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CHAIRMAN'S STATEMENT

We positioned ourselves for the development of Sun Innovation despite challenges from an unsettled global
political and economic environment. Although there are worries about slowing growth in China and the
United States, global economic growth managed to hold steady in 2004 and we expect a comparable pace in
2005. Again, we expect the two pillars of global growth, the United States and China, to provide the main

impetus for the rest of the world.

In 2004, personal consumption in the United States drove the GDP growth to 4.4%, as the US consumer
proved resilient. The Japanese economy also showed signs of sustained recovery after a long period of
disappointing economic performance. Closer to home, the Chinese economy maintained its remarkable
expansion, ranking amongst the fastest growing economies in the world, as GDP rose by 9.5%. The
mainland economy is expected to record at least 8% growth in 2005 as the government maintains a pro-

growth economic policy.

Hong Kong looks well-placed to benefit from China’s development and the expansion of its Closer Economic
Partnership Arrangement (CEPA II) privileges, which continue to reduce entrance barriers for Hong Kong
entities and its people to utilize the vast continental opportunities in the mainland. Running parallel to the
prospects in China, the market of Hong Kong is also on the verge of embracing a new era of demand in
telecommunication services as prompted by the rollout of 3G technology locally and the opening of the

underdeveloped telecommunication market in China.

In this exciting and challenging environment, the Group is striving to grasp the opportunities found in the
recovering global economy, expanding into high potential and high growth related areas, while consolidating

and upgrading our existing businesses and services.

In review of 2004, we continued to strengthen our new corporate identity under these economic conditions
by engaging into businesses that provided potential revenues development, stable profits and a strong asset

foundation.

POTENTIAL REVENUES

The Telecommunication services are a fundamental revenue generator in the future in relation to the capital
employed. Although the transitional nature of the current technology cycle and intense competition lead to
a loss in the year of 2004, we have worked hard to establish the fundamental infrastructure for a globe-
spanning network that we believe can catch the emerging potential of demand for telecommunication and
Voice Over Internet Protocol services over the coming years. The development of our Hawaiian subsidiary
as a strong revenue source is one of our strategies. Our voice wholesale services in Hong Kong are also a
contributor to this business division. After the operations of our strategic business units restructure and
become stabilize, we are confident that our experienced Management and indigenous knowledge of the
Pacific Rim region will give the Group an edge in exploring and developing both broad and niche marketing
opportunities in the future. The acquisition of Circle Telecom USA Inc. in January 2004 represents yet

another proactive step by the Group to broaden our customer reach and develop new revenue sources.
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STABLE PROFITS

The Entertainment Media Division was one of our strong performers in 2004 and remains a high-growth
and cash-generating business line. Diversification and productivity enhancement raised the profitability of
this Division to a new level and we are encouraged by the potential offered by a solid operating base and
global network advantage. Leveraging up from our 2004 performance, we expect strong revenue possibilities
from our entry into the electrifying growth of the content industry through our existing subsidiary of
TelecomInno (Macau) Co. Ltd. and expansion of our entertainment media services through the acquisition
of Y.K. Drive, a pioneer of Japanese content distribution services. Drive’s excellent marketing network will
enable the Group to reap maximum returns in the short and medium term. The Group believes that we are
still only at the cusp of tapping the budding potential of this Division. The multimedia services and mobile
platform provided by Cellcast (Asia) Limited is our leading-edge bridgehead into the Hong Kong market.
The Group places high conviction in our content development provided by Visual Paradise Inc., which
offers innovative and original video and audio contents based on contemporary and talented Hawaiian

producers.

STRONG ASSET BASE

The Property Investment Division contributed to our enhanced asset base and will continue to provide a
core foundation for the Group’s future financial performance. The recovery in Hong Kong’s property
market conditions and the local confidence indicates that further appreciation of the Group’s asset value is
likely in 2005. We will continue to acquire quality properties in major cities throughout the PRC and lease

them to high-value tenants to preserve strong yields and recurrent cash flows for the best of the Group.

During 2004, we completed the entire restructuring of the Group with the disposal of the fire protection
and suppression business in Shanghai. New opportunities will continue to be aggressively explored to
elevate the Group towards a new level of revenue-generation. Amongst our key strategies, we are committed
to deepening our asset base in order to create a remarkable foundation for future enhancement of shareholder
value. We will also examine both strategic business alliances and organic development as a means to

harness and expand the potential of our inherent competitive advantages.
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BUSINESS REVIEW

In order to deploy the internal resources efficiently, the Group has undergone restructuring during 2004
and divided the business into three main divisions: Telecommunication Division, Entertainment Media

Division and Property Investment Division.

Telecommunication Division

The turnover of this Division for the year ended 31 December 2004 was approximately HK$4.6 million, an
increase of 951% when compared to that of 2003. Due to the severe competition in the Hong Kong
telecommunication industry and the further development and consolidation of this Division, the loss of this
Division was approximately HK$10.8 million for the year ended 31 December 2004 which included

impairment loss of goodwill at approximately HK$2.5 million.

This Division was established in March 2003. The Hong Kong subsidiary, Telecom Innovation Limited,
provides corporate IDD retail service, voice wholesales service and billing service to international customers

and also sells prepaid IDD calling card products to the Hong Kong market.

The Hawaii subsidiary, Circle Telecom USA Inc. (“CT USA”), which was acquired in January 2004, has an
Internet Protocol (“IP”) network to support its customers’ IP voice and data requirements with good
quality at competitive price. CT USA provides prepaid cards services which provide enterprises with
customized prepaid telephone cards with their own logos, a full range of Voice Over Internet Protocol
(“VoIP”) services which offer VoIP voicemail and enhanced calling features, VoIP local, inter-island, domestic
and international long distance calls, VoIP phones, prepaid services and Virtual Private Network (“VPN?”)
service. It also operates eKiosks services which offer advanced, function-rich and flexible kiosks for corporate
clients. Starting from the fourth quarter of 2004, CT USA provides Talk4Less Residential and Business
Calling Services in United States so that the customers can enjoy international and domestic long distance
services at low rates by simply using local access number without any Personal Identification Number
(“PIN”). The Talk4Less services show progressive growth in the US market with satisfactory customer
retention. In second half of 2004, a Japan strategic partner of CT USA restructured its businesses by
terminating certain services and changing scope of services provided. The business restructuring of the
Japan partner resulted significant reduction of revenue of CT USA . The management reviewed the fair
value of the business of CT USA as at 31 December 2004 and subsequently recognized impairment loss for
goodwill at HK$2.5 million.

CT USA has formed strategic partnership with the largest reseller of cellular telephone in Hawaii in

November 2004 and three prepaid card providers in early 2005 to enhance the distribution network.

Besides, this Division has a subsidiary which provides capital leasing services to international

telecommunication companies.
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Entertainment Media Division

This Division, formerly known as Media and Content Division, comprises of several local and foreign
subsidiaries with businesses in telecommunication value-added services (“VAS”), media entertainment
provisioning and advertising agency, content aggregation, on-line content provisioning in Hong Kong,
Macau, PRC, Hawaii and Japan. The turnover of this Division for the year ended 31 December 2004 was
approximately HK$31.7 million.

In the year of 2004, the VAS industry in Hong Kong continued to suffer from price competition. The VAS
industry in PRC had undergone a period of consolidation as the State’s Ministry of Information Industry
(“MII”) which has strengthened it’s regulations on Service Providers (“SP’s”) and China Mobile lowered the
pricing on certain VAS products. In view of the uncertainty of the operating environment, the Division has
accounted for an impairment of goodwill of Hong Kong and PRC operating subsidiaries amounting to

approximately HK$10.6 million and HK$41.8 million respectively.

In Hong Kong and Macau, Cellcast (Asia) Limited (“CAL”), one of the subsidiaries under this Division,
continued to deliver the majority of the revenue for this Division. CAL, which trades under the brand
“Yeahmobile”, offers ring tone, wallpaper, Java games download and community services and continues its
leading position in this industry. It also introduced new services including true tone (also known as MP3
ring tone) download, connecting tone (also known as color ring) services. The delivery means has shifted
from voice based to Short Message Services (“SMS”) based or WAP based as mobile data usage continues to
grow. In addition to the distribution of services through mobile network operators, CAL continues to
operate with chain stores like Wilson Communications Limited to distribute our services on prepaid cards
under the brand “Yeahyeah” card. CAL also provides Interactive Voice Response (“IVR”) platform for
certain mobile network operators in Hong Kong and Macau as well as IVR and SMS platform for TVB and
RTHK. CAL also provides IVR platform bundled with ring tone download for 7-Eleven and Fortress

Corporation for their marketing campaign.

The Macau subsidiary, TelecomInno (Macau) Company Limited, which launched its on-line gaming services
under the brand name of “www.gamedegift.com” in the Japanese mobile market in the fourth quarter of
2004, it has recruited more than 2,000 registered customers in Japan since its establishment. The growth of
this business is expected to be faster in the coming year. It also plans to extend the service coverage to

other jurisdiction and will introduce more innovation platforms for personal computer customers.
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In PRC, New Power Limited (“NPL”) continues to offer download services of Java games, community,
graphics, sports information and certain ring tone. The PRC business suffered a decline in the second half
of 2004 due to the following unfavorable conditions: (1) tighter regulation by MII and China Mobile on
SP’s including using SMS as a promotion means; (2) over competition from more than 3,500 SP’s on a
national basis; (3) a prolonged cycle of assessment, approval, testing and implementation by China Mobile
in respect of new services submitted by SP’s; (4) implementation of Mobile Internet Service Centre (“MISC”)
platform by China Mobile which requires the confirmation by mobile subscribers upon the request of
information; (5) cleaning up of “silent subscriber” which means that SP’s cannot charge a subscriber a
monthly fee if no information is requested by the subscriber; (6) bad debt resulting from traffic discrepancies
between volume recorded by SP’s and volume charged against mobile subscribers by China Mobile.
Accordingly, NPL has restructured its Shanghai and Shenzhen operations and rationalized its overhead cost.
It also adopted a more flexible marketing approach by entering into joint promotion effort with certain

regional network operators and handsets retailers.

Visual Paradise Inc. is a Hawaii incorporated subsidiary under this Division and was established in the
second half year of 2004. It produces Hawaiian video and audio recordings to be distributed via websites

and kiosk in Japan. No revenue was generated in 2004 as the business is still in the preparation stage.

In January 2005, the Company has acquired a Japanese corporation — “Limited Liability Company Prehit”
(the company name renamed to “Y.K. Drive” subsequently after acquisition) from Freparnetworks Inc., the
inventor and developer of Digi Raku Kiosk Machines. The customers in Japan can download varieties of
entertainment contents from the Digi Raku Kiosk Machine stationed in major chain stores in and around
Tokyo. Y.K. Drive has entered into an exclusive content agreement with Freparnetworks Inc. to provide
entertainment contents to the Digi Raku Kiosk Machines. The Group expects the business of Y.K. Drive to
grow substantially in 2005.

Property Investment Division

This Division generated stable revenue through several investment properties in Hong Kong and Guangzhou,
PRC and most of them are leased to independent third parties. During the year, a group of subsidiaries
consolidated from various office locations and moved to one of the premises in Hong Kong. Since the
Group does not lease that premises to third party, the Division reclassified that premises from investment

property to leasehold land and buildings and started to depreciate that premises.

For the year ended 31 December 2004, this Division contributed revenue at approximately HK$3.1 million,
a decrease of approximately HK$0.2 million comparing with that of 2003. This Division suffered a loss of
approximately HK$1.5 million (2003: approximately HK$4.8 million) because of property valuation losses

in PRC properties and depreciation charge for property held for own use.
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Discontinued PRC Fire Protection and Suppression Business

Due to the change of corporate strategy, the Group had disposed of a wholly-owned subsidiary, which held
51% equity interests in the Shanghai joint venture, Shanghai Mansion Wananda Fire System Company
Limited during the year of 2004. After the disposal, the Group did not conduct any fire protection and

suppression business.

