reference to the fair
value of the options granted, excluding the
impact of any non-market vesting conditions (for
example, profitability and sales growth targets).
Non-market vesting conditions are included in
assumptions about the number of options that
are expected to become exercisable. At each
balance sheet date, the entity revises its estimates
of the number of options that are expected to
become exercisable. It recognises the impact of
the revision of original estimates, if any, in the
income statement, and a corresponding
adjustment to equity over the remaining vesting
period.

The proceeds received net of any directly
attributable transaction costs are credited to
share capital (nominal value) and share premium
when the options are exercised.

Profit-sharing and bonus plans

The Group recognises a liability and an expense
for bonuses and profit-sharing, based on a
formula that takes into consideration the profit
attributable to the Group’s shareholders after
certain adjustments. The Group recognises a
provision where contractually obliged or where
there is a past practice that has created a
constructive obligation.
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Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006

2.

SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES (continued)
(q) Financial guarantees issued, provisions
and contingent liabilities

()

Financial guarantees issued

Financial guarantees are contracts that require
the issuer (i.e. the guarantor) to make specified
payment to reimburse the beneficiary of the
guarantee (the “holder”) for a loss the holder
incurs because a specified debtor fails to make
payment when due in accordance with the terms
of a debt instrument.

Where the Group issues a financial guarantee,
the fair value of the guarantee (being the
transaction price, unless the fair value can
otherwise be reliably estimated) is initially
recognised as deferred income within trade and
other payables. Where consideration is received
or receivable for the issuance of the guarantee,
the consideration is recognised in accordance
with the Group’s policies applicable to that
category of asset. Where no such consideration
is received or receivable, an immediate expense
is recognised in profit or loss on initial recognition
of any deferred income.

The amount of the guarantee initially recognised
as deferred income is amortised in profit or loss
over the term of the guarantee as income from
financial guarantees issued. In addition,
provisions are recognised in accordance with note
2q(iii) below if and when (i) it becomes probable
that the holder of the guarantee will call upon
the Group under the guarantee and (ii) the
amount of that claim on the Group is expected
to exceed the amount currently carried in trade
and other payables in respect of that guarantee,
i.e. the amount initially recognised, less
accumulated amortisation.
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Notes to the Financial Statements (continued)

For the year ended 31 December 2006

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)
(q) Financial guarantees issued, provisions
and contingent liabilities (continued)

(i)

(iii)

Contingent liabilities acquired in business
combinations

Contingent liabilities acquired as part of a
business combination are initially recognised at
fair value, provided the fair value can be reliably
measured. After their initial recognition at fair
value, such contingent liabilities are recognised
at the higher of the amount initially recognised,
less accumulated amortisation where appropriate,
and the amount that would be determined in
accordance with note 2(q)(iii) below. Contingent
liabilities acquired in a business combination that
cannot be reliably fair valued are disclosed in
accordance with note 2(q)(iii) below.

Other provisions and contingent liabilities
Provision are recognised for other liabilities of
uncertain timing or amount when the Group has
a legal or constructive obligation arising as a
result of a past event, it is probable that an
outflow of economic benefits will be required to
settle the obligation and a reliable estimate can
be made. Where the time value of money is
material, provisions are stated at the present
value of the expenditure expected to settle the
obligation.

Where it is not probable that an outflow of
economic benefits will be required, or the
amount cannot be estimated reliably, the
obligation is disclosed as a contingent liability,
unless the probability of outflow of economic
benefits is remote. Possible obligations, whose
existence will only be confirmed by the
occurrence or non-occurrence of one or more
future events are also disclosed as contingent
liabilities unless the probability of outflow of
economic benefits is remote.
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Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006

2.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)

(r)

(s)

Government grants

Government grants are recognised at their fair value
where there is reasonable assurance that the grant
will be received and all attaching conditions will be
complied with. When the grant relates to an expense
item, it is recognised as income over the periods
necessary to match the grant on a systematic basis to
costs that it is intended to compensate. Where the
grant relates to an asset, the fair value is credited to
a deferred income account and is released to the
income statement over the expected useful life of the
relevant asset by equal annual instalments.

Revenue recognition

Revenue comprises the fair value for the sale of goods
and services, and after eliminating sales within the
Group. Revenue is recognised as follows:

(i) Interest income

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. Interest income
on impaired loans is recognised either as cash is
collected or on a cost-recovery basis as conditions
warrant.

(i) Commission income and handling fee
income, asset management and advisory
fee income
Income arising from broking, corporate finance
and asset management is recognised when the
relevant services are rendered and the amount
can be reliably estimated and it is probable that
it will be received.

(iii) Income from trading of listed securities

Income from trading of listed securities is

recognised as revenue on a trade date basis.

REXCAPITAL Financial Holdings Limited ANNUAL REPORT 2006

2.

HE_ZZRF+_A=T—RHILFE

TESTHHRERE (B)
(n BB E

(s)

BEHpeR A aEs E & ERE
S BT A A M A IR
NP EERR KA EMAIAR
HE AIRNEBERGELSHEE M
FLE i fh B 2 XA P % B FE R LK
A& R EEMRRE BERATE
BEFABRERAR TR EFE
DH O RNEREEZE A AFHE
O] 4y &5 & o

LN+
W BREmMRGHEETHERR
HERZAFEE KEBEREOT:

(i) FEWKA

MEW AT B ERNEE AR
fid 25 4 1 3R o it JE AR RORIE
AEBEHER@ERZTKRE
e (EIAZ RAERF X
BRI 2 AETRRBF &) - W
BREOFTERMEBABREE
R2ZHERAZRBEKB 2R 2
A G FF A T DA K AS e [B1 &
AT HERR o

(i) AERARFHEEBEUAN-EEE
BEREBRERA

R CEMBREEEEM
EEZBA RIRH AR RS &
ERsBAAEMGEARE
sz X B i 7

HEETESZ WA
EE FmEEZRARZ DA
BT R

(iii)



Notes to the Financial Statements (continued)

For the year ended 31 December 2006

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)
(s) Revenue recognition (continued)

(iv) Income from provision of lottery machines
and related services, comprising:

()

(1)

)

(3)

Sales of goods

Sales of goods including lottery machines
and related software systems are recognised
when the goods are delivered to the
customers’ premises which is taken to be
the point in time when the customer has
accepted the goods; the related risks and
rewards of ownership and collectibility of
the related receivables is reasonably
assured.

Income from lottery business

Income from lottery business including
consultancy service, maintenance service
and other related services are recognised
in the accounting period in which the
service is rendered.

Income from sharing of lottery sales
Income from sharing of lottery sales shall
be recognised on an accrual basis in
accordance with the substance of the
relevant agreement.

Operating lease

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 charged to the income statement on a
straight line basis over the period of the lease.
Contingent rentals (if any) are charged to the income
statement in the accounting period in which they are

incurred.
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Notes to the Financial Statements (continued)
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For the year ended 31 December 2006

2.

(&)

BHEZ

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)
(u) Related parties

A party is related to the Group if:

(i) directly, or indirectly through one or more

intermediaries, the party:
(1) controls,

(3) has joint control over the Group;
(i)  the party is a jointly-controlled entity;
(iii) the party is an associate;

is controlled by, or is under
common control with, the Group;

(2) has an interest in the Group that gives its
significant influence over the Group; or

(v)

(iv) the party is a member of the key management

(vii)

personnel of the Company or its parent;

the party is a close member of the family of any
individual referred to in (i) or (iv);

the party is an entity that is controlled, jointly-
controlled or significantly influenced by or for
which significant voting power in such entity
resides with, directly or indirectly, any individual
referred to in (iv) or (v); or

the party is a post-employment benefit plan for
the benefit of employees of the Group, or of
any entity that is a related party of the Group.

Foreign currency translation

(i)

Functional and presentation currency

ltems 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 HK dollars, which is the
Company’s functional and presentation currency.
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Notes to the Financial Statements (continued)

For the year ended 31 December 2006 HZE

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)
(v) Foreign currency translation (continued)

(i)

(iii)

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 differences
on non-monetary items, such as equities classified
as available-for-sale financial assets, are included
in the fair value reserve in equity.

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:

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

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

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

(1

s ERR M ()

“EEXRE+ A=+ -HLFE

2. FEREHEEBE (8)

(v) SR E (F)

(i)

(iii)

R 5 RE®
INERZHMRHEH 2 EX
BERNEEE HEEZER
5 MR F R ERBEAINE S
BEzEREEMBBEEL ZH
EW & N 85 18 10 K A B P B
R EERAERREREL
ihﬂéﬁﬂﬁﬁﬁkh$ﬁ
FERRIE 2 [E A8 A A LEIR -

FEBEE (Flank - FEER

BERSHRBZBATR) 2
REB UAFEEREEB 2

MEH-FFERAEB (PO
RARHERBEENRAL) 2
EXEZRE GFARRNFZAAE
1B & 18 o

SEHAAF

Ij]““"‘m%ﬁfﬁ\ EREBNE
AR (REMERBEER

i%@ﬂ’]f%)%ﬁ&ﬁﬂ“ﬂtﬂ

EHEREREBMT:

& U g R B W STIA S T BE
THmE (AETFHHRALFE
BXPERAERNRATY
EimEETENOHAR
SheFEREIE LT - M S Rl BA
XHEMERBKE) R

ELNEN ZHBAL
P #E 0 8 2 8D 1



72

Notes to the Financial Statements (continued)

B 7% ¥R 3% I &

(&)

For the year ended 31 December 2006 HE-ZZXF+_A=+—HILFE

2.

3.

SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)

(v) Foreign currency translation (continued)

(iii) Group companies (continued)

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 reocgnised 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.

FINANCIAL RISK MANAGEMENT
OBIJECTIVES AND POLICIES
(a) Financial risk factors

2. FEREHEEBE (8)

(v) N E (&)
(i) EEAAE (&)

ARBR BERINE QA
FIRE EEREERELHE
MIENEB T AEfEANE
HEGTERRRETEE-ZH
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FRERPERARABLER

B H— & e

Yo 5N I A OB R
AT BB BIE R A
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ﬁo

3. MBEREEEERKE
(a) BIBEBEZ

The Group’s activities expose it to a variety of financial
risks: market risk (including foreign exchange risk and
price risk), credit risk, liquidity rate, cash flow and
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 as follows:

(i) Market risk

AEBZERB I RZAMBERER: ™
5k (’WMI\EJ—L &FW—L 2 )
:ff fan //|h§b§iﬂ ~EE Tﬁ
B MR- ZF%@Z%&%EH@
EREE FIRemMmB 2 TAE
ANE R I B SROFIEE RN E BT B R
W2 BEAMNEZERNT:

() WEERE

(1)  Foreign currency risks

Foreign exchange risk is the risk of loss due
to adverse movements in foreign exchange
rate relating to receivables from foreign
brokers and foreign currency deposits with
banks. The Group did not have significant
exposure to foreign exchange risk arising from
the above receivables in the current year.

The Group's lottery business operates in the
PRC with most of transactions settled in RMB
and did not have significant exposure to
foreign exchange risk during the current
year. The conversion of RMB into foreign
currencies is subject to the rules and
regulations of the foreign exchange control
promulgated by the PRC government.
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Notes to the Financial Statements (continued)

For the year ended 31 December 2006 HZE

3. FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES (continued)
(a) Financial risk factors (continued)

()

(i)

Market risk (continued)

(2)  Price risk
The Group is exposed to equity price risk
through investments in equity securities.
The Board of Directors manages the
exposure by closely monitoring the portfolio
of equity investments.

Credit risk

The Group's maximum exposure to credit risk in
the event of the clients’ and foreign brokers’ failure
to perform their obligations as at 31 December
2006 in relation to each class of recognised financial
assets is the carrying amount of those assets as
stated in the consolidated balance sheet. In order
to minimise the credit risk, the management of the
Group has delegated a team responsible to compile
the credit and risk management policies, to approve
credit limits and determine any debt recovery action
on those delinquent receivables. In addition, the
Group reviews the recoverable amount for each
individual accounts receivables at each balance sheet
date to ensure that adequate impairment losses
are made for irrecoverable amounts. In this regards,
the directors of the Group consider that the Group’s
credit risk is effectively controlled and significantly
reduced.

The Group has no significant concentration of
credit risk, with exposure spread over a number
of clients and foreign brokers.

The Group'’s lottery business also does not have
significant concentrations of credit risks as the
customers are authorised operators mainly, local
lotteries issuance centres of welfare lottery in
China. The Group has policies in place to ensure
that sales of goods are made to customers on
terms that are appropriate to their credit history.
Additionally, the credit risk on liquid funds is
limited because the counterparties are regulated
banks in the PRC.
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BRI T ()

For the year ended 31 December 2006

3.

FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES (continued)
(a) Financial risk factors (continued)

(iii)

(iv)

Liquidity risk

As part of ordinary broking activities, the Group
is exposed to liquidity risk arising from timing
difference between settlement with Clearing
House or brokers and clients. To address the risk,
treasury team works closely with the settlement
division on monitoring the liquidity gap. In
addition, for contingency purposes, clean loan
facilities are put in place. The directors considered
that the Group has sufficient fund to meet its
financial obligations and commitments in full as
they fall due in the foreseeable future.

Cash flow and fair value interest rate risks
Most of the bank borrowings that are
collateralised by margin client’s securities, carry
interest at variable rates which can mitigate the
cash flow interest rate risk. Certain of the bank
borrowings carry fixed-rate interest. To mitigate
the fair value interest rate risk, the Group entered
into interest rate swap to hedge against its
exposures to changes in fair values of these
borrowings.

While the Group’s lottery business does not have
significant concentrations of credit risk, the
Group may be exposed to delay in payments from
customers and demand for payments from
suppliers that may adversely affect overall cash
flow. The Group mitigates such risk by having a
wide base of customers and suppliers.