Subsequent Events

In January 2005, the Company has issued 196,000,000 new shares of the Company at the issue price of
HK$0.0684 each to Freparnetworks Inc. to acquire “Limited Liability Company Prehit”. Details of which
are disclosed in the paragraph under Entertainment Media Division above and also in the announcement
dated 21 December 2004.

The Company has entered into three option agreements with Mr. Lai On Shing, Mr. Au Chung Kong and
Sinoland International Limited (collectively known as the “Grantees”) on 28 January 2005 and granted in

aggregate 225,000,000 options to the Grantees in February 2005.

Capital

During December 2004 and January 2005, the Company received notice from a convertible preference
shareholder, Station Investments Limited (“Station™), to transfer in aggregate 1,200,000,000 convertible
preference shares (“CPS”) of the Company to T&C Capital Limited (“T&C”), an independent third party
by tranches. In January 2005, T&C converted 800,000,000 CPS into ordinary shares of the Company and
in March 20035, Station also converted 166,666,666 CPS into ordinary shares of the Company. In March
2005, the Company has received a notice from Station in respect of the transfer of 800,000,000 CPS to a
shareholder of the Company, e-Lux Corporation. After the aforesaid CPS conversion, the outstanding
number of CPS at the date of this report is 2,100,000,000 CPS.

Liquidity, Financial Resources, Charges on Group Assets and Gearing Ratio

As at 31 December 2004, the Group has cash and bank balances of approximately HK$5.5 million, short-
term loans at approximately HK$13 million, long-term loans at approximately HK$21.3 million and
convertible preference shares at HK$69 million. The Group’s current assets as at 31 December 2004 were
approximately HK$16.3 million while the current liabilities were approximately HK$34.2 million. The
Group continues to adopt conservative funding and treasury policies. As at 31 December 2004, the Group’s
current ratio was 0.48 (2003: 0.63).

The Group’s gearing ratio, representing the Group’s total liabilities divided by the shareholders’ funds of
the Group, as at 31 December 2004 is 2.59 (2003: 0.97).
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Exposure to fluctuations in exchange rates and related hedges

The Group’s turnover, expenses, assets and liabilities are denominated in Hong Kong dollars, Renminbi and
United States dollars. As the exchange rates of United States dollars and Renminbi against Hong Kong
dollars were relatively stable during the year under review, the Group’s exposure to fluctuations in exchange

rates is considered minimal and no financial instruments have been used for hedging purposes.

Contingent liabilities

As at 31 December 2004, there was a material outstanding litigation which was commenced by a third
party contractor in July 2002, claiming against a bank which had served a third party notice to the
Company, for a performance bond amounting to HK$8,600,000 given by the Company to a former subsidiary
in order for it to undertake an installation project with the third party contractor. As at 31 December 2004,
the Group’s bank deposits of HK$8,603,000 were pledged for the purpose of this performance bond. The
Company issued a fourth party notice to seek recourse from the former subsidiary. The directors, having
sought independent legal advice, are of the opinion that the case is unclear at this stage as the amount of
liability could not be measured with sufficient reliability. Accordingly, no provision has been made in the

financial statements in respect of the claim.

Besides the aforesaid litigation case, there were also two civil litigation cases outstanding. One litigation
case was commenced by a bankrupted third party for breach of an alleged agreement and claimed damages
against the Company in respect of a joint venture formed in 1996 for construction projects. Another
litigation case was commenced by a bank against the aforesaid bankrupted third party and the joint
venture, which had served a third party notice to the Company, for outstanding balance of overdraft
facilities. After obtaining two counsel’s advices on the former case and a lawyer’s advice on the latter case,
the directors are of the opinion that these cases are remote and no provision has been made in the financial

statements in respect of the alleged claims.

Save as disclosed above, the Group did not have any material contingent liabilities.

Pledged of Shares

The Company had pledged its entire issued shares of Wide Profit Enterprises Limited, a property holding
subsidiary of the Group to Station for the balance of a loan in the amount of HK$1,000,000 which the
Group intends to repay it in the mid 200S5.
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Employee of the Group

The Group has adopted competitive remuneration package for its employees according to their performance.
There are also contributions to provident fund schemes, medical subsidies, study and examination leaves
offered to all full-time staff.

As at 31 December 2004, the total headcount of the Group was 79.

Outlook

In relation to the Entertainment Media Division, the Company believes that data usage, higher speed and
more bandwidth will be the future trend of mobile telecommunications industry. The significant growth in
the number of 2.5G and 3G mobile subscribers in the Hong Kong telecommunications VAS market proved
this trend. According to statistics of the Office of Telecommunications Authority (“OFTA”), the number of
2.5G and 3G mobile subscribers in Hong Kong has increased from 0.84 million in January 2004 to 1.35
million in December 2004. These trends increase the market size for products with larger file size involving
delivery through General Packet Radio Services (“GPRS”) and 3G mobile gateways. The enhancement in
the speed of data delivery over the mobile operators’ network also provided opportunities for smart phones.
More and more smart phones are introduced into the market, which run on Windows Mobile, Symbian or
Linux operating systems and incorporated with a lot of Personal Digital Assistant (“PDA”) features. The
Group considers that 3G services and smart phones (mobile phones plus PDA) will provide new business
opportunities in the Hong Kong market and we will explore opportunities in these areas while continuing

to secure the leading position in telecommunications VAS and mobile platform provisioning industries.

In addition, the Group will also enhance the existing telecommunication services and products, including
the Talk4Less service and the on-line content services to attract more customers with efficient marketing

campaign and the association of strategic partners to activate new routes and extend new networks.

In relation to the PRC market, the Group considers the downturn of the VAS market was over. In the
middle of year 2004, our subsidiary, NPL has complied with the new requirement of MII on share capital
and obtained a Cross Region ICP license. Subsequently, China Mobile changed its “one point connection,
national wide network assess, and one point collection” policy by the end of 2004. NPL also has responded
by connecting only to the selected provinces which consider to be more familiar and commercial successful.

The Group considers the VAS market in PRC will become healthier after the market consolidation.

In relation to the Japanese market, the Group believes that Y.K. Drive will bring substantial revenue to the
Group in the coming years. The development of the content services provided by Y.K. Drive to the Digi
Raku Kiosk Machines will accompany the growth in numbers of these machines in Japan. The number of
these machines increased from 30 in January 2005 to 190 in March 2005. Freparnetworks Inc. plans to

install more than 5,000 kiosks machines in Japan in the next five years.

The Group has successfully diversified the businesses out of Hong Kong through acquisition of various
subsidiaries in Hawaii and Japan and also successfully implemented new corporate identity and direction
for the Group. Looking ahead, the Group believes that most of the developing business units will start to
contribute to the Group in the second half of 2005.
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The directors present their annual report and the audited financial statements for the year ended 31
December 2004.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. Its subsidiaries are principally engaged in (i)

telecommunication business; (ii) entertainment media business and (iii) property investment business.

An analysis of the Group’s performance for the year by business and geographical segments is set out in

note 5 to the financial statements.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended 31 December 2004 are set out in the consolidated income

statement on page 26.

RESERVES

In view of the losses maintained by the Company, the directors are of the view that the Company had no

reserves available for distribution as at 31 December 2004.

PROPERTY, PLANT AND EQUIPMENT

Details of the movements in property, plant and equipment of the Group are set out in note 13 to the

financial statements.

INVESTMENT PROPERTIES

The investment properties of the Group are set out in note 14 to the financial statements.

Investment properties were valued at their open market value at 31 December 2004 by Vigers Hong Kong
Limited, an independent professional valuer. This valuation gave rise to a revaluation decrease of
HK$1,070,000 which has been charged to the consolidated income statement.

SHARE CAPITAL

Details of movements in the Company’s issued share capital and options during the year and outstanding as

at 31 December 2004 are set out in note 25 to the financial statements.
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DIRECTORS

The directors of the Company during the year and up to the date of this report were:

Executive directors:

Michele Matsuda

Leung To Kwong, Valiant

Cheung Chi Fai, Frank (appointed on 25 March 2004)
Yiu Ying Fai (resigned on 12 July 2004)

Independent non-executive directors:
Zhou Ji, Jason

Keijiro Hasegawa (appointed on 1 September 2004)
Chen Tien-yiu, Theodore (appointed on 24 September 2004)
To King Yan, Adam (resigned on 24 September 2004)

In accordance with clauses 86(2) and 87(1) of the Company’s bye-laws, Messrs. Zhou Ji, Jason, Keijiro
Hasegawa and Chen Tien-yiu, Theodore will retire and, being eligible, offer themselves for re-election at

the forthcoming annual general meeting.

None of the directors, including those directors who are proposed for re-election at the forthcoming annual
general meeting, has a service contract with the Company, which is not determinable within one year

without payment of compensation, other than statutory compensation.

The term of office for one of the independent non-executive directors is the period up to his retirement by
rotation in accordance with the Company’s bye-laws while the term of office of the other two independent

non-executive directors is contracted for 2 years.

BIOGRAPHICAL DETAILS OF DIRECTORS

Brief biographical details of directors and senior management are as shown below:

Executive directors

Michele Matsuda, aged 40, was appointed as Chairman, Chief Executive Officer and Executive Managing
Director on 14 March 2003. He has more than 15 years experience in the technology sector and has
expertise in technical solutions, technical management and business operational management. Mr. Matsuda
has been appointed as a director of Technology Administration Division of Nomura Securities International,
Inc from 1986 to 1996. He is one of the founders and a director of Trans Pacific Telecom Group, which has

various telecommunication licences in UK, USA, Japan and Hong Kong.

Leung To Kwong, Valiant, aged 42, was appointed as Executive Director on 14 March 2003. Mr. Leung
was graduated from the City University of New York with a Bachelor’s degree in Electrical Engineering in
1986 and a master degree in business administration in 1988. He has extensive experience in
telecommunication industry for more than 14 years. Mr. Leung has been appointed as senior management
positions in various international companies, ranging from international network service provider, equipment

vendor and Telecom Type 1 Carrier.

17
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BIOGRAPHICAL DETAILS OF DIRECTORS (Continued)

Cheung Chi Fai, Frank, aged 42, joined the Board on 25 March 2004. Mr. Cheung holds an MBA degree
from University of Technology, Sydney and is a qualified accountant and member of both the Hong Kong
Institute of Certified Public Accountants and the Association of Chartered Certified Accountants with a lot
of experience in corporate finance exercises. He is also a veteran in the telecommunication value added
services industry and was a director of New Media Corporation, a leader in the international VAS industry

and involved in telecommunication’s VAS business for more than 9 years.

Independent non-executive directors

Zhou Ji, Jason, aged 41, was appointed as Independent Non-executive Director on 16 May 2002. Mr. Zhou
studied at the Medical School of Beijing University for the period from 1982 to 1985. He holds a Bachelor’s
degree in Electrical Engineering from Washington State University and a Master’s Degree in Biomedical
Engineering from Drexel University, Philidelphia, USA. In addition to Mr. Zhou’s expertise on electrical
and biomedical engineering, he also has extensive experience in finance and assets management field since
1994. Mr. Zhou has acted as senior management of various finance companies in USA, Hong Kong and
PRC. He now acts as the General Manager of the Investment Banking Division of China Galaxy Securities

Company in Beijing, PRC.

Mr. Keijiro Hasegawa, aged 61, was appointed as Independent Non-executive Director on 1 September
2004. Mr. Hasegawa holds a master degree in economics from Aoyamagakuin University and is an experienced
marketing consultant and computer network engineer. He has more than 21 years of experience in the
marketing and computer network building areas. Mr. Hasegawa is the President and founder of Xor

Corporation, a company incorporated in Tokyo, Japan.