(b) Fair value estimation
The fair value of financial instruments traded in active
markets 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.
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Notes to the Financial Statements (continued)
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FINANCIAL RISK MANAGEMENT

OBJECTIVES AND POLICIES (continued)

(b) Fair value estimation (continued)
The fair value of financial instruments that are not
traded in an active market is determined by using
valuation techniques. The Group uses a variety of
methods and make assumptions that are based on
market conditions exiting at each balance sheet date.
Quoted market prices or dealer quotes for similar
instruments are used for long-term debt. Other
techniques, such as estimated discounted cash flows,
are used to determine fair value for the remaining
financial instruments.

The nominal value less estimated credit adjustment of
trade receivables and payables are assumed to
approximate to 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.

The Group makes estimates and assumptions concerning
the future. The resulting accounting estimates will, by
definition, seldom equal to the related actual results. The
estimates and assumptions that have a significant risk of
causing a material adjustment to the carrying amounts of
assets and liabilities within the next financial year are
discussed below.

(i) Estimated impairment of goodwill
The Group tests annually whether goodwill has
suffered any impairment, in accordance with the
accounting policy stated in Note 2(g). The recoverable
amounts of cash-generating units have been
determined based on value-in-use calculations. These
calculations require the use of estimates (Note 18).
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For the year ended 31 December 2006

(&)

BE

4. CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS (continued)

(ii)

(iii)

(iv)

Impairment losses for bad and doubtful
debts

The Group makes provision for impairment of doubtful
debts based on an assessment of the recoverability of
trade receivables and other receivables. Provisions are
applied to trade receivables and other receivables
where events or changes in circumstances indicate that
the balances may not be collectible. The identification
of impairment of doubtful debts requires the use of
judgement and estimates. Where the expectation is
different from the original estimate, such difference
will impact carrying value of receivables and provision
for impairment losses in the period in which such
estimate has been changed.

Write-down of obsolete and slow-
moving inventories

The Group writes down obsolete and slow-moving
inventories to net realisable value based on historical
experience and other factors, including expectation
of future events that are believed to be reasonable
under the circumstances. Write-downs are applied to
inventories where events or changes in circumstances
indicate that the inventories may be obsolete or slow-
moving. The identification of obsolete or slow-moving
inventories requires the use of judgement and
estimates. Where the expectation is different from the
original estimate, such difference will impact the
carrying value of the inventories and charges in the
year in which such estimate has been changed.

Income taxes

As at 31 December 2006, a deferred tax asset of
HK$1,545,054 in relation to unused tax losses has been
recognised in the Group’s consolidated balance sheet.
No deferred tax asset was recognised in the Group’s
consolidated balance sheet in relation to the remaining
unused tax losses of approximately HK$95,423,000. 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 cases where
the actual future profits generated are less than expected,
a material reversal of deferred tax assets may arise, which
would be recognised in the income statement for the
period in which such a reversal takes place.
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4. CRITICAL ACCOUNTING ESTIMATES AND 4,

JUDGEMENTS (continued)

(iv) Income taxes (continued)
The Group’s lottery business is subject to the PRC
income tax only. There are many transactions and
calculations for which the ultimate tax determination
is uncertain during the ordinary course of business.
Where the final tax outcome of these matters is
different from the amounts that were initially recorded,
such difference will impact the income tax and
deferred tax expenses in the year in which such
determination is made.

5. TURNOVER, OTHER INCOME AND GAINS/ 5.
(LOSSES), NET
Turnover represents commission income and handling fee
income, interest income, income from trading of listed
securities, assets management and advisory fee income, income
from provision of lottery machines and related services.

An analysis of the Group’s turnover, other income
and gains /(losses), net is as follows:

BERE A RAE (B)

(iv) FRfE®t ()
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2006 2005
—BEARF —ZTHF
HKS$/#%& T HK$/7% 7T

Turnover EER

Commission income and e AREEERRA
asset management income

Interest income from: RKERTHERBEZFEWHA:
- Banks on financial services — SRR RIT
- Margin clients - FREFP
— Loan receivables —ERER

Income from trading of BELWESHEA
listed securities

Income from provision of lottery REX B R AAERBRA

machines and related services

7,827,048 13,979,609
709,067 266,623
10,223,338 14,270,764
10,942,978 13,070,662

29,137,230 350,200

115,043,225 -

173,882,886 41,937,858
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5. TURNOVER, OTHER INCOME AND GAINS/

(LOSSES), NET (continued)

HE_ZZRF+_A=T—RHILFE

5. &X®-H
8) F8 (8)

WAR K, (&

2006 2005
—zEiE —EERF
HK$/#& 5T HK$/7% 7T
Other income Hig g A
Interest income on bank deposits RITHERF B WA 2,791,743 224,019
Government grants IR 48 B 261,318 -
Sundry income IR A 2,450,430 1,001,269
5,503,491 1,225,288
Other gains/(losses), net Hihhz (BE) B8
Fair value gains/(losses) on BABEEAREETEN
financial assets at fair value EEMEERN
through profit or loss Wz (B58) 15,412,970 (6,536,403)
Gain on disposal of PETHLESHEERS
available-for-sale financial asset - 63,126
15,412,970 (6,473,277)
194,799,347 36,689,869

6. SEGMENT INFORMATION
BUSINESS SEGMENTS

For management purposes, the Group is organised into the

following four major operating divisions:

) Financial services

i)  Money lending

iii)  Investment trading and holding
iv)  Lottery business

In accordance with the Group’s internal financial and
operating activities, the primary segment reporting is by
business segments and the secondary segment reporting is

by geographical segments.
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Notes to the Financial Statements (continued)

s ERR M ()

For the year ended 31 December 2006 HE-ZTEXF+_A=+—AHLFE

SEGMENT INFORMATION (continued) 6. DEEHR( Fé)
BUSINESS SEGMENTS (continued) %ﬁ%’“ﬁ (&)
(i) The segment assets, liabilities at 31 December 2006 (i) RZZEERF+-_A=+—HzH=

BE BERBE_ZTTEXF+ A
=t—BLEFEZOBEENT:

and segment results for the year ended 31 December
2006 are as follows:

As at and for the year ended 31 December 2006
RE-BEARF+ZAZ+-BRBEZXBLFE

Investment
Financial Money trading Lottery
services lending and holding business Group
REEE
SREBH £ REZER EREK AEE
HK$°000 HK$°000 HK$'000 HK$°000 HK$°000
FTER FER FET THET FEx
Turnover EEE 18,107 10,943 29,790 115,043 173,883
Segment results DEEE 1,065 (9,738) 21,097 39,676 52,100
Net unallocated RKoBHX
expenses F (10,467)
Profit before taxation PR i Bl /& A 41,633
Taxation Ia (11,001)
Profit for the year N E 0 F 30,632
Assets BE
Segment assets DEEE 50,900 248,420 164,635 679,451 1,143,406
Unallocated assets RKPEEE 2,791
Total assets EERE 1,146,197
Liabilities afE
Segment liabilities S EE 30,530 418 - 181,260 212,208
Unallocated liabilites Ko AE 3,945
Total liabilities BEAE 216,153



Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006 HE-ZZXF+_A=+—HILFE

6. SEGMENT INFORMATION (continued) 6. DEER (&)
BUSINESS SEGMENTS (continued) (%o E (1)
The segment assets, liabilities at 31 December 2005 RIBEZERF+_A=+—HzZ2H30
and segment results for the year ended 31 December EE BEREE_ZZTHE+A
2005 are as follows: —t+t—BLEFEZHEENT:

As at and for the year ended 31 December 2005
R_ZBERF+_A=+—-—BREEZHILFE

80

Investment
Financial Money trading
services lending and holding Group
BREBEE
SRR B® ogdis NEHE
HK$'000 HK$'000 HK$'000 HK$'000
FAT FHAT FHET FAT
Turnover BEE 28,250 13,071 617 41,938
Segment results DERELE (17,965) (16,171) (9,273) (43,409)
Net unallocated AOERY
expenses T E (10,543)
Loss before taxation B B A& 18 (53,952)
Taxation THIE 3,252
Loss for the year KEEEE (50,700)
Assets BE
Segment assets DEEE 79,373 250,050 18,402 347,825
Unallocated assets ANBEE 1,692
Total assets EEHE 349,517
Liabilities aE
Segment liabilities DEBEE 45,893 177,427 9,427 232,747
Unallocated liabilities xoEaE 2,197
Total liabilities BERE 234,944
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Notes to the Financial Statements (continued)
MRS R KM 5E (B8)

For the year ended 31 December 2006 #HE-TEXRF+_A=+—HILFE
TEWER (B)

(%o (&)

(i) HttnrHEHR

6. SEGMENT INFORMATION (continued) 6.
BUSINESS SEGMENTS (continued)

(ii) Other segment information

For the year ended 31 December 2006
BE-ZEXRNF+-A=+—HLEE

Investment
Financial Money trading Lottery
services lending and holding business Group
REEHE
SRR =§ REZR® EREK AEH
HK$°000 HK$°000 HK$°000 HK$°000 HK$’000
FTHERT FTHET FTHERT FEx FHT
Other information Hib&E#
Depreciation and WEREHE
amortisation 1,473 - 7 4,829 6,309
Impairment losses of  REBEERERE
bad and doubtful
debts 430 13,688 - - 14,118
Impairment losses of  RIZEEHE
bad and doubtful BB
debts written back 6,300 10,000 - - 16,300
Bad debts recovery, net Ut [El ZE R F 58 3,013 - - - 3,013
Capital expenditure EARAY 122 - - 384,297 384,419
For the year ended 31 December 2005
BE_ZTRAS+-_A=+—-HILFE
Investment
Financial Money trading
services lending and holding Unallocated Group
REBEHE
@ # AR 75 =N R % KAHE REHE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
FHIT FAT FHET FHET FAT
Other information Hih &R
Depreciation and WEEHHE
amortisation 1,839 - - 7 1,846
Impairment losses RERHEBE
of bad and
doubtful debts 5,741 12,400 - - 18,141
Capital expenditure BEARE 788 - - - 788
HELSRIERBERAT —ZEBEBEAEER



Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006 #HE-ZTEXFT+_A=+—HILFE

6. SEGMENT INFORMATION (continued)

GEOGRAPHICAL SEGMENTS

The Group's business segments operate in two main

geographical areas.

As at and for the year ended 31 December 2006

6.

DEER (E)
b & 7 2B

AEBEBOFRMEEZLREER-

R-ZBERNF+ A=+ -BREBEZHLEE

Segment

results and
profit before Total Total Capital
Turnover taxation assets liabilities expenditure

PEHEER
B RR B B % F EERE EEEE BEAMX
HK$'000 HK$°000 HK$°000 HK$'000 HK$'000
TERT TERT FTET FET FHET
Hong Kong B8 58,840 1,957 466,746 34,893 -
PRC s 115,043 39,676 679,451 181,260 384,419
173,883 41,633 1,146,197 216,153 384,419

As at and for the year ended 31 December 2005
RIEZRF+T A=+ —BREZEZALFE

Segment

results and
loss before Total Total Capital
Turnover taxation assets liabilities expenditure

DEEE R
EHEE %5 A B 1B EERE BfERE B
HK$ 000 HK$'000 HK$'000 HK$'000 HK$’000
FET FE&T FHET FET FET
Hong Kong BB 41,938 (53,952) 349,517 234,944 788
PRC s - - - - _
41,938 (53,952) 349,517 234,944 788

7. STAFF COSTS 7. BEME
2006 2005
ZEBEEXRF —EEREF
HK$/#% T HK$/7% 7T
Salaries, allowances and Fe RUREYH =

benefits in kind 20,551,389 17,534,922
Bonuses TEAL 202,344 118,786
MPF contributions SRAE R 224,894 345,195
Employee share option benefits EEBERERTF 3,638,500 1,005,715
24,617,127 19,004,618
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Notes to the Financial Statements (continued)

s ERR M ()

For the year ended 31 December 2006 #HE-TEXRF+_A=+—HILFE

FINANCE COSTS 8. WEKX
2006 2005
—EEAE —EEEF
HKS$/3% 5T HK$/3% 7T
Interest on bank loans and overdrafts BITEREEZFE 16,372,812 12,548,780
Interest on client payables with EmLEENECEN
no fixed repayment terms BEPRIEHNE 887,402 290,206

17,260,214 12,838,986

PROFIT/(LOSS) BEFORE TAXATION 9. BRBIATER (EE)
2006 2005
—BREARE —TTRF
HK$/% 7T HK$/7% 7T
The Group’s profit/(loss) AEBERBARRN, (E8)
before taxation is stated after REJNAE MRS ZIE:

charging the following:

Auditor’s remuneration ZE A B &

— current year —XREE 1,750,000 338,000

— underprovision in prior year —REFELHEE 71,500 30,000
Depreciation and amortisation on: ATIEE BT E R

— Property, plant and equipment — V¥ BER&E 5,974,511 1,846,390

— Prepaid lease payments —LTH(ERAES

on land use rights 8~ #4915 =X 22,853 -

— Intangible assets —mEEE 311,725 -
Loss on disposal of property, plant HEWME BERZH BE

and equipment - 196,027
Operating lease rentals in respect RAEMERREE

of office premises and warehouse JREHERS 4,311,635 4,165,840
Research and development costs T 2% B AR 2,968,342 -

HELRIZEBRERART —ZEAEER
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Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006 #HE-ZTEXFT+_A=+—HILFE

10. DIRECTORS’ REMUNERATION
Directors’ remuneration for the year, disclosed pursuant to
the The Rules Governing the Listing of Securities on the
Stock Exchange and Section 161 of the Companies
Ordinance, is as follows:

10.