Professor Chen Tien-yiu, Theodore, aged 58, was appointed as Independent Non-executive Director on 24
September 2004. Professor Chen holds a master degree in business administration from The University of
British Columbia and is an experienced and qualified accountant. He is a Professor and the Head of the
Department of Accounting of Hong Kong Shue Yan College. He is also the Vice President of Certified
Management Accountants Society of British Columbia, Canada, Hong Kong Branch. Professor Chen has
over 15 years of experience in teaching and research in the academic field as well as over 20 years in

management of various significant listed companies and government departments in Canada.

SHARE OPTION SCHEMES

The Company adopted its share option scheme on 16 May 2002 (“the Option Scheme”), to adopt the
changes in the Chapter 17 of the Listing Rules, under which the Company may grant options to any
executive or non-executive directors, any executives and employees and those persons who have contributed

or will contribute to the Group as incentive schemes and rewards.
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Details of the share options outstanding as at 31 December 2004 which have been granted under the

Option Scheme are as follows:

Number of share options (in thousands)

Outstanding Outstanding
at Granted  Exercised Lapsed at
1 January during during during 31 December Exercise
2004 the year the year the year 2004 price
HKS$
Directors:
Michele Matsuda** - 200,000 - - 200,000 0.020
Leung To Kwong, Valiant 43,800 - 32,000 - 11,800 0.020
- 10,200 - - 10,200 0.0346
Cheung Chi Fai, Frank - 22,000 10,000 - 12,000 0.022
- 10,000 - - 10,000 0.0346
Yiu Ying Fai* 43,800 - 43,800 - - 0.020
87,600 242,200 85,800 - 244,000
Employees:
Group (1) 21,450 10,000 15,150 300 16,000 0.020
Group (2) - 70,350 40,000 3,900 26,450 0.022
Group (3) - 1,750 750 - 1,000 0.0362
Group (4) - 12,500 6,750 1,500 4,250 0.0346
21,450 94,600 62,650 5,700 47,700
Customer 5,000 - 5,000 - - 0.020
114,050 336,800 153,450 5,700 291,700

Mpr. Yiu Ying Fai (a former director) resigned on 12 July 2004.
o As at the date of this report, Mr. Matsuda has exercised all his share options of the Company.

The directors consider it inappropriate to value the options as a number of factors that are crucial for the
valuation cannot be determined accurately. According, such information is not disclosed in the annual
report. The average closing price of the Company’s shares immediately before the date on which the share

options were exercised was HK4.5 cents.
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DIRECTORS’ INTERESTS IN CONTRACTS

No contracts of significance to which the Company or any of its subsidiaries was a party and in which a
director of the Company had a material interest, whether directly or indirectly, subsisted at the end of the

year or at any time during the year.

DIRECTORS’ AND CHIEF EXECUTIVES’ INTERESTS IN SHARES

At 31 December 2004, the interests and short positions of the directors and chief executive of the Company
and their associates in the shares and underlying shares of the Company as recorded in the register to be

kept under Section 352 of the Securities and Futures Ordinance (“SFO”) were as follows:

(1)  Ordinary shares of HK$0.01 each of the Company

Percentage of the
issued ordinary
share capital

Name of director Capacity Number of shares of the Company
Michele Matsuda Held by controlled corporation (note 1) 805,570,000 15.79%
Leung To Kwong, Valiant Beneficial owner (note 2) 21,000,000 0.41%

(2)  Share options

Number
Number of underlying

Name of director Capacity of options held  ordinary share
Michele Matsuda Beneficial owner (note 1) 200,000,000 200,000,000
Leung To Kwong, Valiant Beneficial owner (note 2) 22,000,000 22,000,000
Notes:

(1) Michele Matsuda held 200,000,000 options in his own name, which can be converted into 200,000,000
ordinary shares of the Company, and held 805,570,000 ordinary shares of the Company through e-Compact
Limited, a company wholly owned by Anglo Japan Enterprises Limited, which is in turn beneficially

owned by him. Mr. Matsuda has exercised his 200,000,000 options during January to April 2003.

(2) Leung To Kwong, Valiant held 22,000,000 options, which can be converted into 22,000,000 ordinary
shares of the Company, and held 21,000,000 ordinary shares of the Company in his own name. Mr.
Leung has disposed 15,500,000 ordinary shares of the Company in March 2005.

Certain executive directors of the Company have been granted share options under the Company’s share
option schemes (details are set out under the section of Share Option Schemes above). These constitute
interests in underlying shares of the Company under the SFO.

Save as disclosed above, as at 31 December 2004, no interests and short position in the shares or underlying
shares were held or deemed or taken to be held under Part XV of the SFO by any director or chief executive
of the Company or any of their respective associates which are required pursuant to Section 352 of the SFO
to be entered in the register referred to therein.
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DIRECTORS’ AND CHIEF EXECUTIVES’ INTERESTS IN SHARES (Continued)

At no time during the year was the Company or any of its subsidiaries a party to any arrangement to enable
the directors of the Company to acquire benefits by means of the acquisition of shares in, or debentures of,

the Company or any other body corporate.

CONNECTED TRANSACTION

Connected transactions have been disclosed in notes 6 and 36. Other significant related party transactions
entered into by the Group during the year ended 31 December 2004, which do not constitute connected
transactions under the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong

Limited, are disclosed in notes 28 and 34 to the financial statements.

SUBSTANTIAL SHAREHOLDERS

As at 31 December 2004, the register of substantial shareholders maintained by the Company pursuant to
Section 336 of the SFO shows that other than the interest disclosed above in respect of director and chief
executive, the following shareholders had notified the Company of relevant interests in the issued share
capital of the Company:

Long Positions

(a)  Ordinary shares of HK$0.01 each of the Company
Percentage of the
issued ordinary

Number of issued share capital

Name of shareholder Capacity ordinary shares of the Company
Michele Matsuda Held by controlled corporation (note 1) 805,570,000 15.79%
e-Lux Corporation Beneficial owner (note 2) 390,900,000 7.66%
Yasuko-No-Denwa, Inc. Beneficial owner 337,950,000 6.63%
Leung Kin Cheung, Patrick Beneficial owner & held by 281,240,000 5.51%
controlled corporation (note 3)
(b)  Share options

Number of
Number of underlying
Name of shareholder Capacity share options  ordinary shares
Michele Matsuda Beneficial owner (note 1) 200,000,000 200,000,000
Leung Kin Cheung, Patrick Held by controlled corporation (note 3) 90,000,000 90,000,000

(c)  Convertible preference shares of HK$0.01 each of the Company
Percentage
Number of of the issued
convertible convertible

Name of sharcholder Capacity preference shares
Leung Kin Cheung, Patrick

T&C Holdings Inc.

Held by controlled corporation (note 3) 2,366,666,666

Beneficial owner (note 4) 700,000,000

preference shares

77.17%
22.83%
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SUBSTANTIAL SHAREHOLDERS (Continued)

Notes:

1. Mr. Matsuda held 200,000,000 options in his own name and 805,570,000 ordinary shares of the Company
through e-Compact Limited, a company wholly owned by Anglo Japan Enterprises Limited and beneficially
owned by him. He has exercised all the options during the period from January to April 200S5.

2. e-Lux Corporation entered into agreement with Station Investments Limited (“Station”) in end of March

2005 to acquire 800,000,000 convertible preference shares (“CPS”) from Station.

3. Mr. Leung held 12,470,000 shares of the Company in his own name and also held 90,000,000 options,
268,770,000 shares and 2,366,666,666 CPS of the Company through Station, a company beneficially
owned by him. During January 2005, Station transferred the last tranch of 500,000,000 CPS to T&C
Capital Limited (“T&C”) which was beneficially owned by T&C Holdings, Inc. At the end of March
2005, Station also transferred 800,000,000 CPS to e-Lux Corporation. Station has converted 166,666,666
CPS into 166,666,666 ordinary shares of the Company in March 2005. At the date of this annual report,
Station held 435,436,666 ordinary shares and 900,000,000 CPS of the Company.

4. T&C, beneficially owned by T&C Holdings Inc., entered into agreement with Station to acquire at
maximum up to 1,200,000,000 CPS of the Company in tranches. As at 31 December 2004, Station has
transferred to T&C 700,000,000 CPS and the last tranche of 500,000,000 CPS was transferred on 7
January 2005. In January 2005, T&C converted 800,000,000 CPS into 800,000,000 ordinary shares of
the Company. As a result, T&C held 800,000,000 ordinary shares and 400,000,000 CPS of the Company.

MAJOR CUSTOMERS AND SUPPLIERS

The percentages of purchases and sales for the year attributable to the Group’s major suppliers and customers

are as follows:

Purchases
— the largest supplier 14%
— five largest suppliers combined 44%
Sales
— the largest customer 31%
— five largest customers combined 48%

None of the directors, their associates or any shareholders (which to the knowledge of the directors own
more than 5% of the Company’s share capital) had an interest in the major suppliers or customers noted

above.
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PURCHASE, SALE OR REDEMPTION OF THE COMPANY’S LISTED
SECURITIES

The Company has not redeemed any of its securities during the year. Neither the Company nor any of its

subsidiaries has purchased or sold any of the Company’s securities during the year.

CORPORATE GOVERNANCE

Compliance with the code of best practice of the listing rules

In the opinion of the directors, the Company has complied with the Code of Best Practice as set out in
Appendix 14 to the Rules Governing the Listing of Securities on the Stock Exchange of Hong Kong Limited
(“Listing Rules”).

Audit committee

The written terms of reference which describe the authority and duties of the Audit Committee were
prepared and adopted with reference to “A Guide for The Formation of An Audit Committee” published by
the Hong Kong Institute of Certified Public Accountants. The Audit Committee provides an important link
between the board and the Company’s auditors in matters coming within the scope of the Group’s audit.
The Committee comprises three independent non-executive directors, namely Zhou Ji, Jason, Keijiro Hasegawa
and Chen Tien-yin, Theodore. Two meetings were held by the Audit Committee during the current financial

year.

PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the Company’s bye-laws and the laws in Bermuda.

DIRECTORS’ INTERESTS IN COMPETING BUSINESS

There is no information required to be disclosed pursuant to the Listing Rules.
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SIGNIFICANT EVENTS AFTER THE BALANCE SHEET DATE

Details of significant events after balance sheet date are set out in note 37 to the financial statements.

AUDITORS

Messrs. PricewaterhouseCoopers, who acted as auditors of the Company for the past three years up to 31
December 2003, retired at the last annual general meeting held on 28 June 2004 and Messrs. Deloitte

Touche Tohmatsu were appointed as auditors of the Company on the same day.

A resolution will be submitted to the annual general meeting to re-appoint the auditors, Messrs. Deloitte

Touche Tohmatsu as auditors of the Company.

On behalf of the Board

Michele Matsuda
Chairman
Hong Kong, 19 April 2005
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TO THE SHAREHOLDERS OF SUN INNOVATION HOLDINGS LIMITED
(known as “H.554E [ 4 BR /A 7] ” for identification purpose)
(incorporated in Bermuda with limited liability)

We have audited the financial statements on pages 26 to 78 which have been prepared in accordance with
accounting principles generally accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

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

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

BASIS OF OPINION

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

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance as to
whether the financial statements are free from material misstatement. In forming our opinion we also
evaluated the overall adequacy of the presentation of information in the financial statements. We believe
that our audit provides a reasonable basis for our 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 2004 and of the loss and cash flows of the Group for the year then ended and
have been properly prepared in accordance with the disclosure requirements of the Hong Kong Companies
Ordinance.