EEMS
AEEEEMWE RS
REE(RAIEHD E161 EREZWT:

bk

gp 2K

P& LR A

The Group
rEE
2006 2005
—EEXRE —ZTTRF
HKS$/%& T HK$/7% 7T
Fees: e
Executive directors HWITES 80,000 80,000
Independent BUFERITES
non-executive directors 240,000 240,000
320,000 320,000
Other emoluments for WITES2EMME:
executive directors:
Salaries, housing, other Fre BERA-HME
allowances and benefits in kind EEMA = 5,207,426 6,008,092
MPF contributions IR 18,000 24,000
5,545,426 6,352,092
(a) Independent non-executive directors (a) BIFEHIITES

The fees paid to independent non-executive directors
were as follows:

ENTEIFATEZT 2B/

2006 2005

—BEAE —EERF

HKS$/#% 5T HK$/7%& 7T

YUEN Wai Ho B (& 80,000 80,000
ON Kien Quoc B B R 80,000 80,000
CHOW Siu Ngor /N E 80,000 80,000
240,000 240,000

There were no other emoluments payable to the
independent non-executive directors during the year.
In addition, no remuneration was paid by the Group
to any of the directors as an inducement to join, or
upon joining the Group or as compensation for loss
of office (2005: Nil).
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Notes to the Financial Statements (continued)

Ak My ek (48)
For the year ended 31 December 2006 #HE-TEXRF+_A=+—HILFE

10. DIRECTORS’ REMUNERATION (continued) 10. EEB & ()

(b) Executive directors (b) HITEE
Salaries, Retirement
allowances benefit
and benefits scheme Share-based Total
Fees in kind contributions payment emoluments
E2 A= 4 BIKEFR ERRA
we REYH & Bt PANE MesHn
HK$/7% 7T HK$/7% 7T HK$/7% 7T HK$/% 7T HK$/7% 7T
2006 ZBERE
Executive directors: HITEE:
CHAN How Chung, Victor [FZ B - 3,906,198 12,000 - 3,918,198
LEE Huei Lin FER(RZEEX - 1,301,228 6,000 - 1,307,228
(retired on 19.06.2006)  FNA+ABEM)
BOO Chun Lon Y3 80,000 - - - 80,000
80,000 5,207,426 18,000 - 5,305,426
2005 Z2EHE
Executive directors: BITES:
CHAN How Chung, Victor RZ 1 - 3,605,740 12,000 - 3,617,740
LEE Huei Lin TER - 2,402,352 12,000 - 2,414,352
BOO Chun Lon WY 80,000 - - - 80,000
80,000 6,008,092 24,000 - 6,112,092
There was no arrangement under which a director FRW MM EEFEARELR
waived or agreed to waive any remuneration during BERERAME 228N AEE
the year. In addition, no remuneration was paid by WEMATERNESHSERMARR
the Group to any of the directors as an inducement RISIIAR 2 BEISGR B 2 M fE (=
to join, or upon joining the Group or as compensation TTEhE &)

for loss of office (2005: Nil).
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Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006 #HE-ZTEXFT+_A=+—HILFE
11. FIVE HIGHEST PAID INDIVIDUALS
Of the five individuals with the highest emoluments in the
Group, two (2005: two) were directors of the Company
whose emoluments were included in the disclosures in note
10 above. The emoluments of the remaining three (2005:

M. EEBREFMAL
ERNAEETLSSHMEE 2P REM
EZ(—BERE MA)AAFESE M
BN LEXMEI0 BB =4 (=BT H
=g AL RAESE (BT XHE) 2 M

three) individuals and the former director (see note below) ST
were as follows:
2006 2005
—BEAE e
HK$/7% T HK$/7% 7T
Salaries, allowances e =N
and benefits in kind BV = 6,818,441 2,682,013
MPF contributions IR R 41,190 36,000
6,859,631 2,718,013
Their remuneration was within the following bands: BE HeEERT
2006 2005
—EEXRE —ZTTRF
Number of Number of
employees employees
EEAZ BB A
Nil to HK$1,000,000 £ % 1,000,000 7T 2 2
HK$1,000,001 — HK$1,500,000 1,000,001 7t — 1,500,0007% JT - 1
HK$1,500,001 — HK$2,000,000 1,500,001 7t — 2,000,000/ JT - -
HK$2,000,001 — HK$2,500,000 2,000,001/ 7T - 2,500,000 7T - -
HK$2,500,001 — HK$3,000,000 2,500,001/ JT — 3,000,000 7T 2 -
4 3

Other than the above remaining three individuals, the
emoluments of the former director, LEE Huei Lin, following
her retirement were also included in the emoluments of
the five highest paid individuals.
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Notes to the Financial Statements (continued)

s ERR M ()

For the year ended 31 December 2006 HE-ZTEXF+_A=+—AHLFE

12. TAXATION

No provision for Hong Kong profits tax is made in the
financial statements as the Group has no estimated
assessable profits for the year (2005: Nil). Taxation on
overseas profits has been calculated on the estimated
assessable profits for the year at the rates of taxation
prevailing in the countries in which the Group operates.

One of the subsidiaries of the Group’s lottery business in
the PRC, Beijing Guard Libang Technology Co Ltd, is eligible
for application of tax holiday and concession which are in
the form of three years tax exemption from the year 2003
to 2005 and followed by a 50% reduction of applicable tax
rate in the following three years commencing from 2006.
The applicable income tax rate for this subsidiary in current
year is 7.5%. The applicable income tax rate for the
remaining subsidiaries of the Group’s lottery business in
current year is 15% as their tax holiday and concession
periods were expired.

The amount of taxation charged/(credited) to the
consolidated income statement represents:

12. B\

MR AFEY EA BRBOEF Eﬁllﬁt$‘i
By BHRALBTENEHEAE (=F

HFE) - BINFE %Rﬁ'th,iﬁ;ﬁWEﬁf
REE MR A RERE X R 2 RITH
it &E-

AEBEP -—RRPENTEERHBE L
AIERXEFNAREERAR 6 ERER
RENBERRES B_ET=2_Z%
hFERES=FHIERE AT FH
EEB-FIRERABERFER LB A
*5@@2{%?&/5&%%7 5[E - A

EREXBRBWBAR 2 2HEBER
@%QHEF@% AL RKERFE 2 EAMG
HHBIEAE15% o

RalkmRAmg GrA) 2 BREeE:

2006 2005
—EEXRE —ETRF
HKS$/58 T HK$/7 7T
Current tax: B ERIA
- Hong Kong — &% - -
- PRC — 3,726,701 -
Deferred tax: ERERIE -
Deferred taxation relating FHEERBOERES
to the origination and ZRFETIE
reversal of temporary differences 7,275,039 (3,252,051)
Taxation charge/(credit) RENMR, GER) 11,001,740 (3,252,051)
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Notes to the Financial Statements (continued)

B 7% R I AE (48

For the year ended 31 December 2006 HE-ZZXF+_A=+—HILFE

12. TAXATION (continued) 12. Bi1E (&)
The taxation on the Group’s profit/(loss) before taxation REBBRBANEF, (B18) 2 HIEEER
differs from the theoretical amount that would arise using Er8E (EARKEE AT, (&
the domestic taxation rates applicable to profit/(loss) of the B) 2 AMBEFE)EENT:

consolidated companies is as follows:

2006 2005
—zEiE —EERF
HKS$/#& 7T HK$/7% 7T
Profit/(loss) before taxation BrRE AR A (E18) 41,633,293  (53,951,825)
Taxation at the domestic BARMPTERE17.5%
income tax rate of 17.5% —ETRF:175%) FE
(2005:17.5%) 7,285,826 (9,441,570)
Tax effect of income not subject BEARM WA ZHIBLE
to taxation (1,614,384) (70,208)
Tax effect of expenses not deductible TS A] i B IR IR R AR
for taxation purposes 2T s RIERE 5,026,045 3,061,956
Tax effect of tax losses not recognised KRERZMREEBEB2HBEFE 3,635,284 2,004,385
Tax effect of temporary differences AEREREZECHESE
not recognised (1,018,566) 1,193,386
Effect of different tax rates of REMBERRELE
subsidiaries operating ZLHBRBZ TRBERZE
in other jurisdictions (2,312,465) -
Taxation charge/(credit) BB, GER) 11,001,740 (3,252,051)
13. PROFIT ATTRIBUTABLE TO EQUITY 1B3. A A EEFEABERR
HOLDERS OF THE COMPANY
The profit attributable to equity holders of the Company is AR RRMBmMERZARAERFEEA
dealt with in the financial statements of the Company to FEAE 18 514,393,8628 0 (ZEZT R4
the extent of the loss of HK$14,393,862 (2005: the loss of E518/592,267,886/8 7T ) °
HK$92,267,886).
14. DIVIDEND 14. R B
The Board does not recommend the payment of a dividend EFEERETRNEBEE_ZEE"F+A
in respect of the year ended 31 December 2006 (2005: =+— Etirx‘ﬁﬁ@ —EERFE)
Nil).
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Notes to the Financial Statements (continued)
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For the year ended 31 December 2006 #HE-TEXRF+_A=+—HILFE

15. EARNINGS/(LOSSES) PER SHARE

(a) Basic earnings/(losses) per share
The basic earnings/(losses) per share is calculated by
dividing the profit/(loss) for the year attributable to
the equity holders of the Company by the weighted
average number of shares in issue during the year.

15.

ZREN (ER)

(a) BREXEBR (FHE)
SREXEN/ (BR) REAAF
BRSO FL (B 1R) BRASF
REBTRGZ NETFHRHE-

2006 2005
—EEXRE —ZTTRF
HK$/#% T HK$/7% 7T

Profit/(loss) attributable
to equity holders of
the Company

Weighted average number of
ordinary shares in issue

Basic earnings/(losses) per share

ARREBEFE ARG
s H S (B E)

BRITEAERK
Z g 8

BREREMN, (FE)

11,170,190 (50,699,774)

4,381,072,877 3,000,000,000

0.26 centsfill  (1.69 centsfll)
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Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006 HE-ZZXF+_A=+—HILFE

15. EARNINGS/(LOSSES) PER SHARE 15. 8REF (FR) (&)

(CONTINUED)

(b) Diluted earnings per share (b) BEREERF
The diluted earnings per share is calculated by dividing EREERMNZEFE RN RIZE B
the profit for the year and on the weighted average PREVNIEFIHE RETESRERE
number of ordinary shares, being the weighted average MzFEREBITERRMDINETEOR
number of ordinary shares in issue during the year as fE“nﬁAilﬁlTE EITEAERITERE
used in the basic earnings per share calculation and M MRS 1T 2 BB AR T 5
the weighted average number of ordinary shares o

assumed to have been issued at no consideration on
the deemed exercise of all share options outstanding
during the year.

2006
—zEAE
HKS$/3E 7T
Profit for the year, used in the basicand AFE&F AU ESRER
diluted earnings per share calculation NESERT 11,170,190
Weighted average number of ordinary AU EERERRF
shares in issue during the year used ZERNDBTT AR MNET I
in the basic earnings
per share calculation 4,381,072,877
Weighted average number of ordinary BERENEABETEMBERTRE
shares assumed issued at no BB T R E T
consideration on deemed exercise of 2 EBARINE T
all share options outstanding
during the year 131,922,733
4,512,995,610
Diluted earnings per share BREERT 0.25 cents 1l
Diluted losses per share for the year ended 31 AR ZETRFAMKRITEZBRE
December 2005 has not been shown as the options H_ZZRFE2ERERNEBEEER
outstanding during the year 2005 has an anti-diluted ey A AT R2INBE_ZT
effect on the basic losses per share for the year 2005. hAFE+ZA=T—RIEFEZERE

SEER-
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For the year ended 31 December 2006

Notes to the Financial Statements (continued)

DEEE LR

16. PROPERTY, PLANT AND EQUIPMENT

16. WX - BERRE

HE_ZTZERF+_A=T—HILFE

THE GROUP &
Furniture, Plant
Leasehold Leasehold Lottery fixtures and and Motor
buildings  improvements machines equipment machinery vehicles Total
HA£E
HEEF HEWREH 23 ES WER#eE RE &t
HK$/ HK$/ HKS$/ HKS$/ HKS/ HK$/ HK$/
BT BT B B B B B
Cost KA
At 1 January 2005 RZZZThf
—A—A - 5,241,881 - 12,695,873 - - 17,937,754
Additions NE - 663,035 - 124,950 - - 787,985
Disposals HeE - (480,730) - (20,480) - - (501,210)
At 31 December 2005 ~ R=ZTHF
+=ZA=+—-H - 5,424,186 - 12,800,343 - - 18,224,529
Arising on acquisition of YR B2 RFTEE
subsidiaries (note 39) (F#5£39) 4,147,400 953,398 23,730,007 6,535,105 23,937,576 2,409,178 61,712,664
Additions NE - - 8,280,144 426,069 25,299 32,869 8,764,381
Exchange realignment  SNEHE 89,841 24,690 614,522 152,146 159,972 55,910 1,097,081
At 31 December 2006 ~ R=ZTTAF
+=ZA=+—-H 4,237,241 6,402,274 32,624,673 19,913,663 24,122,847 2,497,957 89,798,655
Accumulated RAE
depreciation
At 1 January 2005 WZETR%
—-A—H - 1,865,131 - 11,366,507 - - 13,231,638
Charge for the year REENE - 1,071,948 - 774,442 - - 1,846,390
Written back on disposal &8 &l - (296,329) - (8,855) - - (305,184)
At 31 December 2005  R=ZTHF
+ZR=1—H - 2,640,750 - 12,132,094 - - 14,772,844
Arising on acquisition of W EE K B2 7]
subsidiaries (Note 39) FrE & (KiE39) 615,783 143,010 12,042,590 3,259,474 8,309,845 1,059,783 25,430,485
Charge for the year KEEHE 58,635 1,074,703 3,265,599 951,759 548,838 74,977 5,974,511
Exchange realignment INERE 14,722 3,703 311,860 77,837 51,391 22,735 482,248
At 31 December 2006  R=TEAF
+ZR=1—H 689,140 3,862,166 15,620,049 16,421,164 8,910,074 1,157,495 46,660,088
Net book value REFE
At 31 December 2006 ~ RZZTRF
+=-A=+-H 3,548,101 2,540,108 17,004,624 3,492,499 15,212,773 1,340,462 43,138,567
At 31 December 2005  RZZTHF
+=ZA=+—-H - 2,783,436 - 668,249 - - 3,451,685
HEEMIZERERAR ZBEEREER
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For the year ended 31 December 2006

16. PROPERTY, PLANT AND EQUIPMENT

(continued)

HE_ZZRF+_A=T—RHILFE

16. ME-BERRME (F)

Notes: M 3

0) Bank borrowings of HK$741,116 (Note 33) are secured on (i) RITEHT741,116/8 7T (H7E33) JThLARL R
leasehold building located in the PRC for the carrying value of Bz HERFEER HRMEEA658,705%
HK$658,705 (2005: Nil). T(ZETREF &)

(iiy Al leasehold buildings situate outside Hong Kong and are held iy FBEAEEFHUREEUIIE AT
under medium term leases. HMAFFE-

The Company ¥ N

The Company has no property, plant and equipment as at
31 December 2006 (2005: Nil).