Deloitte Touche Tohmatsu
Certified Public Accountants
Hong Kong

19 April 2005
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2004 2003
Notes HKS$’000 HK$°000
Turnover N 48,266 44,153
Cost of sales (27,062) (33,673)
Gross profit 21,204 10,480
Other operating income 7 397 980
Selling expenses (6,300) (5,234)
Administrative and operating expenses (48,868) (31,569)
Impairment of goodwill (54,949) (5,109)
Other operating expenses, net (10,971) (2,196)
Loss from operations (99,487) (32,648)
Finance costs (2,350) (883)
Loss on disposal of discontinuing operations relating to
fire protection and suppression business in:
— Mainland China 6 (1,006) -
— Hong Kong - (14,309)
Loss before taxation (102,843) (47,840)
Tax credit 11 12 493
Loss after taxation (102,831) (47,347)
Minority interests 4,707 620
Net loss for the year (98,124) (46,727)
Loss per share 12
— Basic (2.0) cents (1.1) cents
- Diluted (2.0) cents (1.1) cents
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2004 2003
Notes HKS$’000 HKS$’000
Non-current Assets
Property, plant and equipment 13 49,741 12,597
Investment properties 14 90,246 135,266
Intangible assets 15 3,996 755
Goodwill 16 - 61,745
Finance lease receivable 17 1,328 -
Pledged bank deposits 21 8,603 8,601
153,914 218,964
Current Assets
Inventories 19 - 2,818
Trade, other receivables and prepayments 20 10,564 22,943
Finance lease receivable 17 187 -
Pledged bank deposits 21 - 1,053
Tax recoverable 54 -
Bank balances and cash 21 5,467 16,382
16,272 43,196
Current Liabilities
Trade, other payables and accruals 22 19,461 23,080
Payable for acquisition of subsidiaries 23 - 33,500
Borrowings — due within one year, secured 24 14,784 12,439
34,245 69,019
Net Current Liabilities (17,973) (25,823)
Total Assets less Current Liabilities 135,941 193,141
Capital and Reserves
Share capital 25 51,009 43,824
Reserves 26 (3,622) 85,207
47,387 129,031
Minority Interests 4 8,611
Non-current Liabilities
Borrowings — due after one year, secured 24 19,550 55,499
Convertible preference shares 27 69,000 -
88,550 55,499
135,941 193,141

The financial statements on pages 26 to 78 were approved and authorised for issue by the Board of
Directors on 19 April 2005 and are signed on its behalf by:

Michele Matsuda
DIRECTOR

Cheung Chi Fai, Frank
DIRECTOR
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2004 2003
Notes HK$’000 HK$°000
Non-current Assets
Property, plant and equipment 13 22 30
Interests in subsidiaries 18 117,733 189,343
Pledged bank deposits 21 8,603 8,601
126,358 197,974
Current Assets
Other receivables and prepayments 20 76 202
Bank balances and cash 265 9,008
341 9,210
Current Liabilities
Other payables and accruals 22 2,884 2,125
Payable for acquisition of subsidiaries 23 - 33,500
Borrowings — due within one year, secured 24 8,000 9,947
10,884 45,572
Net Current Liabilities (10,543) (36,362)
Total Assets less Current Liabilities 115,815 161,612
Capital and Reserves
Share capital 25 51,009 43,824
Reserves 26 (5,194) 82,788
45,815 126,612
Non-current liabilities
Borrowings — due after one year 24 1,000 35,000
Convertible preference shares 27 69,000 -
70,000 35,000
115,815 161,612

Michele Matsuda
DIRECTOR

Cheung Chi Fai, Frank
DIRECTOR




SUN INNOVATION HOLDINGS LIMITED
ANNUAL REPORT 2004

Consolidated Statement of Changes in Equity
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Share Share Capital Contributed Accumulated
capital  premium reserve surplus losses Total
HK$000  HK$000 HK$000 HK$000 HK$000 HK$000
(note 26) (note 26)

At 1 January 2003 418,243 257,073 3,000 - (522,558) 155,758
Issue of shares 20,000 - - - - 20,000
Capital reorganisation (394,419)  (257,073) - 651,492 - -
Transfer - - - (530,562) 530,562 -
Loss for the year - - - - (46,727) (46,727)
At 31 December 2003 43,824 - 3,000 120,930 (38,723) 129,031
Issue of shares 7,185 9,295 - - - 16,480
Loss for the year - - - - (98,124) (98,124)
At 31 December 2004 51,009 9,295 3,000 120,930  (136,847) 47,387
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For the year ended 31 December 2004

2004 2003
Notes HK$°000 HK$°000
Operating activities
Loss before taxation (102,843) (47,840)
Adjustments for:
Allowance for bad and doubtful debts 581 3,142
Allowance for obsolete inventory - 1,863
Depreciation of property, plant and equipment 4,330 4,779
Amortisation of goodwill 9,901 4,381
Amortisation of intangible assets 314 143
Impairment of goodwill 54,949 5,109
Loss on disposal of property, plant and equipment 258 31
Impairment of property, plant and equipment - 5,704
Loss on disposal of subsidiaries 1,006 14,309
Decrease (increase) on revaluation
of investment properties 1,070 (1,666)
Interest income (12) (7)
Interest expenses 2,350 883
Loss before working capital changes (28,096) (9,169)
(Increase) decrease in inventories (1,440) 786
Decrease (increase) in trade, other receivables and prepayments 3,028 (1,615)
Increase (decrease) in trade, other payables and accruals 7,299 (678)
Cash used in operations (19,209) (10,676)
Interest paid (2,350) (883)
Hong Kong Profits Tax paid (42) (106)
Net cash used in operating activities (21,601) (11,665)
Investing activities
Interest received 12 7
Proceeds from disposal of property, plant and equipment 3,538 43
Acquisition of interest in a subsidiary, net of cash acquired 28 171 (30,696)
Disposal of subsidiaries, net of cash disposed of 29 1,128 5,426
Purchase of property, plant and equipment (4,303) (1,634)
Purchase of intangible assets (777) -
Increase in pledged bank deposits (2) (9,654)
Payment of consideration of acquisition of subsidiaries (33,500) -
Investment in unlisted shares — (300)
Payments of obligations of finance leases (865) -
Net cash used in investing activities (34,598) (36,808)




SUN INNOVATION HOLDINGS LIMITED
ANNUAL REPORT 2004

Consolidated Cash Flow Statement

For the year ended 31 December 2004

2004 2003
HK$°000 HK$°000
Financing activities
New borrowings 64,000 63,422
Issue of shares 5,080 -
Issue of subsidiary’s shares to minority interests 4,145 -
Repayment of borrowings (22,963) (2,169)
Net cash from financing activities 50,262 61,253
Net (decrease) increase in cash and cash equivalents (5,937) 12,780
Cash and cash equivalents at the beginning of the year 11,404 (1,376)
Cash and cash equivalents at the end of the year 5,467 11,404
Being:
Bank balances and cash 5,467 16,382
Bank overdrafts - (4,978)

5,467 11,404
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1.

GENERAL

The Company was incorporated in Bermuda as an exempted company with limited liability and its

shares are listed on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”).

The Company is an investment holding company. Its subsidiaries are principally engaged in property
investment business, telecommunication business, and entertainment media business. During the year
ended 31 December 2004, the Group ceased its fire protection and suppression business in Mainland
China.

BASIS OF PREPARATION OF FINANCIAL STATEMENTS

In preparing the financial statements, the directors have given careful consideration to the future
liquidity of the Group in light of its net current liabilities of HK$17,973,000 as at 31 December
2004. The Group is dependent upon the financial support of its banks. In April 2005, the Group
obtained a facility letter for a revolving term loan facility from a financial institution, which is also a
substantial shareholder of the Company as defined under Securities and Future Ordinance, to fund
the general working capital of the Group. Against this background, the directors consider that, with
continuing financial support of the Group’s banks and the financial institution, the Group will have
sufficient working capital to meet in full its financial obligations as they fall due for the foreseeable
future. Accordingly, the directors are satisfied that it is appropriate to prepare the financial statements
on a going concern basis, notwithstanding the Group’s financial position and cash flows as at 31
December 2004.

POTENTIAL IMPACT ARISING FROM THE RECENTLY ISSUED
ACCOUNTING STANDARDS

In 2004, the Hong Kong Institute of Certified Public Accountants issued a number of new or revised
Hong Kong Accounting Standards and Hong Kong Financial Reporting Standards (herein collectively
referred to as “new HKFRSs”) which are effective for accountings periods beginning on or after 1
January 2005. The Group has not early adopted these new HKFRSs in the financial statements for
the year ended 31 December 2004.

The Group has commenced considering the potential impact of these new HKFRSs but is not yet in a
position to determine whether these new HKFRSs would have a significant impact on how its results
of operations and financial position are prepared and presented. These new HKFRSs may result in

changes in the future as to how the results and financial position are prepared and presented.
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SIGNIFICANT ACCOUNTING POLICIES

The financial statements have been prepared under the historical cost convention as modified for the

revaluation of investment properties.

The financial statements have been prepared in accordance with accounting principles generally
accepted in Hong Kong. The principal accounting policies adopted are as follows:
Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and its

subsidiaries made up to 31 December each year.
The results of subsidiaries acquired or disposed of during the year are included in the consolidated
income statement from the effective date of acquisition or up to the effective date of disposal, as

appropriate.

All significant inter-company transactions and balances within the Group have been eliminated on

consolidation.

Revenue recognition

Sales of goods are recognised when goods are delivered and title has passed.

Rental income, including rental invoiced in advance from properties let under operating leases, is

recognised on a straight line basis over the terms of the relevant leases.

Revenue from telecommunication services, media and content services is recognised when the services

are rendered.
Revenue and profit from short-term contracts are recognised on completion of the contracts.

Interest income is accrued on a time basis, by reference to the principal outstanding and at the

interest rate applicable.
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4.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation, accumulated

amortisation and accumulated impairment losses.

Depreciation or amortisation is provided to write off the cost of items of property, plant and
equipment over their estimated useful lives and after taking into account their estimated residual

value, using the straight-line method, at the following rates per annum:

Leasehold land and buildings 5% or where shorter, the terms of the relevant lease
Furniture, fixtures and equipment 20% to 33%
Motor vehicles 20%

The gain or loss arising on disposal or retirement of an asset is determined as the difference between
the sales proceeds and the carrying amount of the asset and is recognised in the consolidated income

statement.

Investment properties

Investment properties are completed properties which are held for their investment potential, any

rental income being negotiated at arm’s length.

Investment properties are stated at their open market value based on independent professional
valuations at the balance sheet date. Any surplus or deficit arising on revaluation of investment
properties is credited or charged to the investment property revaluation reserve on a portfolio basis
unless the balance of this reserve is insufficient to cover a deficit, in which case the excess of the
deficit over the balance of the investment property revaluation reserve is charged to the income
statement. Where a deficit has previously been charged to the income statement and a revaluation
surplus subsequently arises, this surplus is credited to the income statement to the extent of the

deficit previously charged.

On disposal of an investment property, the balance on the investment property revaluation reserve

attributable to that property is transferred to the income statement.

No depreciation is provided in respect of investment properties which are held on leases with

unexpired terms, including the renewable period, of more than twenty years.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)
Intangible assets

Intangible assets are measured initially at cost and amortised on a straight-line basis over their

estimated useful lives, as follows:

Patents 20 years
Cable use rights 14 years
Website software 5 years
Goodwill

Goodwill arising on consolidation represents the excess of the cost of acquisition over the Group’s
interest in the fair value of the identifiable assets and liabilities of a subsidiary at the date of

acquisition.

Goodwill arising on acquisition of subsidiaries after 1 January 2001 is capitalised and amortised on
a straight-line basis over its economic useful life of 5 to 10 years. Goodwill arising on the acquisition
of subsidiaries is presented separately in the consolidated balance sheet. The Group has no goodwill

on acquisition occurring prior to 1 January 2001.

On disposal of a subsidiary, the attributable amount of unamortised goodwill is included in the

determination of the profit or loss on disposal.

Negative goodwill

Negative goodwill represents the excess of the Group’s interest in the fair value of the identifiable

assets and liabilities of a subsidiary at the date of acquisition over the cost of acquisition.

Negative goodwill arising on acquisition of subsidiaries prior to 1 January 2001 continues to be held

in reserves and will be credited to income at the time of disposal of the relevant subsidiary.

Negative goodwill arising on acquisition of subsidiaries after 1 January 2001 is presented as a
deduction from assets and will be released to income based on an analysis of the circumstances from
which the balance resulted. To the extent that the negative goodwill is attributable to losses or
expenses anticipated at the date of acquisition, it is released to income in the period in which those
losses or expenses arise. The remaining negative goodwill is recognised as income on a straight-line
basis over the remaining average useful life of the identifiable acquired depreciable assets. To the
extent that such negative goodwill exceeds the aggregate fair value of the acquired identifiable non-

monetary assets, it is recognised as income immediately.
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4.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Impairment

At each balance sheet date, the Group reviews the carrying amounts of its tangible and intangible
assets to determine whether there is any indication that those assets have suffered an impairment
loss. If the recoverable amount of an asset is estimated to be less than its carrying amount, the
carrying amount of the asset is reduced to its recoverable amount. Impairment loss is recognised as
an expense immediately, unless the relevant asset is carried at a revalued amount under another

Standard, in which case the impairment loss is treated as revaluation decrease under that Standard.

Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to the
revised estimate of its recoverable amount, such that the increased carrying amount does not exceed
the carrying amount that would have been determined had no impairment loss been recognised for
the asset in prior years. A reversal of an impairment loss is recognised as income immediately, unless
the relevant asset is carried at a revalued amount under another Standard, in which case the reversal

of the impairment loss is treated as a revaluation increase under that Standard.

Investments in subsidiaries

Investments in subsidiaries are included in the Company’s balance sheet at cost less any identified

impairment loss.

Inventories

Inventories were stated at the lower of cost and net realisable value. Cost was calculated using the
weighted average method. Net realisable value represents the estimated selling price in the ordinary

course of business less the estimated costs necessary to make the sale.

Taxation

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

The tax currently payable is based on taxable profit for the year. Taxable profit differs from net
profit as reported in the income statement because it excludes items of income or expense that are
taxable or deductible in other years and it further excludes income statement items that are never
taxable or deductible.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying
amount of assets and liabilities in the financial statements and the corresponding tax bases used in
the computation of taxable profit, and is accounted for using the balance sheet liability method.
Deferred tax liabilities are generally recognised for all taxable temporary differences, and deferred
tax assets are recognised to the extent that it is probable that taxable profits will be available against
which deductible temporary differences can be utilised. Such assets and liabilities are not recognised
if the temporary difference arises from goodwill (or negative goodwill) or from the initial recognition
(other than in a business combination) of other assets and liabilities in a transaction that affects

neither the taxable profit nor the accounting profit.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)
Taxation (Continued)

Deferred tax liabilities are recognised for taxable temporary differences arising on investments in
subsidiaries except where the Group is able to control the reversal of the temporary difference and it

is probable that the temporary difference will not reverse in the foreseeable future.

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

of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability
is settled or the asset is realised. Deferred tax is charged or credited in the income statement, except
when it relates to items charged or credited directly to equity, in which case the deferred tax is also

dealt with in equity.

Leases

Assets beld under finance leases
Leases are classified as finance leases when the terms of the lease transfer substantially all the risks

and rewards of ownership of the assets concerned to the lessees.

Amounts due from lessees under finance leases are recorded as receivables at the amount of the

Group’s net investment in the leases.

Finance lease income is allocated to accounting periods so as to reflect a constant periodic rate of

return on the Group’s net investment outstanding in respect of the leases.

Operating leases

All other leases are classified as operating leases.

Rentals payable under operating leases are charged to the income statement on a straight line basis

over the term of the relevant lease.

Foreign currencies

Transactions in foreign currencies are translated at the rates ruling on the dates of the transactions.
Monetary assets and liabilities denominated in foreign currencies are re-translated at the rates ruling
on the balance sheet date. Gains and losses arising on exchange are dealt with in the income

statement.
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4.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Foreign currencies (Continued)

On consolidation, the assets and liabilities of operations outside Hong Kong are translated into
Hong Kong dollars at exchange rates ruling on the balance sheet date. Income and expense items are
translated at the average exchange rates for the year. All exchange differences arising on consolidation
are classified as equity and transferred to exchange reserve, if any. Such translation differences are

recognised as income or as expenses in the period in which the operation is disposed of.

Borrowing costs

Borrowing costs are charged to income statement in the period in which they are incurred.

Retirement benefit schemes

The Group’s contributions to the defined contribution retirement scheme are expensed as incurred
and are reduced by contributions forfeited by those employees who leave the scheme prior to vesting
fully in the contributions if any.

SEGMENT INFORMATION

Business segments

For management purpose, the Group is currently organised into three business divisions — property
investment, telecommunication, and entertainment media businesses. These divisions are the basis on
which the Group reports its primary segment information.

On 30 June 2004, the Group disposed of its entire interest in its subsidiary which was principally
engaged in the manufacturing of fire protection and suppression systems and equipment in Mainland

China (notes 6 and 29).

Subsequent to the disposal, the Group has classified its operations into the following continuing

business segments:
(1) property investment;
(ii) telecommunication services including provision of IDD retail and wholesale services; and

(iii)  entertainment media services, including telecommunication value added services.
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SEGMENT INFORMATION (Continued)

Business segments (Continued)

For the year ended 31 December 2004

Discontinuing

Continuing operations operation

Fire

protection

Property Telecom- Entertainment and
investment  munication media  suppression  Elimination Total
HK$°000 HK$°000 HK$°000 HK$°000 HK$°000 HK$°000

Turnover

External sales 2,743 4,434 31,665 9,424 - 48,266

Inter-segment sales 367 170 - - (537) -
Total 3,110 4,604 31,665 9,424 (537) 48,266
Segment results (1,467) (10,765) (71,586) (1,313) - (85,131)
Other operating income 397
Unallocated corporate expenses (14,753)
Loss from operations (99,487)
Finance costs (2,350)
Loss on disposal of

discontinuing

operations (1,006) (1,006)
Loss before taxation (102,843)
Tax credit 12
Loss after taxation (102,831)
Minority interests 4,707
Net loss for the year (98,124)

Intersegment sales are charged at cost plus mark-up basis.
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5.  SEGMENT INFORMATION (Continued)

Business segments (Continued)

Discontinuing

Continuing operations operation

Fire

protection

Property Telecom- Entertainment and
investment  munication media  suppression Total
HK$°000 HK$°000 HK$°000 HK$°000 HK$°000

As at 31 December 2004

Assets

Segment assets 133,762 9,512 16,774 - 160,048
Unallocated assets 10,138
Total assets 170,186
Liabilities

Segment liabilities 1,629 7,253 14,904 - 23,786
Unallocated liabilities 99,009

Total liabilities 122,795

For the year ended 31 December 2004
Other information

Additions to property,

plant and equipment - 4,697 2,238 11 6,946
Unallocated 567
7,513

Additions to goodwill - 3,105 - - 3,105
Additions to intangible assets - 3,486 777 - 4,263
Segment depreciation 1,549 1,273 577 493 3,892
Unallocated depreciation 438

4,330

Amortisation of goodwill

and intangible assets - 823 9,345 47 10,215
Deficit on revaluation of

investment properties 1,070 - - - 1,070
Impairment of goodwill - 2,536 52,413 - 54,949
Allowance for bad and doubtful debts - - 581 - 581
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5.  SEGMENT INFORMATION (Continued)

Business segments (Continued)

For the year ended 31 December 2003

Discontinuing

Continuing operations operation

Fire

protection

Property Telecom- Entertainment and
investment  munication media  suppression Total
HK$°000 HK$°000 HK$°000 HK$’000 HK$°000

Turnover 3,252 438 1,215 39,248 44,153
Segment results (4,849) (2,658) (763) (11,487) (19,757)
Other operating income 980
Unallocated corporate expenses (13,871)
Loss from operations (32,648)
Finance costs (883)

Loss on disposal of

discontinuing operations (14,309) (14,309)
Loss before taxation (47,840)
Tax credit 493
Loss after taxation (47,347)
Minority interests 620
Net loss for the year (46,727)

There were no sales between the business segments during the year ended 31 December 2003.
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5.  SEGMENT INFORMATION (Continued)

Business segments (Continued)

Discontinuing

Continuing operations operation

Fire

protection

Property Telecom- Entertainment and
investment  munication media  suppression Total
HK$°000 HK$°000 HK$°000 HK$°000 HK$°000

As at 31 December 2003

Assets

Segment assets 137,877 525 76,048 24,982 239,432
Unallocated assets 22,728
Total assets 262,160
Liabilities

Segment liabilities 1,981 2,202 9,872 10,078 24,133
Unallocated liabilities 100,385

Total liabilities 124,518

For the year ended 31 December 2003
Other information

Additions to property,

plant and equipment 7,898 212 1,011 277 9,398
Unallocated 145
9,543

Additions to goodwill - - 62,264 - 62,264
Segment depreciation 2,227 44 - 1,392 3,663
Unallocated depreciation 1,116

4,779

Impairment of property,

plant and equipment 5,704 - - - 5,704
Amortisation of goodwill
and intangible assets - - 519 4,005 4,524
Impairment of goodwill - - - 5,109 5,109
Allowance for bad and doubtful debts 190 - - 1,169 1,359
Unallocated allowance for bad and
doubtful debts 1,783
3,142

Allowance for obsolete inventory - - - 1,863 1,863
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SEGMENT INFORMATION (Continued)
Geographical segments

The Group’s operations and assets are located in Hong Kong, other regions in the People’s Republic
of China (“Mainland China”), United States of America (“USA”) and Japan.

Segment information of the Group by geographical location same as customers and location of asset

is presented as below:

For the year ended 31 December 2004
Mainland
Hong Kong China USA Others Consolidated
HK$°000 HK$°000 HK$°000 HK$°000 HK$°000

Turnover

- continuing operations 27,758 7,414 3,666 4 38,842
- discontinuing operation - 9,424 - - 9,424
48,266

Additions to property, plant and equipment
- continuing operations 1,278 67 4,707 1,450 7,502
- discontinuing operation - 11 - - 11
7,513
Additions to goodwill - - 3,105 - 3,105
Additions to intangible assets - 3,486 777 - 4,263
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5.  SEGMENT INFORMATION (Continued)

Geographical segments (Continued)

Mainland
Hong Kong China USA Others Consolidated
HK$°000  HK$000  HK$000  HK$000  HK$000
At 31 December 2004
Total assets
- continuing operations 147,689 12,100 8,914 1,483 170,186
- discontinuing operation - - - - -
170,186
Mainland
Hong Kong China Consolidated
HK$°000 HK$°000 HK$°000
For the year ended 31 December 2003
Turnover
- continuing operations 3,908 997 4,905
- discontinuing operations 19,956 19,292 39,248
44,153
Additions to property, plant and equipment
- continuing operations 8,585 681 9,266
- discontinuing operations 94 183 277
9,543
Additions to goodwill 13,409 48,855 62,264
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SEGMENT INFORMATION (Continued)

Geographical segments (Continued)

Mainland
Hong Kong China Consolidated
HK$°000 HKS$’000 HK$°000

At 31 December 2003

Total assets

— continuing operations 222,280 14,898 237,178
- discounting operations - 24,982 24,982

262,160

DISCONTINUING OPERATIONS

In March 2004, the Group entered into a sale agreement to dispose of a subsidiary, Mansion Fire
International Limited (“MFIL”) which holds investment in Shanghai Mansion Wananda Fire System
Company Limited (“SMFS”), which was principally engaged in the manufacturing of fire protection
and suppression systems and equipment in Mainland China (“Discontinuing Segment”) to the ultimate
beneficial owner of SMFS. The disposal was effected in order to generate cash flows for the expansion
of the Group’s other businesses. The disposal was completed on 30 June 2004, on which date control

of MFIL passed to the acquirer.
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6.