AARR-BEEAF+-_A=+t—HU®

ME-BERZRB(ZETHF H)-

17. PREPAID LEASE PAYMENTS ON LAND USE 17. 1t fE A 2 A S H AT
RIGHTS
The Group rEE
HK$
T

Cost 59N
At 31 December 2005 RZEBEZRAF+=A=1+—H -
Arising on acquisition of W B B BB~ B AT EE AE (P 3E39)

subsidiaries (Note 39) 6,256,845
Exchange realignment HNEE 3 B 43,626
At 31 December 2006 R-ZEERF+-_A=+—H 6,300,471
Accumulated depreciation AT E
At 31 December 2005 RZEBEZRAF+=A=1+—H -
Arising on acquisition of W B B BB~ B AT EE AE (P 3E39)

subsidiaries (Note 39) 290,447
Provided for the year F G B 22,853
Exchange realignment HNEE 3 B 5,649
At 31 December 2006 R-ZEERF+-_A=+—H 318,949
Carrying value BREE
At 31 December 2006 R-ZEERF+-_A=+—H 5,981,522
At 31 December 2005 R-_ZEEAF+T_A=1+—H -
The Company b N
The Company has no prepaid lease payments on land use KARRZEERFT_A=T—RHIE
rights as at 31 December 2006 (2005: Nil). THFAECENEANR(ZETASF:

).
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Notes to the Financial Statements (continued)

For the year ended 31 December 2006 HZE

PREPAID LEASE PAYMENTS ON LAND USE
RIGHTS (continued)

The Group's interests in prepaid lease payments on land
use rights represent prepaid operating lease payments and
their net book values with leases of between 10-50 years
(2005: Nil).

Bank borrowings of HK$741,116 (Note 33) are secured on
leasehold buildings and land use rights for the carrying
values of HK$658,705 and HK$1,007,968 respectively (2005:
Nil).

s ERR M ()

“EEXRE+ A=+ -HLFE

17. ii&ﬁﬁ%Zﬁfﬂﬂﬁ’JﬁzA

ZKﬁElﬁAir@ﬁﬁH%zyﬁﬁfﬁiﬁﬁ 7ok 3
HIIRREMNKEBOE S REETEF
AN FI10E50F (Z 2R E) -

BE74,1M6EB T ZBITE R (BaE33) )
BREE 5 Bl £658,705% 7T & 1,007,9687%5
TZHEEFRLHERBEER(ZEE
HEFE) -

GOODWILL 18. BB
HK$
BT
COST 5N
At 1 January 2005 and RZZETRF—H—BK
at 31 December 2005 —ETERF+-_A=+—H -
Arising on acquisitions of We R B B8~ R P E A (R EE39)
subsidiaries (see note 39) 375,555,844
Arising from KRB AR ZZEL N
the increase of investment MmE %
in a subsidiary 8,539,541
At 31 December 2006 RZEERE+ZA=1+—H 384,095,385

As at 31 December 2006, the carrying amount of goodwill
represents the goodwill arising from acquisition of lottery
business in 2006 (note 39).

In accordance with the Group’s accounting policies, the
Group has assessed the recoverable amount of goodwill
arising from acquisition of lottery business by reference to
the cash-generating unit’s value in use and determined that
such goodwill has not been impaired. The recoverable
amount for the cash-generating units in relation to the
lottery business was determined based on value-in-use
calculations, which use cash flow projections based on
financial budgets approved by management covering the
operation period of the business with a discount rate of
10%. The discount rate used reflects specific risks relating
to the business and is in line with the forecasts adopted by
the industry.

The goodwill is included in the lottery business segment
disclosed in note 6 to the financial statements.

RIEERF+_A=+—H8 BE2ZFA
BERRUBEYEEXESMEE 2 EHE (Wit
39)°

BERAKEZFER AREC2RRE
ELXBU2ERAEEFHRKRBEYREERR
FEAREBZAKNEESRE YEEZEMER
BRE-BYEXGERCRCELSEN Y
A El R HiREREEAEEAMEE-
AZAERBAEEEH EREXBEEH
ZHBREREEZRERETRA AR
F10%rTH-FIER 2T E R R EXT
ERZEERR DRATEMRBZRA
Ao

ﬁ/ ]]\}EE

BEeRE Eﬁﬁ“aﬁﬁi‘%wu%ﬁﬁ&ﬂme%‘%%
Boan
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19. INTANGIBLE ASSETS

Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006 #HE-ZTEXFT+_A=+—HILFE

19. BEEE

The Group rEE
One trading
Three right in The
trading Hong Kong
rights in Futures Deferred
the Stock Exchange Computer development
Exchange Limited software costs Total
—BEEHE
CHERHE RSABRAFA
Rk RE5RE EaH EERERE &5t
HKS HKS HKS HKS HKS
BT BT AT B BT
Cost R
At 1 January 2005 RZZZRE
—A—H 4,042,800 149,600 - 4,192,400
Elimination of accumulated ~ EREB &£
amortisation upon the F385E %
application of HKAS 38 W2 B (4,042,800) (149,600) - (4,192,400)
At 31 December 2005 RZETRE
+-A=+—-H - - - -
Arising on acquisitions of WENBARMES
subsidiaries (Note 39) (F7E39) - - 7,885,652 9,376,903 17,262,555
Exchange realignment CINER R - - 91,171 37,359 128,530
At 31 December 2006 RZZEER
+ZA=+—-H - - 7,976,823 9,414,262 17,391,085
Accumulated amortisation B3t # 8
At 1 January 2005 RZEEREF
—A—H 4,042,800 149,600 - 4,192,400
Elimination of accumulated ~ EREB &£
amortisation upon the F385E %
application of HKAS 38 HHZ B (4,042,800) (149,600) - (4,192,400)
At 31 December 2005 RZETRE
+ZRA=t-H - - - -
Arising on acquisitions of WENBARMES
subsidiaries (Note 39) (F7E39) - - 2,905,905 2,169,160 5,075,065
Exchange realignment CINER R - - 50,761 8,642 59,403
Charge for the year AEFEH - - 233,273 78,452 311,725
At 31 December 2006 RZZEXR
+ZA=+—-H - - 3,189,939 2,256,254 5,446,193
Net book value REFE
At 31 December 2006 RZEERF
+ZA=+—-H - - 4,786,884 7,158,008 11,944,892
At 31 December 2005 R_ZZTHE
+-A=+—-H - - - -

REXCAPITAL Financial Holdings Limited ANNUAL REPORT 2006
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20.

Notes to the Financial Statements (continued)

For the year ended 31 December 2006

INTANGIBLE ASSETS (continued)

Until 31 December 2004, the trading rights had been
amortised over their estimated useful lives based on
directors’ assessments. In accordance with the transitional
provisions in HKAS 38, the Group reassessed the useful
lives of trading rights on 1 January 2005 and concluded
that the trading rights have indefinite useful lives. The Group
has applied the revised useful lives prospectively and carried
the trading rights at its carrying amount at 31 December
2004 of nil value.

Computer software of HK$4,786,884 is the intangible asset
acquired and possessed by the lottery business. The
intangible asset has definite useful life and is amortised
over its estimated useful life of 10 years.

Deferred development cost of HK$7,158,008 represents
expenditure incurred by the Group on development of
computer software and related technology for the lottery
business of the Group in order to meet with the market
development and the specific requirements of the lottery
business and its individual customers. The directors consider
that the related software and technology are technically
and commercially feasible and the Group has sufficient
resources and the intention to complete the development
activities.

The amortisation charge for the year in respect of the
acquired computer software and deferred development cost
is included in “cost of inventories sold” shown in note 24.

DEPOSITS FOR ACQUISITION OF
LEASEHOLD LAND USE RIGHTS AND
BUILDINGS

In July 2006, the Group entered into purchase agreements
to acquire leasehold land use rights and buildings in the
PRC for an aggregate consideration of approximately
HK$23,500,000. As at the balance sheet date, the
acquisition has not yet completed and the amount of
consideration paid pursuant to the purchase agreements
had been included and shown under the heading of non
current assets.

In addition to the above, the Group also entered into
mortgage loan agreements with the banks to pledge the
above leasehold land use rights and buildings to secure the
bank borrowings of HK$13,695,828 (Note 33).

20.

s ERR M ()

BHE-_ZTZXF+-A=+—ALFE
1\\\J:|:/§E (r\E)

R-ZZENF+—_A=+—Br XZ#%J
Hz%%Z%%ECE%J—H%%iﬁﬁﬁ&ﬁﬁom
BEREBGHEFEISH 2 BEMBE A&
BER_ZTTRF A - RAEHNTERZE
ZAERFEH YRR ZEAERER
FH-AKECERRAKE ZAIERFEH
YANRXZER_FTEF+_A=1+—H
ZEHETEARK.

B E{F4,786,8848 T AV EE KD UL EE
LEEMNEBEREE ZEVEEAERRE
FER Wikt F (st E AR

EFCFI 3K AR7,158,008 B TR AEE AT
RATSEHE YEEBREERNBROR
EER R EERFAE BN RAER
BEBENAY EERAEEEEREHE
REMREE ERAITH MAEEITNE T
RERMEETEKMAZEZH-

FRARRNKBERA M RELTCHEREZ
BEERACAHANT 2T EERFE
FRA ] e

gﬁﬁﬁﬁiiﬂzﬁﬁéﬁﬁﬁ—?ﬂ

RZEERF+LA AEEFLZHEER
= AAE B 4923,500,00058 T A B B U BE
HELHEREREF-NEER HIEK
BEaATR MBEBERZECHNRES
B ARZIRERBDEEET -

BrIA BT AN NEE JREL IR 1T R] S IR 1B
Wk AR E S T FEAERET
LA & BR 4R 77 B 3% 13,695,828 7T (M 5
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For the year ended 31 December 2006

Notes to the Financial Statements (continued)

BRI T ()

HE_ZZRF+_A=T—RHILFE

21. INTERESTS IN SUBSIDIARIES

21. B A TR

2006 2005

—BEARF —ETHF

HK$/#% T HK$/7% 7T

Unlisted shares, at cost FEETRGD KAE 286,338,133 286,338,117
Impairment losses VERIEN ! (127,000,000) (127,000,000)
159,338,133 159,338,117

Amount due from a subsidiary FE U B8 A B 5B 697,039,363 149,957,749
Impairment losses BEE 1B (66,000,000) (66,000,000)
631,039,363 83,957,749

Amounts due to subsidiaries JE 5B B A B I (626,000) (117,566,254)
789,751,496 125,729,612

Amounts due from/(to) subsidiaries were unsecured, interest-

free and have no fixed term of repayment.

Details of the Company’s principal subsidiaries at 31
December 2006 are as follows:

AR BERTEERE-

ENBRABIFBOT:

fEd () MBARREAEEART

ARARZEEAE+ZA=+—B2E

Place of Principal Particulars of issued Effective
incorporation/ activities and share capital/ interest
Name registration place of operation registered capital held
MR TEEBR BRITRAS
=x & it B RS AEMEARFE FisBRES
REXCAPITAL Financial British Virgin Islands Investment holding 197,400,856 ordinary 100%
Group Limited EEERAHS in Hong Kong shares of HK$1 each
REBETREER 197,400,856 A% - & iX H &
BT EBR
REXCAPITAL Financial Hong Kong Investment holding 25,000,000 ordinary 100%
Investment Limited aBE in Hong Kong shares of HK$1 each
HWELBRBEERAT REBLETREZER 25,000,000 f& - TR E &
1T TR
REXCAPITAL Asset Hong Kong Investment holding, 5,000,000 ordinary 100%
Management Limited BE provision of shares of HK$1 each
HEEETEBRAR advisory and 5,000,000 A% - & K & (&
fund management 17T 2 E ik
services in Hong Kong
MNEBETREER
TR R &
HEEEEBRK
REXCAPITAL Finance Limited Money lending 2,000,000 ordinary 100%

WREEARRQT

Hong Kong
B

REXCAPITAL Financial Holdings Limited ANNUAL REPORT 2006
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Notes to the Financial Statements (continued)
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For the year ended 31 December 2006 #HE-TEXRF+_A=+—HILFE

21. INTERESTS IN SUBSIDIARIES (continued) 21. B A TER (&)

Place of Principal Particulars of issued Effective
incorporation/ activities and share capital/ interest
Name registration place of operation registered capital held
MR FEEBR BRITRAS
=x EE R =308 AEMEARFE FiisERER
REXCAPITAL Futures Limited Hong Kong Futures and 25,000,000 ordinary 100%
HERBAEARAA BE commodities shares of HK$1 each
dealing in Hong 25,000,000 % BREE
Kong 1T EER
REBETHER
EmEE
REXCAPITAL Securities Limited Hong Kong Securities dealing 150,000,000 ordinary 100%
HEEHFBRRQA BE and margin shares of HK$1 each
financing in 150,000,000 f% ' &R HEE
Hong Kong 1T EER
REBETESFER
EffEmE
HEREERE (M@ ARAF PRC Investment holding HK$30,099,960 90%
T in the PRC 30,099,960% 7T
R B AT IR B IR
Shenzhen Sinodata PRC Provision of RMB35,560,000 45.81%
Technology Co., Ltd. + lottery machines 35,560,000 A R #
YT B EBBRMER QA and software system
in the PRC
o B 4 R R SR A
PENCEN D
RINT BEBIBRRERS PRC Provision of RMB2,000,000 45.81%
BRAF & maintenance 2,000,000 A B
service for
lottery machines
in the PRC
P B R R R
HwER%
YT & IR BR R R AT PRC Production of lottery RMB20,000,000 58%
BRRF * machines in the PRC 20,000,000 A R ¥
R B A B R
AT RHR B R PRC Investment holding RMB34,006,000 100%
BRAF ® in the PRC 34,006,000 A R ¥
B AR B AT IR B AR AR
bR R BRI AR PRC Development in RMB48,580,000 70%
BB A A i the technological 48,580,000 A R #&
know-how of
lottery machines
and transfer of
technological
know-how and
provision of training
FE R R E R
R E R R R R E
—EEREFER




Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006

21

22.