DISCONTINUING OPERATIONS (Continued)

The results of the Discontinuing Segment for the period from 1 January 2004 to 30 June 2004, which

have been included in the consolidated financial statements, were as follows:

Period ended Year ended

30.6.2004 31.12.2003

HK$°000 HK$°000

Turnover 9,424 19,292
Other income 39 91
Operating costs (10,737) (30,570)
Finance costs (28) (33)
Loss before taxation (1,302) (11,220)
Taxation - _
Loss after taxation (1,302) (11,220)

During the year, the Discontinuing Segment paid HK$107,000 (2003: HK$359,000) to the Group’s
net operating cash flows, paid HK$11,000 (2003: generated HK$183,000) in respect of investing

activities.

The carrying amounts of the assets and liabilities of Discontinuing Segment at the date of disposal,

and at 31 December 2003, are disclosed in note 29.

A loss of HK$1,006,000 arose on the disposal of MFIL, being the proceeds of disposal less the

carrying amount of the net liabilities of the subsidiaries after adjusted for the waiver of debts with

subsidiaries. No tax charge or credit arose on loss on the disposal of MFIL.

7. OTHER OPERATING INCOME

2004 2003

HK$’000 HK$°000

Interest income 12 7
Management fee income 385 973
397 980
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LOSS FROM OPERATIONS

2004 2003
HKS$°000 HK$°000
Loss from operations has been arrived at after charging:
Auditors’ remuneration
— current year 572 602
— underprovision in respect of the prior year 142 -
714 602
Amortisation of goodwill
(charged to other operating expenses) 9,901 4,381
Amortisation of intangible assets
(charged to administrative and operating expenses) 314 143
Depreciation and amortisation of property,
plant and equipment 4,330 4,779
Impairment loss recognised in respect of property,
plant and equipment - 5,704
Loss on disposal of property, plant and equipment 258 31
Operating lease rentals in respect of rented premises 1,742 709
Revaluation decrease of investment properties
(charged to other operating expenses) 1,070 -
Net exchange losses 1 6
Allowance for bad and doubtful debts 581 3,142
Allowance for obsolete inventory - 1,863
Cost of inventories recognised as expense 6,373 18,061
Staff costs
— Directors’ emoluments (note 10) 8,310 4,409
— Other staff costs
— Salaries, wages and other benefits 17,913 10,237
- Retirement benefit scheme contribution net of
forfeited contribution of HK$116,000
(2003: HK$271,000) 267 264
26,490 14,910

and after crediting:

Revaluation increase of investment properties with deficit

previously charged to consolidated income statement - 1,666
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9. FINANCE COSTS

2004 2003
HK$°000 HK$’000
Interests on:
Borrowings wholly repayable within five years 334 174
Borrowings not wholly repayable within five years 2,016 709
2,350 883
10. DIRECTORS’ EMOLUMENTS AND HIGHEST PAID EMPLOYEES
Directors’ emoluments
The directors” emoluments are analysed as follows:
2004 2003
HK$°000 HK$°000
Fees:
Independent non-executive directors 141 120
Other emoluments paid to executive directors:
Salaries and other benefits 5,597 4,148
Bonuses 2,500 83
Retirement benefit scheme contributions 72 58
8,169 4,289
8,310 4,409

No directors waived any emoluments in respect of the year ended 31 December 2004 and 2003.




SUN INNOVATION HOLDINGS LIMITED
ANNUAL REPORT 2004

Notes to the Financial Statements

For the year ended 31 December 2004

10. DIRECTORS’ EMOLUMENTS AND HIGHEST PAID EMPLOYEES (Continued)

Directors’ emoluments (Continued)

2004 2003
HK$’000 HK$°000
Michele Matsuda
— Salaries and other benefits 1,586 1,033
— Stay-on and 13th month bonuses 200 83
— Performance bonus 2,300 -
— Retirement benefit scheme contributions 20 -
4,106 1,116
Pursuant to the employment agreement entered in 2003, performance bonus is payable to
Michele Matsuda annually. The performance bonus for the years ended 31 December 2003
and 2004 were concluded in year of 2004 at HK$800,000 and HK$1,500,000 respectively.
Leung To Kwong, Valiant
— Salaries and other benefits 1,392 1,160
— Retirement benefit scheme contributions 12 8
1,404 1,168
Cheung Chi Fai, Frank
— Salaries and other benefits 1,080 -
— Retirement benefit scheme contributions 9 -
1,089 -
Yiu Ying Fai
— Salaries and other benefits 1,539 1,955
— Retirement benefit scheme contributions 31 50

1,570 2,005
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10.

DIRECTORS’ EMOLUMENTS AND HIGHEST PAID EMPLOYEES (Continued)

Directors’ emoluments (Continued)

2004 2003
HKS$°000 HK$°000
Zhou Ji, Jason
— Fee 60 60
Keijiro Hasegawa
— Fee 21 -
Chen Tien-yiu, Theodore
— Fee 16 -
To King Yan, Adam
— Fee 44 60

Highest paid employees

The five highest paid individuals of the Group included four (2003: three) executive directors of the

Company, details of whose emoluments are set out above. The emoluments of the remaining one

(2003: two) highest paid employees, other than directors of the Company, are as follows:

2004 2003
HK$°000 HK$°000
Salaries and other benefits 1,011 804
Retirement benefit scheme contributions - 37
1,011 841

The emoluments of the highest paid employees were within the following bands:
2004 2003
Number of Number of
employees employees
Nil to HK$1,000,000 - 2

HK$1,000,001 to HK$1,500,000 1
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11.

TAXATION
2004 2003
HKS$°000 HK$°000
The tax credit comprises:
Current taxation
Hong Kong Profits Tax
— Overprovision in prior years 12 493

No provision for Hong Kong Profits Tax or Mainland China Enterprise Income Tax has been made

as the Group has no assessable profit. The tax credit represents overprovision in prior years.

statement as follows:

The tax credit for the year can be reconciled to loss before taxation per the consolidated income

2004 2003
HK$°000 HKS$’000
Loss before taxation (102,843) (47,840)
Tax at the Hong Kong Profits Tax rate of 17.5% (2003: 17.5%) 17,998 8,372
Tax effect of expenses not deductible for tax purpose (12,707) (6,585)
Tax effect of income not taxable for tax purpose 131 823
Overprovision in respect of prior years 12 493
Tax effect of tax losses utilised 332 -
Tax effect of tax losses and other deductible temporary
differences not recognised (5,595) (2,610)
Others (159) -
Tax credit for the year 12 493
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11.

12.

TAXATION (Continued)
Deferred taxation

The following are the major deferred tax (liabilities) assets recognised by the Group and movements

thereon during the current and prior reporting periods:

Accelerated
tax Tax
depreciation losses Total

HK$’000 HK$°000 HK$°000

At 1 January 2003 (1,785) 1,785 -
(Charge) credit to consolidated

income statement for the year (753) 753 -
At 31 December 2003 (2,538) 2,538 -
(Charge) credit to consolidated

income statement for the year 68 (68) -
Acquisition of a subsidiary 932 (932) -
At 31 December 2004 (1,538) 1,538 -

There were no material unprovided deferred tax liabilities as at 31 December 2004 and 2003.

At the balance sheet date, the Group has unused tax losses of HK$56,749,000 (2003: HK$25,696,000)
available for offset against future profits. A deferred tax asset has been recognised in respect of
HK$8,790,000 (2003: HK$14,501,000) of such losses. No deferred tax asset has been recognised in
respect of the remaining HK$47,959,000 (2003: HK$11,195,000) due to the unpredictability of
future profit streams. Included in unrecognised tax losses are losses of HK$12,009,000 (2003: Nil)
that will expire in 2022 to 2024. Other tax losses may be carried forward indefinitely.

At the balance sheet date, the Group has other deductible temporary differences of HK$5,640,000
(2003: Nil). No deferred tax asset has been recognised in relation to such deductible temporary
difference as it is not probable that taxable profit will be available against which the deductible

temporary differences can be utilised.

LOSS PER SHARE

The calculation of the basic and diluted loss per share is based on the following data:

2004 2003
HK$°000 HK$°000

Loss for the purpose of basic and diluted loss per share
- Net loss for the year 98,124 46,727
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12. LOSS PER SHARE (Continued)

Number of shares
2004 2003

Weighted average number of ordinary shares for
the purpose of basic and diluted loss per share 4,829,729,410 4,342,438,973

The computation of diluted loss per share does not assume the conversion of convertible preference

shares and share options since their exercise would result in a decrease in the loss per share.

13. PROPERTY, PLANT AND EQUIPMENT

THE

THE GROUP COMPANY

Furniture, Furniture,

Leaschold fixtures fixtures
land and and Motor and
buildings equipment vehicles Total equipment
HK$000 HK$000 HK$000 HK$000 HK$000

COST

As at 1 January 2004 11,334 16,215 872 28,421 31
Additions - 4,296 7 4,303 -
Acquisition of a subsidiary (note 28) - 3,641 48 3,689 -
Transfer from investment properties 43,950 - - 43,950 -
Disposals (5,000) (1,959) (226) (7,185) -
Disposal of subsidiaries (note 29) (4,591) (3,390) (701) (8,682) -
As at 31 December 2004 45,693 18,803 - 64,496 31

ACCUMULATED DEPRECIATION

As at 1 January 2004 3,198 12,190 436 15,824 1
Acquisition of a subsidiary (note 28) - 468 11 479 -
Provided for the year 1,825 2,437 68 4,330 8
Disposals (1,667) (1,529) (193) (3,389) -
Disposal of subsidiaries (note 29) (574) (1,593) (322) (2,489) -
As at 31 December 2004 2,782 11,973 - 14,755 9

NET BOOK VALUE
As at 31 December 2004 42,911 6,830 - 49,741 22

As at 31 December 2003 8,136 4,025 436 12,597 30
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13. PROPERTY, PLANT AND EQUIPMENT (Continued)

14.

The net book value of properties shown above comprises:

Leasehold

land and buildings
2004 2003
HK$°000 HK$°000

Properties held under medium term leases situated in:

— Mainland China 476 4,636
— Hong Kong 42,435 3,500
42,911 8,136

As at 31 December 2004, leasehold land and buildings with carrying value of HK$42,435,000 (2003:

Nil) were pledged as security for facilities granted by a bank.

INVESTMENT PROPERTIES

HK$°000

At 1 January 2004

Transfer to property, plant and equipment

Revaluation decrease

At 31 December 2004

135,266
(43,950)
(1,070)

90,246

Investment properties were valued at their open market value at 31 December 2004 by Vigers Hong

Kong Limited, an independent professional valuer. This valuation gave rise to a revaluation decrease
of HK$1,070,000 (2003: a revaluation increase of HK$1,666,000) which has been charged to the

consolidated income statement.

All of the Group’s investment properties are rented out under operating leases.

The Group’s investment properties with carrying value of approximately HK$81,850,000 (2003:
HK$124,700,000) have been pledged to secure banking facilities granted to the Group.
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14.

15.

INVESTMENT PROPERTIES (Continued)

The carrying amount of investment properties comprises land and buildings held under the respective

term of remaining leases are as follows:

2004 2003
HK$°000 HK$’000

Mainland China
— medium term leases 8,396 10,566

Hong Kong

— long term leases - 124,700
— medium term leases 81,850 -
90,246 135,266

INTANGIBLE ASSETS

Cable use Website
Patents rights software Total

HK$°000 HK$’000 HK$°000 HK$°000

COST

As at 1 January 2004 943 - - 943
Purchase - - 777 777
Acquisition of a subsidiary (note 28) - 3,636 - 3,636
Disposal of subsidiaries (note 29) (943) - - (943)
As at 31 December 2004 - 3,636 777 4,413
ACCUMULATED AMORTISATION

As at 1 January 2004 188 - - 188
Amortisation 47 254 13 314
Acquisition of a subsidiary (note 28) - 150 - 150
Disposal of subsidiaries (note 29) (235) - - (235)
As at 31 December 2004 - 404 13 417
NET BOOK VALUE

As at 31 December 2004 - 3,232 764 3,996
As at 31 December 2003 755 - - 755

All of the Group’s cable use rights and website software were acquired from third parties.
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16. GOODWILL

HK$°000
COST
At 1 January 2004 70,778
Arising on acquisition of a subsidiary (note 28) 3,105
Eliminated on disposal of subsidiaries (8,514)
At 31 December 2004 65,369
AMORTISATION AND IMPAIRMENT
At 1 January 2004 9,033
Charge for the year 9,901
Eliminated on disposals during the year (8,514)
Impairment loss recognised in the year 54,949
At 31 December 2004 65,369
NET BOOK VALUE
At 31 December 2004 -

At 31 December 2003 61,745

Due to rapid changes of market conditions in telecommunication value added services in Hong Kong
and Mainland China, particularly, tighter statutory regulations and prolonged cycle of approval of
launch of new products in Mainland China market, the management performed an assessment of the
businesses with reference to the value in use as at 31 December 2004. As a result, based on the
estimated value, the Group recognised impairment loss for goodwill of HK$52.4 million in the

Entertainment Media segment.

In second half of 2004, a Japan strategic partner of a Hawaii Telecommunication subsidiary
restructured its businesses by terminating certain services and changing scope of services provided.
The business restructuring of the Japan partner resulted significant reduction of revenue of that
subsidiary. The management reviewed the performance of that subsidiary with reference to the value
in use as at 31 December 2004 and subsequently recognised impairment loss for goodwill at HK$2.5

million in the Telecommunication segment.
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17. FINANCE LEASE RECEIVABLE

Minimum
lease receivable
2004 2003
HK$’000 HK$’000

Present value
of minimum
lease receivable
2004 2003
HK$°000 HK$’000

Amounts receivable under finance lease:

Within one year
In the second to fifth year inclusive

Over five years

Less: unearned finance income

Present value of minimum

lease receivable

Analysed as:

Non-current finance lease receivable
(recoverable after 12 months)
Current finance lease receivable

(recoverable within 12 months)

252 - 187 -
1,419 - 1,240 -
89 - 88 -
1,760 - 1,515 -
(245) - N/A N/A
1,515 - 1,515 -
1,328 -

187 -

1,515 -

The Group entered into a finance leasing arrangement for certain telecommunication equipment. The

term of finance lease entered into is 5.5 years. The interest rate inherent in the lease is fixed at the

contract date for the lease term. The interest rate on finance lease at 31 December 2004 was 6%.

Estimated unguaranteed residual values of asset leased under finance leases is nil.
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18. INTERESTS IN SUBSIDIARIES

2004 2003
HK$°000 HK$’000
Unlisted shares/investments, at cost 11,500 78,501
Loans to subsidiaries 22,000 22,000
Amounts due from subsidiaries 672,959 647,035
706,459 747,536

Less:
— impairment loss on cost of investments - (1)
— Allowance for amounts due from subsidiaries (588,726) (558,192)
117,733 189,343

Loans to subsidiaries are unsecured, bearing interest at 6.5% and have no fixed terms of repayment.
The amounts due from subsidiaries are unsecured, interest-free and have no fixed terms of repayment.
In the opinion of the directors of the Company, these amounts will not be demanded for repayment
within twelve months from the balance sheet date, accordingly these amounts are classified as non-

current.

Particulars of the Company’s principal subsidiaries as at 31 December 2004 are as follows:

Effective
Place of Issued  equity interest
incorporation/ share capital/  attributable
Company operation registered capital  to the Group Nature of business
Direct Indirect

Sun Innovation Resources Limited Hong Kong HK$2 - 100%  Provision of management services

Cornwick Investments Limited Hong Kong HK§2 - 100%  Holding investment properties in
Hong Kong

Alion Development Limited Hong Kong HK$10,000 - 60%  Holding investment properties in

Mainland China

Unique Profit Development Limited Hong Kong HK$10,000 - 60%  Holding investment properties in
Mainland China
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18.

INTERESTS IN SUBSIDIARIES (Continued)

Particulars of the Company’s principal subsidiaries as at 31 December 2004 are as follows: (Continued)

Effective
Place of Issued  equity interest
incorporation/ share capital/  attributable
Company operation registered capital  to the Group Nature of business
Direct Indirect
Sai Chak Company Limited Hong Kong HK$100,000 - 100%  Holding investment properties in
Hong Kong
Sun Innovation Media Group Limited British Virgin US$1,000 - 100%  Investment holding
Islands (“BVI”)/
Hong Kong
Cellcast (Asia) Limited BVI/Hong Kong US$37,528 - 99.93%  Provision of content and
information services
Media Elite Limited (formerly known BVI/Hong Kong US$16,000 - 100%  Provision of advertising agency
as Smart Drive Advertising Limited) services and magazine
publishing
New Multimedia Limited BVI/Hong Kong US$1 - 100%  Provision of content and
information services
Cellcast Technology Mainland China HK$1,000,000 - 100%  Investment holding
(Shenzhen) Limited (i)
New Power Limited (ii) Mainland China ~ RMB10,100,000 - 51%  Provision of content and
information services
Telecom Innovation Limited Hong Kong HK$100 - 100%  Provision of telecommunication
service
TelecomInno (Macau) Macau MOP100,000 - 100%  Provision of mobile and internet
Company Limited services
Wide Profit Enterprises Limited BVI/Hong Kong US$100 - 100%  Investment holding
Circle Telecom USA Inc. USA Us$10 - 100%  Provision of teleccommunication

services
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18.

INTERESTS IN SUBSIDIARIES (Continued)

Particulars of the Company’s principal subsidiaries as at 31 December 2004 are as follows: (Continued)

Effective
Place of Issued  equity interest
incorporation/ share capital/  attributable
Company operation registered capital  to the Group Nature of business
Direct Indirect

Visual Paradise Inc. USA U5$200,000 - 100%  Provision of content and

information services

Drive Limited Hong Kong HKS§1 - 100%  Investment holding

Sun Innovation Management Hong Kong HK$2  100% - Provision of management services

Services Limited

Sun Innovation (China) Hong Kong HK$100 - 100%  Provision of properties
Investments Limited investment

Sun Innovation Leasing Limited Hong Kong HK$10,000 - 100%  Provision of capital leasing
(formerly known as services

Mansion Fire Engineering (H.K.)
Company Limited)

Mansion China Company Limited BVI US$100 - 60%  Investment holding
(1) Cellcast Technology (Shenzhen) Limited is a wholly owned foreign enterprise established in Mainland
China.
(ii) New Power Limited is limited company established in Mainland China.

Save as stated separately, the above companies’ places of operation are the same as their respective

places of incorporation.

The above list includes the subsidiaries which, in the opinion of the directors, materially affect the
results or assets of the Group. To give details of other subsidiaries would, in the opinion of the

directors, result in particulars of excessive length.
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19. INVENTORIES

2004 2003

HKS$°000 HK$°000

Raw materials - 733
Work in progress - 822
Finished goods - 1,263
- 2,818

As at 31 December 2003, inventories of HK$2,818,000 were carried at net realisable value.

20. TRADE, OTHER RECEIVABLES AND PREPAYMENTS

THE GROUP THE COMPANY
2004 2003 2004 2003

HK$’000 HK$’000 HK$°000 HK$’000

Trade receivables 7,601 16,072 - -
Retention receivable — 1,673 — -
Prepayments and other receivables 2,963 5,198 76 202

10,564 22,943 76 202

The Group normally allows an average credit period of 60 days to trade customers. As at 31

December 2004, the ageing analysis of the Group’s trade receivables was as follows:

2004 2003

HKS$’000 HK$°000

Current 2,110 5,000
31 - 60 days 2,157 4,901
61 - 90 days 1,632 2,937
over 90 days 1,702 3,234

7,601 16,072
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21.

22.

BANK BALANCES AND CASH AND PLEDGED BANK DEPOSITS
THE GROUP

As at 31 December 2004, no Group’s bank deposits (2003: HK$1,053,000) were pledged to secure
banking facilities granted to the Group and approximately HK$8,603,000 (2003: HK$8,601,000) of
the Group’s deposits were pledged to a bank to secure for a performance bond issued by that bank
(note 35(i)). As it is uncertain when the pledge in respect of the performance bond will be released
within twelve months from the balance sheet date, the corresponding amount is classified as non-

current asset.

Included in the balances of the Group is an amount of HK$1,322,000 (2003: HK$878,000) which is

denominated in Renminbi. Renminbi is not a freely convertible currency.

THE COMPANY

The amount represents bank deposits pledged to a bank to secure for a performance bond issued by

that bank.

TRADE, OTHER PAYABLES AND ACCRUALS

THE GROUP THE COMPANY
2004 2003 2004 2003
HK$’000 HK$°000 HK$’000 HK$°000

Trade payables 9,199 9,944 - -
Other payables and accruals 10,262 13,136 2,884 2,125
19,461 23,080 2,884 2,125

As at 31 December 2004, the ageing analysis the Group’s trade payables was as follows:

2004 2003

HK$°000 HK$°000

Current 1,733 2,453
31 - 60 days 774 1,418
61 - 90 days 321 1,961
Over 90 days 6,371 4,112

9,199 9,944
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23.

24.

PAYABLE FOR ACQUISITION OF SUBSIDIARIES
THE GROUP AND THE COMPANY

The amount represented the amount payable in connection with the acquisition of Sun Innovation
Media Group Limited and its subsidiaries in the year ended 31 December 2003 (note 24(b)).

BORROWINGS - SECURED

THE GROUP
2004 2003
HK$’000 HK$°000

THE COMPANY
2004 2003
HK$°000 HK$°000

Bank overdrafts - 4,978 - 4,947
Bank loans (note (a)) 33,334 15,583 8,000 5,000
Loan from a financial institution (note (a)) - 12,377 - -
Other loan (note (b)) 1,000 35,000 1,000 35,000

34,334 67,938 9,000 44,947
Current portion of long-term loans (14,784) (12,439) (8,000) (9,947)
Amount due after one year 19,550 55,499 1,000 35,000

The maturity profile of the above borrowings and overdrafts are as follows:

THE GROUP
2004 2003
HK$°000 HK$’000

THE COMPANY
2004 2003
HK$°000 HK$°000

On demand or within one year 14,784 12,439 8,000 9,947
More than one year but
not exceeding two years 1,834 1,579 - -
More than two years but
not exceeding five years 5,820 5,115 - -
More than five years 11,896 48,805 1,000 35,000
34,334 67,938 9,000 44,947
Less: Amounts due within one year shown
under current liabilities
Bank overdrafts - 4,978 - 4,947
Bank loans 14,784 7,461 8,000 5,000
14,784 12,439 8,000 9,947
Amount due after one year 19,550 55,499 1,000 35,000
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24. BORROWINGS - SECURED (Continued)

Notes:

(a)

The bank loans and loan from a financial institution are secured by bank deposits of a subsidiary in
Mainland China of Nil (2003: HK$1,053,000) and certain leasehold land and buildings and investment
properties of the Group with a total net book value of HK$124,285,000 (2003: HK$124,700,000) (notes
13 and 14). These loans bear interest at the rates of 3% to 5% (2003: 3% to 5%) per annum.