98

. INTERESTS IN SUBSIDIARIES (continued)

None of the subsidiaries had any loan capital outstanding
at the end of the year or at any time during the year.

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

STATUTORY DEPOSITS

Statutory deposits are the deposits with various exchanges
and clearing houses relating to securities and futures dealing
businesses.

REXCAPITAL Financial Holdings Limited ANNUAL REPORT 2006
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Notes to the Financial Statements (continued)

DEEE LR

For the year ended 31 December 2006 #HE-TEXRF+_A=+—HILFE

23. DEFERRED TAXATION 23. IEERHIE
The Group rEHE
(i) Deferred tax assets recognised (i) CHEIVEZEHREEE
Fair value
adjustments

on prepaid lease
payments on land

Impairment use rights and
loss on loan buildings on
and other business
Tax losses receivables combinations Others Total
£BA 05T
TEREZEN
EXREME RS £
BEER WERFAEER FEZOAERE Hith Bt
HK$/% 70 HKS/E T HKS/E T HK$/A5 T HK$/% 70
At 1 January 2005 RZTTHE
—A—H 2,607,430 1,750,000 - - 4,357,430
Credited to the consolidated 7E4A WH RN E R
income statement 1,082,051 2,170,000 - - 3,252,051
At 31 December 2005 R-ZETRE
+-A=+—-H 3,689,481 3,920,000 - - 7,609,481
Additions through BBWRENB
acquisitions of subsidiaries ~ ARIAFE - - (558,538) (2,435,009) (2,993,547)
Charged to the consolidated &R AWEE NS
income statement (2,144,427) (1,750,000) - (3,380,612) (7,275,039)
As 31 December 2006 R-BEXRE
+=ZA=+-H 1,545,054 2,170,000 (558,538) (5,815,621) (2,659,105)
For the purposes of balance sheet presentation, certain MNEEABRZERAEMS BETETH
deferred tax assets/(liabilities) have been offset in BEE,/ (BB EREFESTELNFEI2
accordance with the conditions set out in HKAS 12. SRETE G TOME A AEEAE
The following is the analysis of deferred tax balances TATRBEETIB A 8RR 2 DT
shown in the consolidated balance sheet:
2006 2005
—EEXRE —ZTTRF
HKS$/#& T HK$/7% 7T
Deferred tax liabilities FEEFIBEE (6,374,159) -
Deferred tax assets FEETIBE E 3,715,054 7,609,481

(2,659,105) 7,609,481

[
L]
A
b
ﬂ;
1
#

WESBERERAA

929
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Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006

HE_ZZRF+_A=T—RHILFE

23. DEFERRED TAXATION (continued)

(ii) Deferred tax assets/(liabilities) have not been

23. JEEEBIIR ()
(i) BEMEEE (AE) LRFRUT

recognised in respect of the following items: HRETERR:
2006 2005
—zEiE —EERF
HKS$/#& 7T HK$/7% 7T
Taxable temporary differences EARTEREZR
— accelerated tax depreciation —MERMBITE (1,995,519) (157,471)
Deductible temporary differences A HIE ERE =R
— decelerated tax depreciation —RERRIETE 2,896,278 1,007,587
- others —Hfth 63,634,840 69,505,862
Tax losses 5 EE 95,422,750 74,649,697
159,958,349 145,005,675

The deductible temporary differences and tax losses
do not expire under current tax legislation.

(i)  The deductible temporary differences do not
expire under the current tax legislation.

(i)  Tax losses of HK$14,984,385 (2005: Nil) arising
from the Group’s lottery business in the PRC
would expire in the fifth year commencing from
the year the loss incurred whereas tax losses of
HK$80,438,365 (2005: HK$74,649,697) arising
from the Group’s other business segments in
Hong Kong do not expire under the current tax

legislation.

The Company

RERTHRBGO AMRERER
LG ERLEDHA -

(i)

(i)

AN/NES

RBEBRTHOE ATHMRERER
R el

AEERPREEEERES
2 THIEE1814,984,385% 7T (=
TERF | BEBEELEBES
ERFERFER MBERT
BE AEBREBCEMER
DEAEAEA MBS B
80,438,3658 L (ZZE T A F:
74,649,697 T) I K JE m

The Company has no temporary differences as at 31

December 2006 (2005: Nil).
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Notes to the Financial Statements (continued)
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For the year ended 31 December 2006 #HE-TEXRF+_A=+—HILFE

24. INVENTORIES 24. FE
2006 2005
—gEAE —EERF
HKS$/#% 7T HK$/7%& 7T
At cost BN B
Raw materials R A 33,464,512 -
Work-in-progress £ & o 10,432,736 -
Finished goods 5E X oo 11,438,100 -
55,335,348 -
Less: Write-down of obsolete BB R ST S MU
and slow-moving inventories (1,766,684) -
53,568,664 -
The analysis of the amount of inventories recognised as an ERARAXZEFEEITHT:
expense is as follows:
2006 2005
—EBEAE —EThF
HKS$/7% T HK$/7% 7T
Raw materials consumed BRERME 56,005,491 -
Direct labour costs BEESTIKE 348,113 -
Production overheads EERTEER 3,899,946 -
Write down of inventories WREFEE 1,766,684 -
62,020,234 -

WELBERERAN —BEATER



Notes to the Financial Statements (continued)

Sk M aE (48)
For the year ended 31 December 2006 #HE-ZTEXFT+_A=+—HILFE

25. TRADE RECEIVABLES 25. EWE SR

The Group
rEE

2006 2005
e L —EEEF
HKS$/5 7 HK S/ 72
Margin client receivables, net B FRE P RIBFEHE 3,610,414 43,745,417
Other client receivables, net B U H Ath &= P SRR H R 9,926,168 4,464,569
Broker receivables JFE U 4% 40 5K 1E 5,431,401 386,916
Amounts due from clearing houses [ W 45 & AT 2k 18 1,357,580 805,322
Loan receivables, net FEUWE 3R 214,713,230 234,097,149
Loan interest receivables, net FE W E KA 2R FR 6,709,217 7,518,913
Trade debtors, net JE U BR R 58 81,353,460 -

323,101,470 291,018,286

AEBERERERZYEEENINZES
A 2 RUWER T - B T AN

Included in the Group’s trade debtors are the following
amounts denominated in a currency other than the
functional currency of the entity to which they relate:

The Group
rEE

2006 2005
—zEAE —ETRE
HK$/#& 7T HK$/7% 7T
Indonesian Rapiah e & - 3,892,335
Malaysian Ringgits 5 18,952 3,461
Singapore dollars N T 1,336 2,957
Renminbi AR 81,678,874 -

Margin client receivables are repayable on demand, bear EWFREP ORIV EREEER FIXiR
interest at prevailing market rates and are secured by clients’ RAEMSBNEAR HEBEMERSME
securities listed on The Stock Exchange of Hong Kong RAR ([BZA]) EMNEPEAFEAR
Limited (the “SEHK") with a market value of approximately BRZIEERNFT A=+ —HNWEY

HK$136,737,000 as at 31 December 2006 (2005: 136,737,000 ¢ ( —Z T 1 F :

HK$94,305,000). No aged analysis is disclosed for margin
client receivables as, in the opinion of the directors, the
aged analysis does not give additional value in view of the
nature of business of securities margin financing.

The settlement terms of other client receivables, broker
receivables and amounts due from clearing houses are one
to two days after the trade date. The age of these balances
is within 30 days.

REXCAPITAL Financial Holdings Limited ANNUAL REPORT 2006
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Notes to the Financial Statements (continued)

For the year ended 31 December 2006

TRADE RECEIVABLES (continued)

Included in the above client receivables as at 31 December
2006 are the accounts of associates of certain directors of
HK$Nil (2005: approximately HK$8,788,000). The amounts
due from the associates are of similar trading terms as the
other client receivables. The balance was repaid during the
year.

Included in the above loan receivables as at 31 December
2006 is the account of an associate of certain directors of
HK$Nil (2005: approximately HK$2,640,000). The amount
due from the associate is of similar trading terms as the
other loan receivables.

The directors consider that the carrying amount of trade
receivables approximate to their fair values.

The remaining maturity and aged analysis of loan receivables
and trade debtors as at 31 December 2006 are as follows:

25.

s & e ()
HE-TTAF+-A=+—BLER

EWE SR (8&)

FHRR —_ZEERNF+_A=+—HBHZEHK
EEREBRERETES 2 HEBEALTZ
ERTAB T (ZZEERF:48,788,000/%8
TL) cEWEE B A T 2 RIBFTE A 2 R 5 K
FEEMEREFRBERE - ZERER
2006F AEE -

R —_EERF+_A=+—HZEWK
BRPREERETEECHEALZER
ZAT(ZZ TR F: 492,640,000 7T) °
JEUEREE A+ 2 FOBTER 2R 5 5K HE
Hih el B3 AEE -

EZRRERESRFIZEREEEL AR
EMEE-

R-EEXF+_A=Z+—H BURERK
FEE SRR T R 8 A R ERER 5 47 40
T

The Group
AEE
2006 2005
e i —ETHF
HK$/#& 7T HK$/7% 7T
Three months or less =@AzxAT 179,657,561 124,089,838
One year or less —FHEUTE=EAN L

but over three months 116,409,129 110,007,311
296,066,690 234,097,149

OTHER RECEIVABLES

At 31 December 2006, earnest money in an aggregate sum
of deposits of HK$40,000,000 were paid to enable the
Group to evaluate the possible acquisition of certain equity
interests in three companies incorporated and operated in
the PRC. The earnest money was refundable to the Group
if the Group decides not to proceed with the evaluation.

26.

H b fE W TR IE
RZBEF+_A=+—8 KEBL
#2%540,000,0008 TTIERE] & #EAERE
EFERERERNR MR E B
CRARABTRAES 2 AT - WAEE
RETBEEETHG A ASEERERE
Al
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Notes to the Financial Statements (continued)

2

75 5 2% B 5

(&)

For the year ended 31 December 2006 HE-ZZXF+_A=+—HILFE
27. FINANCIAL ASSETS AT FAIR VALUE 27. BRERRAREBETNEZS
THROUGH PROFIT OR LOSS MEE
The Group
rEH
2006 2005
—BEAE e
HKS$/3E T HK$/7% 7T
Listed securities held for trading: BEMEECLMES
Market value of equity securities EELLTREZSZM @
listed in Hong Kong 20,287,536 13,382,291
Financial assets at fair value through profit or loss are ABER

presented within the section on operating activities as part

of changes in working capital in the cash flow statement.

Changes in fair value of financial assets at fair value through
profit or loss are recorded in other gains/(losses) in the

income statement (Note 5).

SRARBEAEZEREENK
R 2 UERBERERTEE
BoBEr —F5o

BBBERRAABEFEZEREERT
BEEHERRERTLE/REMKR/
(BB (MEES5) °

28. CASH AND BANK BALANCES 28. HERBITHER
The Group The Company
EEE LN
2006 2005 2006 2005
—BEXE —TTHE —BEAE —TTRE
HKS$ /38 5t HKS /% 7T HK$ /5% 7t HK$/5% 7T
Pledged bank deposit BHEMBITER 123,286,616 - - -
Cash at banks BITEE
- general accounts - —REP 22,555,270 4,995,095 819,579 3,953
- segregated accounts A 17,633,045 22,160,817 - -
Cash in hand FHERE 1,392,546 25,411 - -
164,867,477 27,181,323 819,579 3,953
REXCAPITAL Financial Holdings Limited ANNUAL REPORT 2006



Notes to the Financial Statements (continued)

s ERR M ()

For the year ended 31 December 2006 #HE-TEXRF+_A=+—HILFE

28. CASH AND BANK BALANCES (continued)  28. & RIRITA &R (&)
The bank deposit of HK$123,286,616 together with all $R1T173X123,286,61678 L R — Y FH B8 F
interest accrued thereon has been pledged to a bank by B ERAEEFAERTERE RETHZ
way of fixed charge to secure the banking facilities granted FEAERT —RBIT-RIOTFRIRERTIS
to the Group. The bank deposit carries interest at prevailing FREFE-BRAI10EA -
market rate per annum and has maturity of 10 months.
The pledged bank deposit was released after repayment of REERE BEBRTGEAEREREK
the secured loan after year end. WERERE-
Included in the Group’s cash and bank balances are the REEREBAER CNEEEUIIN B
following amounts denominated in a currency other than IR e RBITHESRD B THIE:
the functional currency of the entity to which they relate:
2006 2005
—BREARE —TTRF
HK$/% 7T HK$/7% 7T
Japanese yen =] 62,000 162,000
UsS dollars ETT 1,580 39,668
Singapore dollars s T - 1,560
Malaysian Ringgits Bk - 60,964
Renminbi AR 14,065,039 -
Cash and cash equivalents include the following for the HREREXMNS RekReEBYEE
purposes of the cash flow statement: T & IE:
The Group The Company
TEE N
2006 2005 2006 2005
—®BXE —zTa4 —zEAg EE
HK$/7% 7T HK$/7 7T HK$/% 7T HK$/7% 7T
Cash in hand FHRES 1,392,546 25,411 - -
Cash at banks RITHS
— general accounts ——MRH8F 22,555,270 4,995,095 819,579 3,953
Bank overdrafts (Note 33) #R{THEX
(P 5E33) (497,167) (204,579,437) - (9,426,696)
23,450,649 (199,558,931) 819,579 (9,422,743)
HEeIZERBERAR —ZEEREER
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BRI T ()

For the year ended 31 December 2006

E-RZTXRE+ A=+ -HLEE

29. SHARE CAPITAL 29. &K
Number of shares Amount
Notes BHEE ol
B 3 HK$/7% 7T
Ordinary shares SRMEEIIER
of HK$0.01 each TER
Authorised: ERE
At 1 January 2005, RZEZERE—A—A-
31 December 2005 and —EERF
at 31 December 2006 +=—A=+—H
&— = = /\f'E
+=-—A=+—H 20,000,000,000 200,000,000
Issued and fully paid: ERITRABR:
At 1 January 2005 and RZZETREF
31 December 2005 ‘*ﬂ“’E
‘f'fﬂ = ‘f’_ H 3,000,000,000 30,000,000
Issue of subscription shares BITRERM (a) 1,200,000,000 12,000,000
Exercise of share options ??EE%%H%HE (b),(0).(f).(g),(h) 247,000,000 2,470,000
Issue of consideration shares BTRER S (d) 740,000,000 7,400,000
Issue of top up shares BATIG W AR 1D (e) 730,000,000 7,300,000
At 31 December 2006 R-ZTEERF
+=-A= 5,917,000,000 59,170,000
Notes: B 2
(@  On 4 April 2006 and 12 July 2006, 600,000,000 shares and (@) WE-ZZETZRFZAZT+=ZHHOREHS

600,000,000 shares respectively of HK$0.01 each were issued by
way of subscription at a subscription price of HK$0.20 each
pursuant to a subscription agreement dated 23 March 2006. The
gross proceeds of HK$240,000,000 were raised for strengthening
the funding support and capital base of the Company.

RZEE

X RERER-
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Notes to the Financial Statements (continued)

DEEE LR

For the year ended 31 December 2006 #HE-TEXRF+_A=+—HILFE

29. SHARE CAPITAL (continued)

Notes: (continued)

(b)

(9)

(h)

In May 2006, 36,000,000 share options were exercised at an
exercise price of HK$0.138 each, resulting in an issue of
36,000,000 shares, for a total consideration (before expenses)
of HK$4,968,000. In addition, 20,000,000 share options were
exercised at an exercise price of HK$0.102 each, resulting in an
issue of 20,000,000 of HK$0.01 each for a total consideration
(before expenses) of HK$2,040,000.

In July 2006, 10,000,000 share options were exercised at an
exercise price of HK$0.102 each, resulting in an issue
of 10,000,000 shares for a total consideration (before expenses)
of HK$1,020,000.

On 7 July 2006, 500,000,000 consideration shares of HK$0.01
each were issued at a price of HK$0.15 each to an independent
third party. On 20 November 2006, 240,000,000 consideration
shares of HK$0.01 each were issued at a price of HK$0.37 each
to independent third parties. The value of shares issued in the
above two transactions of HK$75,000,000 and HK$88,800,000
respectively were to settle part of the considerations of two
acquisitions of lottery game business as mentioned in note 39.

On 11 August 2006, pursuant to the subscription agreement,
the Company allotted and issued 730,000,000 ordinary shares
of HK$0.01 each to Kingly Profits Corporation at a price of
HK$0.35 each. HK$68 million out of the total subscription
proceeds of approximately HK$250 million has been applied for
payment of the acquisition of entire issue share capital of Happy
Sun Technologies Ltd. (Note 39) and the remaining balance of
the proceeds would be used for general working capital of the
Group.

In September 2006, 10,000,000 share options were exercised at
an exercise price of HK$0.138 each resulting in an issue of
10,000,000 shares for a total consideration (before expenses) of
HK$1,380,000. In addition 150,000,000 share options were
exercised at an exercise price of HK$0.102 each, resulting in an
issue of 150,000,000 shares for a total consideration (before
expenses) of HK$15,300,000.

In November 2006, 10,000,000 share options and 5,000,000
share options respectively were exercised at an exercise price of
HK$0.138 each and HK$0.295 each respectively, resulting in the
issue of 10,000,000 shares and 5,000,000 shares respectively
for a total consideration (before expenses) of HK$1,380,000 and
HK$1,475,000 respectively.

In December 2006, 6,000,000 share options were exercised at
an exercise price of HK$0.138 each, resulting in an issue of
6,000,000 shares for a total consideration (before expenses) of
HK$828,000.

29. K (&
MisE: (48)

(b) MRZZTZTXTFHAHA 36,000,000 Mk E%
BIRRD0.138FB T 2T HEERITHE B &
1736,000,000/% % 15 - B8 KB (3B AT
744,968,000 7T ° I 4h - 20,000,00017 8 &
BIRBRBRMH0102B T2 ITEEWKTE &
¥ 4720,000,000 K F R EEO0.01B L2 &
7 R (E (R AT) A2,040,0007% 7T

(0 RZZTZ/FtHA 10,000,000 i & # %
B 0.1028 T 2 T {E B ATE - EHE
7710,000,0000% A% 15 - 42 (& (kR S AT)
71,020,000/ 7T °

(d RZEERFLtARM—BBILFE=FH BT
500,000,000 B AEEO.01E T2 RERK
7 BRIEBOISETL - RZTT A F+—A
—+BA%%AEE =J317240,000,000
fREREECOIBTZRERY BRIEE
0378 L R EMMBRZSHEITHRMNE
&9 B A& 75,000,000 T & 88,800,000/
T EBAEINMABBRYEESRORES
EHHMDRE RWE39 -

() WRERBHH RXARR_TZTANFENAT
— BZ SR EE0.35% L AKingly Profits
Corporationfic & % 7730,000,000/% & i&
HE0.0NBIT s LMk -REMESRIBAEE
#)#£250,000,0007% 7T * & #168,000,0007% 7T
B B 1 W B Happy Sun Technologies Ltd.
(FF5E39) 2MEBITRAZ B MAERIE
BRREBREAEE -—REEESRGR-

) HZZTZTXENA 10,000,000 i K& £ %
BRRRH0.138FB T 2T EERITH  EBE
710,000,000/ % 15 - BB (W X L AT)
71,380,000/ 7T~ Itk 5) - 150,000,00017 i A
ERERRD0.1028 T 2T HEERITHE &
B % 17150,000,000/% f% 17 - 8 KB (FBR X
H A7) 415,300,000 7T °

(99 MZZEZERF+— A 10,000,000 &
5,000,00013 BB A& # 5 RliE B AR A% 15 0.1387%
TLRO0.295B L ZATEBWITE 8D A%
7710,000,0000% %% 5,000,0000% f% 17 - 2K (B
(B X HAT) 95 A1,380,000% Tt &
1,475,000/ 7T °

(hy RZZZTXE+= 6,000,000 8 i H#E%
BRRRH0.138FB T 2T HEERITH S &
776,000,000 A% 1% 2 X (B (MBRZ AT B
828,000 7T °

SRIZERER AR
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A
b
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Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006 HE-ZZXF+_A=+—HILFE

30. SHARE OPTION SCHEME

The Group’s share option scheme was adopted by the Group
on 22 November 2002 (the “Scheme”) for the purpose of
enabling the Group to grant share options to executives
and employees of the Group and other persons who have
made contributions to the Group as incentives and/or
rewards for their contributions to the Group or its
subsidiaries.

According to the Scheme, the Board may grant share options
to the eligible participants as defined in the Scheme to
subscribe for such number of shares as the Board may
determine. Share options granted should be accepted within
30 days from the date of offer. Upon acceptance of the
share options, the grantee shall pay HK$1.00 to the Group
by way of consideration for the grant.

The exercise price of share options shall be determined by
the Board, save that such price will not be less than the
highest of (a) the closing price of the shares as stated in
the Stock Exchange’s daily quotations sheet on the date of
grant, which must be a business day; (b) the average of the
closing prices of the shares as stated in the Stock Exchange’s
daily quotations sheet for the five business days immediately
preceding the date of grant, and (c) the nominal value of a
share.

The maximum number of shares which may be issued upon
exercise of all share options to be granted under the Scheme
and any other share option scheme(s) of the Group must
not exceed 10% of the issued share capital of the Group
on the date of approval and adoption of the Scheme
provided that the Group may at any time seek approval
from its shareholders to refresh the limit to 10% of the
shares in issue as at the date of approval by the shareholders
in general meeting where such limit is refreshed. Share
options previously granted under any share option scheme(s)
of the Group (including those outstanding, cancelled, lapsed
in accordance with such schemes or exercised share options)
will not be counted for the purpose of calculating the limit
as refreshed.
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Notes to the Financial Statements (continued)

For the year ended 31 December 2006

30. SHARE OPTION SCHEME (continued)

The total number of shares issued and which may fall to be
issued upon exercise of the share options granted under
the Scheme and any other share option scheme(s) of the
Group (including exercised, cancelled and outstanding share
options) to each eligible participant in any 12-month period
up to and including the date of grant shall not exceed 1%
of the shares in issue as at the date of grant. Share options
granted to substantial shareholders or independent non-
executive directors in excess of 0.1% of the Group’s issued
share capital on the date of grant or with a value in excess
of HK$5 million must be approved in advance by the Group’s
shareholders.

The period during which share options may be exercised
will be determined by the Board at its absolute discretion,
save that no share options can be exercised more than 10
years after they have been granted. There is no general
requirement that share options must be held for any
minimum period before they can be exercised. The Scheme
will expire on 22 November 2012.

s ERR M ()

HE_ZTZERF+_A=T—HILFE

30. B ESHE ()

REZR N EREB S 2 AT 128 A
M(BEREER) BITEMEBEERA
TARERZ AT 8 R AN 52 B T ) & A B AR A AT
B RHZEBRE (REETE BT
M ARITEBRE) M%7 R T
2EBRDEE TEBERLE B BT
B BEZ1% - BREBREXIBLIER
TEERNZEBEREZFEAROERFZD
EHAEEERTRA0I%HIEEBESR
5,000,000/ T Bl A B AR LB R E E 5%
oo

BEEen2ENERTEREZITESR
MREEREASBTHFRTAITERZ
BRI - YIRNMTF BB IR BT 4 B 45 B B R A
2 52 BABR I 4B AT (0] — AR TE o % AT BB R
—E——F+—A=Z+=HE®R"
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Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006

30. SHARE OPTION SCHEME (continued)

The following table discloses movements in the Share Option

Scheme:

During the year ended 31 December 2005:

HE_ZZRF+_A=T—RHILFE

30. B ESHE (B8)

TERBEBREHE 2

E_TTRF T _A=+—RLFE:

Number of share options

BREHE
Exercise Outstanding Granted Exercised Lapsed Outstanding
Date of price per Exercisable at during during during at
Grantees grant share period 01.01.2005 the year the year the year 31.12.2005
R-ZZRF R-ZBELF
-A-8 +=g=t-8
ARA REBH BERAIKE L o R AT B ERERH ERTR ERENM i RATE
HKS$/% 1T
Employees 03.01.2004 0.138 03.01.2004- 60,000,000 - - (30,000,000) 30,000,000
ER 02.01.2014
26.10.2005 0.102 26.10.2005- - 30,000,000 - - 30,000,000
25.10.2015
Other eligible
participants 03.01.2004 0.138 03.01.2004- 60,000,000 - - - 60,000,000
EtagR 02.01.2014
SEE
26.10.2005 0.102 26.10.2005- - 180,000,000 - - 180,000,000
25.10.2015
120,000,000 210,000,000 - (30,000,000) 300,000,000
During the year ended 31 December 2006: HE_ZZERXEF+_A=1T—HLFE:
Number of share options
BREHE
Date of Exercise Outstanding Granted Exercised Lapsed Outstanding
offer to price per Exercisable at during during during at
Grantees grant options share period 01.01.2006 the year the year the year 31.12.2006
RZBEARE RZBEXREF
BRE -A-H +=ZA=+-H
ARA RHEBH BERAIKE L o R AT B FRERH ERTE ERENM i RATE
HK$/7% 7T Note (1) Note (2)
FiEEE(1) i 5 (2)
Employees 11.12.2003 0.138 03.01.2004- 30,000,000 - (30,000,000 - -
&8 02.01.2014
26.09.2005 0.102 26.10.2005- 30,000,000 - - - 30,000,000
25.10.2015
06.07.2006 0.295 13.07.2006- - 78,000,000 (5,000,000) - 73,000,000
12.07.2011
Other eligible 11.12.2003 0.138 03.01.2004- 60,000,000 - (32,000,000 - 28,000,000
participants 02.01.2014
Htha B’k
SHE 26.09.2005 0.102 26.10.2005- 180,000,000 - (180,000,000) - -
25.10.2015
06.07.2006 0.295 13.07.2006- - 78,000,000 - - 78,000,000
12.07.2011
300,000,000 156,000,000 (247,000,000) - 209,000,000
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Notes to the Financial Statements (continued)

DEEE LR

For the year ended 31 December 2006 #HE-TEXRF+_A=+—HILFE

30. SHARE OPTION SCHEME (continued)

Notes:

(@) The closing price of the share immediately before the date of
grant on 6 July 2006 was HK$0.305.

30. R FESTE ()

B 5L

(1) EBEERLASH-_ZTFLAXNHAMZERG
W™ {EA0.3058 T e

(2)
Closing price
immediately

Exercise price Number of before
per share Exercise date share exercised exercised date
RETEAHA
BRITEE TEAM BRHTEHE ZWhE
HKS HK$
R B
0.138 04.05.2006 10,000,000 0.435
10.05.2006 7,000,000 0.375
23.05.2006 19,000,000 0.255
01.09.2006 10,000,000 0.375
10.11.2006 10,000,000 0.480
29.12.2006 6,000,000 0.475
62,000,000
0.102 16.05.2006 10,000,000 0.380
22.05.2006 10,000,000 0.290
03.07.2006 10,000,000 0.290
06.09.2006 60,000,000 0.400
13.09.2006 90,000,000 0.375
180,000,000
0.295 10.11.2006

(3) No option was cancelled during the year.

During the year, 156,000,000 (2005: 210,000,000) share
options were granted under the share option scheme to
grantees for an aggregate consideration of HK$6 (2005:
HK$7).

The exercise in full of the outstanding 209,000,000 share
options at 31 December 2006 would, under the present
capital structure of the Company, result in the issue of
209,000,000 additional shares for a total cash consideration,
before expenses, of approximately HK$51,469,000.

5,000,000 0.480
() FRMLEEHTARERRE-

F£ R HE 156,000,000 (ZEZTHE:
210,000,00017 ) H# A% #E AR #5 B AR #E 51 &1 )
ARABRN - BREAEBT(ZETHF:
787T) °

RIBARRZEEERER BEITERZ
TEERE+_A=ZF+T—HEXRTEZ
209,000,0001» & A% # #% & B % 17
209,000,000%E SN 1 » 4837 @ R E R IR
B X B4 & 51,469,000/ 7T °




Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006 HE-ZZXF+_A=+—HILFE

30. SHARE OPTION SCHEME (continued)

112

During the year ended 31 December 2006, options were
granted on 6 July 2006 and are fully vested at the same
date. The estimated fair values of the options granted on
that date are HK$7,277,000. In applying HKFRS 2, the Group
recognised these fair values as expense for the year ended
31 December 2006. The Group has not applied HKFRS 2 to
share options that were granted after 7 November 2002
and had vested before 1 January 2005 in accordance with
the relevant transitional provisions.

The fair value is calculated using the Black-Scholes pricing
model. The weighted average inputs into the model were

30. B ESHE (58)

HE_ZERFT+_A=+—HLEFE Y
RZEERNFEAANEBEHERERR A
BHBEEBE - RNZARLCHEERE A TEEAE
5t /7,277,000 - EAEAMBRE
ERE2R B AEBREBEZ T F+
“AET-RUEFERZELAABEER
RAX - RBEBTBREEN L2928
BREGR AREEYRE ST _F+—
AtRAERLBEER=ZZETHAF—A—H
AREBECEREERESMBHMELENE
25 °

REFEDERM AR — FEREBER
FHEC-RE 2 INEF BB T

as follows:
Share options granted on
BHBRE
Date of offer to
grant options Date of grant
BRESHAH iR
06.07.2006 26.10.2005
R-BEBAE R=-ZZHHE
tAXH +A=+XH
Share price IR (& HK$0.295/% 7 HK$0.102% 7T
Exercise price T1EE HK$0.295/87C HK$0.102/8 7T
Expected volatility T8 B R 77.22% 80%
Expected option life (in years) TEERRE IR BAMR (IR 5T) 0.3 1.05
Risk-free-rate [ e A = 4.12 3.81
Expected dividends TE 2R RR B 0% 0%

The expected volatility was determined by using the
historical volatility of the Company’s share price over the
previous two years. The expected life used in the model
has been adjusted, based on the managements estimate,
for the effects of non transferability, exercise restrictions
and behavioral considerations.

The Group recognised the total expenses of HK$7,277,000
for the year ended 31 December 2006 (2005:
HK$7,040,000) in relation to share options granted by the
Company, of which HK$3,638,500 (2005: HK$1,005,715)
are recorded in staff costs.
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Notes to the Financial Statements (continued)
MRS R KM 5E (B8)

For the year ended 31 December 2006 #HE-TEXRF+_A=+—HILFE

Included in the Group’s trade payables are the following

31. TRADE PAYABLES 31. ERESZ RN
The Group
xEE

2006 2005
—BEXRE —EEREF
HKS$/7#% T HK$/7%& 7T
Margin client payables JER R & P 5KIR 7,303,213 6,056,484
Other client payables JER E M EFERIE 17,117,097 18,506,721
Trade payables ERE 5 R 16,888,499 -
41,308,809 24,563,205

AEEREBERZINEBE NI ZER
B2 BN B B BR R+

amounts denominated in a currency other than the BT Y HMNE -
functional currency of the entity to which they relate:
2006 2005
—BEAREF —TTRF
Indonesian Rapiah e & - 3,892,335
Malaysian Ringgits 5 - 59,095
Singapore dollars N T - 2,807
Renminbi AR 16,956,053 -

Margin client payables and other client payables are
repayable on demand and bear interest at prevailing market
rates. No aged analysis is disclosed for margin client payables
and other client payables as, in the opinion of the directors,
the aged analysis does not give additional value in view of
the nature of business of securities margin financing and

broking.

The directors consider that the carrying amount of trade
and other payables approximate to their fair values.

e FF R & P IR M E Al B P SRR RE
R BREE RERFHHMNEF B -BR
EERRUTRESREXT NELER
HEMmE RO ERTA B3 &%
BERNAFREFPHARENEMEP KA
ZEREBE DT ER

EERRENESERRR
FEEREAAEBEMRS

H AL R

WESBERERAA
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Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006 #HE-ZTEXFT+_A=+—HILFE

ENESERM (&)
RZBEZERNF+_A=+—8 KEEEN
EORMRERESTMAT:

31. TRADE PAYABLES (continued) 31.

The aged analysis of the Group’s trade payables as at 31
December 2006 are as follows:

The Group
AEH
2006 2005
—EBEREF —ZTTRHF
HKS$/3% T HK$/7% 7T
Three months or less =@AzxAT 9,624,928 -
One year or less —FHUTE=Z@AMNU L
but over three months 7,263,571 -
16,888,499 -
32. RESERVES OF THE COMPANY 32. KRR z#E
Capital Accumulated Contributed Share
reserve losses surplus premium Total
ERGHE 2 ER BEREH B 5IHRE 5t
HK$/7% 7T HK$/7% 7T HK$/7% 7T HK$/7% 7T HK$/7% Tt
At 1 January 2005 R-ZZZTHF
—H—H - (29,872,714) 199,604,530 - 169,731,816
Loss for the year RNEEBE - (92,267,886) - - (92,267,886)
Recognition of share BAREE
option benefits T SR B P 4
at fair value A 7,040,000 - - - 7,040,000
At 31 December 2005 R-ZZZTHF
+-A=+—8 7,040,000 (122,140,600) 199,604,530 - 84,503,930
Recognition of share BAREE
option benefits W B AR
at fair value kS 7,277,000 - - - 7,277,000
Issue of new shares BT M - - - 658,521,000 658,521,000
Transaction costs BT M
attributable to issue BiER5
of new shares B AR - - - (7,977,552)  (7,977,552)
Transfer on exercise ERETER
of share options 2 7 (6,267,523) - - 6,267,523 -
Loss for the year rEEEE - (14,393,862) - - (14,393,862)
At 31 December 2006 R-ZEEXRE
+=ZA=+-H 8,049,477 (136,534,462) 199,604,530 656,810,971 727,930,516
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s ERR M ()

For the year ended 31 December 2006 #HE-TEXRF+_A=+—HILFE

32. RESERVES OF THE COMPANY (continued)
Under the Company Act 1981 of Bermuda (as amended),
the contributed surplus account of the Company is available
for distribution. However, the Company cannot declare or
pay a dividend, or make a distribution out of the contributed
surplus, if:

(@) the Company is, or would after the payment be,
unable to pay its liabilities as they become due; or

(b) the realisable value of the Company's assets would
thereby be less than the aggregate of its liabilities
and its issued share capital and share premium
account.

In the opinion of the directors, the Company's reserves
available for distribution to shareholders as at the balance
sheet date were as follows:

32. "RF 2B (E)

BREBARE-NN—FQEE (KER)
RRARZEGBRERERAH IR FH-
A FETIBAT ARATNEEEH
BHEREPEIRIORMNREHAFEL DK

(@) ARBERBINBBOIREELEER
AWM ER K

(b) ANRREEZZREEANE L ME
EERNARAEE SBEITRARK
0 (B Bk 2 #A0 -

EEZRR ARENGEE B A H DR TR
ZREmmT:

2006 2005
—EBEAE —EThF
HK$/7% T HK$/7% 7T

Contributed surplus BB
Accumulated losses RETEE

199,604,530 199,604,530
(136,534,462) (122,140,600)

63,070,068 77,463,930

HELRIZEBRERART —ZEAEER
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BRI T ()

For the year ended 31 December 2006 #HE-ZTEXFT+_A=+—HILFE

33. BANK BORROWINGS 33. fRITER
The Group The Company
rESR K NN
2006 2005 2006 2005
—BEAF —ETHE = ks —ETREF
HK$/% Tt HK$/% 7T HK$/7% T HK$/7% 7T
Bank overdrafts RITEX
— secured (Note 28) — B
(B$7E28) 497,167 195,152,741 - -
— unsecured (Note 28)  — fE KA
(M$7E28) - 9,426,696 - 9,426,696
Bank loans RITER
— secured — B KM 137,946,904 1,000,000 - -
138,444,071 205,579,437 - 9,426,696

The bank loans and overdrafts are repayable within one RITERRBEZXEAR —FAXRREER
year or when the facility is withdrawn. These borrowings BR-ZEERRERNASEZ R
are used to finance the financing business of the Group. o

At 31 December 2006, the Group’s bank borrowings were RZBERNF+ZA=+—H REBE IR

secured by: TERBTHSEER:

(a) corporate guarantees from the Company; (@) AAREz 2AER:

(b) marketable securities of the Group; and by AEBCZEHEEHESH K

(c) marketable securities of the Group’s client. () AEBEFPZBEEEZES-

Bank borrowings HK$13,695,828 are secured on the R 17 B 3 13,695,828 ot A B @ &

deposits for acquisition of leasehold land use rights and 23,499,671 EB T (ZETRF &) (M

buildings of HK$23,499,671 (2005: NIL) (Note 20). 00 7 MERELtHEREREF TS
EH 3o

The effective interest rates on the Group’s borrowings are RAEBERZERMETTESRE X

also equal to contracted interest rates.
The directors consider that the fair values of bank EERA BRTERZAABEEAEEREEE

borrowings at the balance sheet date approximate to their HE-
carrying amounts.
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Notes to the Financial Statements (continued)

For the year ended 31 December 2006

33. BANK BORROWINGS (continued)

34.

The maturity of borrowings is as follows:

s ERR M ()

HE_ZTZERF+_A=T—HILFE

33. RITEN (&)

BEMERWT

The Group
rEH
2006 2005
ZEBEEXRF —EEREF
HKS$/#% T HK$/% 7T

Within one year —FR

Between one and two years —ZEMF

Between two and five years MERF

Wholly repayable with five years RAFRBHEER
Over five years HBiEhF

The effective interest rate for bank overdrafts carries interest
at either HIBOR or Prime rate (2005: HIBOR or Prime rate).
The effective interest rate for bank loans are ranging from
5.76% to 6.84% per annum (2005: HIBOR plus a spread).

Included in the bank borrowings as at 31 December 2006
was a secured loan of RMB123,000,000 (equivalent to
HK$122,509,000), which has been repaid subsequently after
year end.

RETIREMENT BENEFIT SCHEME

(a) Retirement benefit costs
The Group operates a defined contribution Mandatory
Provident Fund retirement benefits scheme in Hong
Kong (the “"MPF Scheme”) under the Mandatory
Provident Fund Schemes Ordinance, for those
employees who are eligible to participate in the MPF
Scheme. Contributions are made based on a
percentage of the employees’ basic salaries and are
charged to the income statement as they become
payable in accordance with the rules of the MPF
Scheme. The Group’s employer contributions vest fully
with the employees when contributed into the MPF
Scheme.

34.

125,667,366 205,579,437
1,125,275 -
4,369,286 -

131,161,927 205,579,437
7,282,144 -

138,444,071 205,579,437

BITEI BB RIZREBRITRAERE
KEEEMNNER(ZETRF - BERITRE
FERFERMNR) T E-RITERZER
FRRIBENF576%E6.84%:TE (ZEZ
AF - ERRTRAERESMEEE) -

RZEERF+_A=+—H8 FITEXRE
HFE—EFHEFER123,000,000A R (47
£ 122,509,000 70) ' ZEERERF
KHEEE-

iR ¢k 48 7 5t 2

(a) RAIKERI KA
R BRI 0k B 1 A TR 2 A ERD)
REERBEBRZEGHERATES R
Rt e ([afEestdll) 2E' 8
ZH—AERHRK BB & P
ER 2R IREEHE 2B LA
B WK R S 51 8 2 R E R A
HREER SR PR AEE L
BREEFEFHZEIRHREHRRE
BfrA-

HERERERAR ZZBEXREEFH 117
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Notes to the Financial Statements (continued)

B 75 SR = P 5 (48 )
For the year ended 31 December 2006

34. RETIREMENT BENEFIT SCHEME (continued)

(a) Retirement benefit costs (continued)
Pursuant to the relevant PRC regulations, the PRC
subsidiaries are required to make contributions to
defined contribution retirement schemes organised by
the relevant Social Security Bureau in respect of the
retirement benefits for the PRC subsidiaries’ employees
in the PRC.

(b) Employee entitlements
Employee entitlements to annual leave and long service
payment are recognised when they accrue to the
employees. A provision is made for the estimated
liability for annual leave and long service payment as
a result of services rendered by employees up to the
balance sheet date.

Employee entitlements to sick leave and maternity or
paternity leave are not recognised until the time of
leave.

35. FINANCIAL GUARANTEES ISSUED

The Group
At 31 December 2006, the Group has not given any
significant financial guarantees (2005: Nil).

The Company

The Company has issued unlimited corporate guarantees to
banks to secure general facilities granted to two subsidiaries.
The facilities utilised by the subsidiaries as at 31 December
2006 amounted to approximately HK$137,000,000 (2005:
HK$196,000,000). The Company has not recognised any
deferred income and the related expense in respect of such
guarantees, as in the opinion of the directors, their fair
value cannot be reliably measured and their transaction
price was nil.

The directors consider that the subsidiaries are financially
resourceful in settling the obligations.
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34. RIRBEF B ()

(a) BRIRBARIRAE (45)
RIEE R BRI BB A RA
sheh B 1R B 2 RIEF A B 2R
R 5 AR Ak 2 T B G FUR IR AT BIAE L %

e
A °

(b) EEEZ
BEEREFFREEHRE 2 I ERT
TERERER IHEBEEEERRAE
BAiRIREMEL Z At FREE
HRG e EFELEE

BEEEFRBRESBIEERERX
R EA RS n T RERR -

35. SR 2 BIER

AEH
R-BEAF+-A=+—B F&ELE
BEAMBER(ZZTRAFE) -

P/ NN

KARERMENMNBARME—REER
BITHHEREZARER- R_TTEF
+-—A=+—8B WEBAREHHEEEY
137,000,000 &t ( — T T H F :
196,000,000/ ) - EER A AR EE L
VB ERZ AR BEREANSETE N ETE
R ME AR A BN 4 LR S IR R R AT

EEWAR BB -
EER/RENBARABRWES B
EAERRER-



Notes to the Financial Statements (continued)

s ERR M ()

For the year ended 31 December 2006 HE-ZTEXF+_A=+—AHLFE

36. COMMITMENTS
The Group
At 31 December 2006, the Group’'s future aggregate
minimum lease payments under non-cancellable operating
leases are payable as follows:

36. H&IiE

rEHE

RZBZERF+ZA=+—0 AEBRIE
TR HEELROZARENRERS 2
BT

2006 2005
—BEARF —ZTHF
HK$/% 7T HK$/7% 7T

Land and buildings T REF
Within one year —FR 5,691,204 5,688,886
In the second to fifth year inclusive FIEERF (BREEWMTE) 4,109,383 6,591,999

The Group leases office premises under operating leases.
The leases run for an initial period of one to six years. The
leases do not include any contingent rentals.

The Company

At 31 December 2006, the Company did not have any
commitments under non-cancellable operating leases (2005:
Nil).

Other than the operating lease commitments, the Group
and the Company did not have any other capital
commitments as at 31 December 2006 (2005: Nil).

9,800,587 12,280,885

AEBRELLEHEOBERAPRLAR MZSEH
DNERB—ERNERE WO FEMK
A&

ZNA)

R-ZEXF+-A=+—R ARALE
ER T HBEEBORE ZAE (ZF
THEFE) -

BREEROIN REBRADANR _ZTTX
F+-—A=+— EI%&Hﬁ’r&éﬁK%}E
(ZETRF E)-

A
A
b
ﬂ;
1
#

WESBERERAA

119



120

Notes to the Financial Statements (continued)

BRI T ()

For the year ended 31 December 2006

HE_ZZRF+_A=T—RHILFE

37. TRANSACTIONS WITH RELATED PARTIES 37. BEALRS

(a) Details of the Group’s significant transactions with the (a) AEERAFTEDBHENTHEALE

following related parties during the year are as follows: TEARG 2B nT :
2006 2005
—EEAE —ETEF
HK$/5% 7T HK$/7% 7T
Associates of directors: BEEZBMEAL:
Commission and interest EEHER
income arising from BHEMER:
futures and securities trading K F B A 1,050,000 1,048,000
In the opinion of the directors, including the EE(BEBIINTESR)RAE L
independent non-executive directors, the above MZ SR AEERAEEBRBREPIZ
transactions were entered into in the Group’s ordinary FEmMERTET
course of business and at terms agreed by both parties.

(b) During both years, compensation of key management by REMFFN TEEBEABEHERE
personnel represents directors’ remuneration, as stated M 10mscEEMe-EEME A
in note 10. The directors’ remuneration is determined FHZESL2RBAARR BERK
by the remuneration committee having regard to the BURMSBEETE-
performance, responsibilities and experiences of
individuals and market trends.

38. POST BALANCE SHEET EVENTS 3. #EBEREE

On 19 March 2007, the Company entered into a purchase RZZEZLF=A+NB AEEEBTE

agreement with an independent third party, Excellot Assets SHELEEERBERAR ([ELEE])

Management Limited (“EA"), to acquire the entire interest RN —IEEE RS UR(E 119,487,500/

in the share capital of Global Union Group Limited (“Global T BB AR AR ([ ) 250

Union”) and the shareholder’s loan due from Global Union HRAMBERERFZBRERET ZRE

to the vendor at a consideration of HK$119,487,500. The H 12,825,000 T A IR & F M

consideration has to be satisfied as to HK$12,825,000 in 106,662,500 7L R B i@ (A1 E 2 B E (S H

cash and as to HK$106,662,500 from issue of 152,375,000 REZAN)ATRKRO7E L EITAARD A

ordinary shares of the Company at a price of HK$0.7 per 152,375,000 E@R Z -t HZE =S

share to EA or its nominees. Global Union indirectly holds AEBBRABWBARZFINTRLSER
approximately 9.62% of the registered capital of Shenzhen MAERAR ([BEEIE]) £99.62% 2 it

Sinodata Technology Co., Ltd. (“Sinodata”), an existing B

subsidiary of the Group.
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Notes to the Financial Statements (continued)

For the year ended 31 December 2006

POST BALANCE SHEET EVENTS (continued)
On the same date, the Company entered into another
purchase agreement with independent third parties, Sino
Gateway International Limited (“Sino Gateway"”) to acquire
the entire interest in the share capital of Huge Rich
Enterprises Limited (“Huge Rich”) and the shareholder’s loan
due from Huge Rich to Sino Gateway International Limited
at a consideration of HK$115,762,500. The consideration
has to be satisfied as to HK$12,425,000 in cash and as to
HK$103,337,500 by issue of 147,625,000 ordinary shares
of the Company at a price of HK$0.7 per share to Sino
Gateway or its nominees. Huge Rich indirectly holds
approximately 9.32% of the registered capital of Sinodata.

Upon completion of the acquisitions as stated above, the
Group, together with its existing interests in Sinodata, will
in aggregate hold approximately 65% in the registered
capital of Sinodata indirectly.

ACQUISITION OF LOTTERY BUSINESS
(i) Acquisition of Multi Glory Limited
("Multi Glory")
On 15 March 2006, the Company entered into a share
purchase agreement to acquire the entire issued share
capital of Multi Glory for a consideration of
HK$227,800,000. Upon completion of the acquisition
on 7 July 2006, the Group through the subsidiaries of
Multi Glory involves in development and production
of proprietary lottery machines, related operating
software system and networks for welfare lottery
industry in China.
(ii) Acquisition of Happy Sun Technologies
Ltd. (“"Happy Sun")
On 25 July 2006, the Company entered into a share
purchase agreement with Gain Silver International
Limited (“Gain Silver”), an independent third party,
to acquire the entire issued share capital of Happy
Sun and the shareholder’s loan due by Happy Sun to
Gain Silver for a consideration of HK$157,040,000.
Upon completion of the acquisition on 20 November
2006, the Group through the subsidiaries of Happy
Sun involves in provision of systems and verification
technology for Instant Lottery Games in China
administered by the China Welfare Lottery
Administrative Center.

38.

39.

s & e ()
HE-TTAF+-A=+—BLER

HERBREE(E)

A—H ARAREBIFE=ZHFEBRRER
AR ([EBEB DTS —EHEEHH
LARR{E 115,762,500 T BB RE D E AR
Al ([RE]) 2z AR BERER
Bz REEF ZREEF12,425,000%8
TCAIR & S +F 103,337,500 7T Bl i i@
MEBEE (RERBA) LER.7ET
1T RN TE]147,625,0000% L3 I S o 7=
BRERE BREHIELN32% 2 M E A

SR LB R AREERER BRRIE

REE BEESAEREEBAERY
65% 2 s & Ao
WEEEER
(i) W& Multi Glory Limited

([ Multi Glory])
R-BEAE=ZA+EA AR
v —IEBE AR ek AR {E227,800,000
BT BB Multi Glory2 3B 317
K-RZEEXNFLAELATKWE
% REBE BN E QA Multi Glory
RPBEANCEEERERBERAE
B EW - B EES RS L
7 o

(ii) U EEHappy Sun Technologies
Ltd. ([Happy Sun])
R-—_EEXFLtA-_+HH"

A a) B % = B Gain Silver
International Limited ( [ Gain Silver] )
A —mEERBE OURE
157,040,0007% 7T W B Happy Sunz &
B 277 i% & & B Happy Sun#t & Gain
SiverZ EREF -R_ZEEF+—
AZ+tHZTAU ERER RNEEE
B [t 8 2~ BlHappy Sunid # Bl & B
BAFETHRHOEERENRA Y
EERBRRZEBRIM-

HESMIZEBRERAR —ZEEREER



Notes to the Financial Statements (continued)

Sk M aE (48)
For the year ended 31 December 2006 #HE-ZTEXFT+_A=+—HILFE

39. ACQUISITION OF LOTTERY BUSINESS
(continued)
(iii) Acquisition of Pentium Win Limited

39. WBBRREK (&)

(iii) W B Pentium Win Limited

122

("Pentium”)

On 8 August 2006, a wholly owned subsidiary of the
Company entered into a conditional sale and purchase
agreement with Grand Langley Limited, an
independent third party, to acquire the entire issued
share capital of Pentium together with the loan due
from Pentium to Grand for a consideration of
HK$29,000,000. Upon completion of the acquisition,
the Group through the subsidiaries of Pentium involves
in the sports lottery industry in the PRC. ;&I T & MW
R T AR A R is one of the approved vendors
for the development and production of sports lottery
machines by China Sports Lottery Administration
Center and has already contracted to supply sports
lottery machines for certain province/cities in the PRC.

The above acquired businesses contributed revenue
of approximately HK$115,043,000 and net profit for
the year of approximately HK$34,149,000 to the
Group. If the above acquired businesses had occurred
on 1 January 2006, the Group’s turnover would have
been approximately HK$268,221,000 and net profit
tax the year would have been approximately
HK$44,587,000.
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([Pentium])
RZEZERNFNANB KRAZE
EH B AREE T E = A Grand
Langley Limited 3] —IEEGMHEE
% LA {8 29,000,000/ 7T - & [
Pentium# X Grandz B 7% - W B
PentiumZ #0 2 B TR 2 o SEAK A £ IR
BE1% NEEE BPentiumZ M E A
RABEREEELESEE Flime
MR FMER AR BEF —KES
EREFAREEVEEEHRLRT
ERABRREEEBBELERAR I
R BEETEG, TRk 2
EEBBRL-

LB REBEBEREBER 2 KA
B R4 A115,043,0008 7T A R AN 4
JE 4 F 4934,149,00058 7T ° fiff £ it dg
EBEK—ZERN _TTENF—A—H
FAECAAXEBEEXETEREDNDBE
268,221,000/ T I A F E L F A %)
544,587,0005% It °



39. ACQUISITION OF LOTTERY BUSINESS

(continued)

Details of the assets and liabilities acquired are as follows:

Notes to the Financial Statements (continued)

s ERR M ()

HE_ZTZERF+_A=T—HILFE

For the year ended 31 December 2006

39. WBBRREK (&)

WIENEEMBEHBWT:

Acquirees’
carrying
amount
WU BARDEE
HK$/% 7T
Assets/(liabilities) acquired WEEE, (A7)
Property, plant and equipment YRR E AR 36,207,435
Prepaid lease payments T {E A TR
on land use rights =R K=Y 2,317,560
Intangible assets EmEE 12,187,490
Inventories e 70,853,622
Trade receivables B E SR 18,401,580
Other receivables H b B U FR IR 46,195,124
Cash and bank balances e RIRITHEEH 34,686,223
Deferred tax liabilities RIERIEEE (28,097,762)
Trade payables FERE 5 R (36,566,965)
Other liabilities HtaE (1,633,173)
Current tax liabilities MEBTMIBAE (2,435,009)
Bank borrowings SRITER (119,925,847)
Minority interests 1 B RS B T (88,660,992)
(56,470,714)
Fair value adjustment AAREBEARE 1,294,263
(55,176,451)
Goodwill on acquisition WEEEA 2 EHE 375,555,844
Consideration payable Mk WE ARE
and related expenses after 7 U B A R AT
deducting bank borrowings B2 EN
of the acquirees assured RER
by the acquirers EEMAX 320,379,393
Total purchase consideration and BREEREREHEAX
related expenses satisfied by: LA B IB 1+
Cash paid EfRe 156,579,393
Issue of consideration shares BFIRERD 163,800,000
320,379,393
Net cash outflow in respect of WEEHE 2RSSR D
the acquisition is analysed FREOMNMT
as follows:
Cash and bank balances Be MIR1THES 34,686,223

Cash paid

Cash outflow of acquisition

ENHRE
WBEEZASR

WESBERERAA

(156,579,393)

(121,893,170)



Five Year Financial Summary

hEPHEE

The following is a summary of the results of the Group for the MW TAXREBEHZE -—TT X
five years ended 31 December 2006, which have been prepared ¢£1I¢FZ%ZITFTE 75

“E+-A=+—8
2 98 55 5 26

on the basis set out in note 2 to the financial statements. oz EERE .
RESULTS ¥E
2006 2005 2004 2003 2002
CEEANFE _EERFE _EENFE T -_F _FTT _F
HK'000 HK'000  HK$'000 HK$'000 HK$'000
FTBxT FET FHET FBT FBT
(restated)
(E31))
(Note)
(B E)
Turnover o %0 173,883 41,938 169,137 324,693 44,134
Profit/(loss) before taxation BREBLER (EE) 41,633 (53,952) (81,820) 6,009 (29,125)
Taxation IR (11,002) 3,252 4,146 (1,978) (884)
Profit/(loss) before Rt DB R ER A
minority interests wH (B8 30,631 (50,700)  (77,674) 4,031 (30,009)
Minority interests DY RER (19.,461) - - - -
11,170 (50,700)  (77,674) 4,031 (30,009)
ASSETS AND LIABILITIES EEREE
Total assets BEE 1,146,198 349,517 447,394 464,256 315,526
Total liabilities Bafr (216,154)  (234,945)  (289,162)  (228,351) (83,651)
Total equity Itz 930,044 114,572 158,232 235,905 231,875

Note:

As a result of the change in accounting policy for income taxes in 2003, HRE_ZEZ=FEFXHHEMS

2002 figures have been restated for comparison purpose.
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