Other loan

The Company had borrowed HK$70,000,000 (the “Loan™) by two equal instalments from Station
Investments Limited (“SIL”), a shareholder of the Company, to acquire a group of subsidiaries in 2003 at
the consideration of HK$67,000,000. The Company had drawn the first instalment of HK$35,000,000 in
2003 and the final instalment of HK$35,000,000 in January 2004. The loan matures in January 2010,
bears interest at the rate of 3% per annum for the first year and thereafter 6% per annum until maturity
and is secured by the entire issued shares of a wholly owned subsidiary of the Company which indirectly

holds a property in Hong Kong (note 34 (b)).

Pursuant to the loan agreement with SIL, in January 2004, the Company granted a non-transferrable
option to SIL, carrying rights to subscribe for a maximum of 180,000,000 shares of the Company at

HK$0.02 per share before December 2008 (note 25(i)) and as long as any of the Loan is still outstanding.

On 8 April 2004, the Company entered into a subscription agreement (“Subscription Agreement”) with
SIL in relation to the proposed issuance of 3,066,666,666 convertible preference shares of HK$0.01 each
at the conversion price of HK$0.0225 each in the share capital of the Company (“Convertible Preference
Shares”) by the Company to settle HK$69,000,000 of the Loan.
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25. SHARE CAPITAL

Number of
ordinary shares Amount
2004 2003 2004 2003
HKS$°000 HK$°000
Authorised:
At beginning of the year
As at 1 January 2004 of HK$0.01 each
and 1 January 2003 of HK$0.1 each 75,000,000,000 20,000,000,000 750,000 2,000,000
Share sub-division (note (c)(i)) - 180,000,000,000 - -
Authorised ordinary share
capital reduction (note (c)(ii)) - (125,000,000,000) - (1,250,000)
Authorised ordinary share capital
reclassified to convertible preference
shares (note (a)) (3,066,666,666) - (30,667) -
At end of year, all ordinary shares
of HK$0.01 each 71,933,333,334 75,000,000,000 719,333 750,000
Issued and fully paid:
At beginning of year
As at 1 January 2004 of HK$0.01 each
and 1 January 2003 of HK$0.1 each 4,382,438,973 4,182,438,973 43,824 418,243
Issue of ordinary shares
(notes (b) and (e)) 718,450,000 200,000,000 7,185 20,000
Reduction in par value of ordinary shares
(note (c)(iii)) - - - (394,419)
At end of year, all ordinary shares
of HK$0.01 each 5,100,888,973 4,382,438,973 51,009 43,824
Notes:
(a) At the special general meeting of the Company held on 28 June 2004, the authorised capital of the

Company was reclassified into 71,933,333,334 ordinary shares of HK$0.01 each and 3,066,666,666
convertible preferences shares by redesignating 3,066,666,666 ordinary shares into 3,066,666,666
convertible preference shares of HK$0.01 each and the existing issued shares would remain as share

capital of ordinary shares of the Company (note 27).
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25.

SHARE CAPITAL (Continued)

(b)

(i)

(iii)

In March 2004, the Company issued 475,000,000 ordinary shares of the Company at HK$0.024
each as settlement to Circle Asia Inc. (renamed as Yasuko-No-Denwa, Inc. in August 2004) to

repay a debt in the amount of approximately HK$11,400,000.

In December 2004, SIL exercised the option to subscribe for 90,000,000 shares of the Company at
HK$0.020 each.

During the year, the Company issued 153,450,000 ordinary shares of the Company to the employees
and a customer of the Group granted under the 2002 share option scheme. The market prices of

the shares ranged from HK$0.020 to HK$0.086 on the exercise dates of the share options.

Capital reorganisation scheme was approved by the shareholders of the Company on 30 May 2003 which

includes, inter alia, the following:

(iif)

a share subdivision under which each of the authorised but unissued shares was re-designated and

subdivided into ten new shares;

reduced the authorised share capital from HK$2,000,000,000 to HK$750,000,000 divided into
75,000,000,000 shares of HK$0.01 each, by cancelling 125,000,000,000 shares;

reduced HK$394,000,000 on the Company’s share capital by reducing the nominal value of the
issued share capital from HK$0.1 each to HK$0.01 each;

reduced the Company’s share premium account by approximately HK$257,000,000; and
applied the aggregate amount mentioned in items (iii) and (iv), totalling approximately

HK$651,000,000, to eliminate the accumulated losses of the Company of approximately
HK$531,000,000 and then applied the balance to the contributed surplus.

In February 2003, the Company issued 200,000,000 ordinary shares of the Company at HK$0.1 each,

including 131,021,160 ordinary shares to repay the rental received in advance and 68,978,840 ordinary

shares to acquire certain property, plant and equipment from a company beneficially owned by two

former directors.
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25. SHARE CAPITAL (Continued)

(e)

Share option schemes

Movements of share options of the Company during the year are as follows:

Number of Share Options
Outstanding ~ Granted Lapsed Outstanding ~ Granted  Exercised Lapsed Outstanding
asat during during as at during during during as at
1.1.2003 2003 2003 31.12.2003 2004 the year 2004 31.12.2004
’000 ’000 000 ’000 ’000 000 000 ’000
Category:
2002 Option Scheme (note f)
Directors - 87,600 - 87,600 242,200  (85,800) - 244,000
Employees - 33350 (11,900) 21,450 94,600  (62,650)  (5,700) 47,700
Customer - 5,000 - 5,000 - (5,000) - -

- 125,950 (11,900) 114,050 336,800 (153,450)  (5,700) 291,700

2001 Option Scheme (note (g)) 354,930 - (354,930) - - - - -
Other

Strategic alliance (note (h)) - - - - 230,000 - - 230,000
Lender (note (i) - - - - 180,000 (90,000} - 90,000

354,930 125,950 (366,830) 114,050 746,800 (243,450)  (5,700) 611,700

2002 Share Option Scheme

The Company adopted a share option scheme on 16 May 2002 (“the 2002 Option Scheme”), to adopt the
changes in the Chapter 17 of the Listing Rules, under which the Company may grant options to any
executive or non-executive directors, any executives and employees and those persons who have contributed
or will contribute to the Group as incentive schemes and rewards. As at 31 December 2004, options have

already granted to employees, executive directors and a customer of the Company.

The outstanding share options under 2002 Option Scheme were granted on 2 June 2003 with an exercise
price of HK$0.02 per share of which 107,600,000 and 6,450,000 share options were exercisable over a
period of three years and two years, respectively, from the date of grant. The market price on the date of

grant was HK$0.019 per share.

On 18 March 2004, the Company granted 92,350,000 options to the employees of the Group at the
exercise price of HK$0.022 each for a period of two years. The market price on the date of grant was
HK$0.022.
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25. SHARE CAPITAL (Continued)

¢4

2002 Share Option Scheme (Continued)

On 28 June 2004, the shareholders of the Company has approved and granted 200,000,000 options to
Mr. Michele Matsuda, Chairman of the Company, at the exercise price of HK$0.020 each for a period of
ten years. The market price on the date of grant was HK$0.019.

On 30 June 2004, the Company granted 10,000,000 options to the employees of the Group at the
exercise price of HK$0.020 each for period of two years. The market price on the date of grant was

HK$0.019.

On 13 August 2004, the Company also granted 1,750,000 options to the employees of the Group at the
exercise price of HK$0.0362 each for a period of two years. The market price on the date of grant was

HK$0.0360.

On 28 October 2004, the Company also granted 32,700,000 options to the directors and employees of
the Group at the exercise price of HK$0.0346 each for a period of two years. The market price on the
date of grant was HK$0.0340.

2001 Share Option Scheme

In previous years, another share option scheme was also adopted on 18 May 2001 (“2001 Option
Scheme”). Under the 2001 Share Option Scheme, the Company granted options on 2 August 2001 to the
Group’s employees (including executive directors) to subscribe for shares in the Company with option
period expiring after 2 August 2001 with an exercise price of HK$0.10 per share. All share options of
354,930,000 as at 1 January 2003 granted under the 2001 Share Option Scheme had lapsed during the
year ended 31 December 2003. The market price on the date of grant was HK$0.045.

In December 2004, the Company granted on option to Knight Assets Limited, a strategic alliance, to
require the Company to issue and allot up to 230,000,000 ordinary shares for a par value of HK$0.01 in
the Company at a price of HK$0.0468 per share.

In January 2004, the Company granted a non-transferrable option to SIL, a lender, carrying rights to
subscribe for a maximum of 180,000,000 shares of the Company at HK$0.02 per share on or before

December 2008 and as long as any of the Loan is outstanding (note 24(b)).
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26. RESERVES

Share Capital Contributed Accumulated
premium reserve (a) surplus (b) losses Total
HK$000  HK$000 HK$000 HK$000 HK$000

GROUP

At 1 January 2003 257,073 3,000 - (522,558)  (262,485)
Capital reorganisation (note 25(c)) (257,073) - 651,492 - 394,419
Transfer (note 25(c)) - - (530,562) 530,562 -
Loss for the year - - - (46,727) (46,727)
At 31 December 2003 - 3,000 120,930 (38,723) 85,207
Issue of shares 9,295 - - - 9,295

Loss for the year - -

(98,124)  (98,124)

At 31 December 2004 9,295 3,000 120,930  (136,847) (3,622)

Share Contributed Accumulated

premium  surplus (c) losses Total
HK$’000 HK$°000 HK$°000 HK$°000

COMPANY

At 1 January 2003 257,073 16,714 (537,086) (263,299)
Capital reorganisation (note 25(c)) (257,073) 651,492 - 394,419
Transfer (note 25(c)) - (530,562) 530,562 -
Loss for the year - - (48,332) (48,332)
At 31 December 2003 - 137,644 (54,856) 82,788
Issue of shares 9,295 - - 9,295
Loss for the year - - (97,277) (97,277)
At 31 December 2004 9,295 137,644 (152,133) (5,194)

Notes:

(a)

(b)

Capital reserve represents negative goodwill arisen from acquisition of a subsidiary in prior years.

Contributed surplus of the Group represents the net effect of the capital reorganisation scheme in respect

of share subdivision and reduction which took place in May 2003 (note 25(c)).
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26. RESERVES (Continued)

(c) Contributed surplus of the Company represents the following:

(i) the excess of the nominal value of the shares issued by the Company over the nominal value of the
issued share capital of subsidiaries acquired pursuant to a group reorganisation which took place
in 1992;

(ii) the transfer of HK$651,492,000 to contributed surplus pursuant to the capital reorganisation

scheme as set out in note 25 (c); and

(iii)  the application of HK$530,562,000 in contributed surplus to eliminate the accumulated losses of

the Company (note 25 (c)).

In addition to the retained profits, under the Companies Act 1981 of Bermuda (as amended),
contributed surplus is also available for distribution to shareholders. However, the company cannot

declare or pay a dividend, or make a distribution out of contributed surplus if:

(a) 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 accounts.

In the opinion of the directors, there is no reserve available for distribution.

27. CONVERTIBLE PREFERENCE SHARES

2004 2003
Number of Number of
convertible convertible
preference preference
shares shares
Authorised:
Convertible preference shares of HK$0.01 each
Reclassified from ordinary shares (note 25(a)) 3,066,666,666 -

At the end of year 3,066,666,666 -
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27. CONVERTIBLE PREFERENCE SHARES (Continued)

2004 2004
Number of HK$°000

convertible

preference

shares

Issued and fully paid:

Issue of convertible preference shares of HK$0.01 each 3,066,666,666 69,000
At the end of year 3,066,666,666 69,000

On 12 July 2004, the Company issued 3,066,666,666 convertible preference shares to settle

HK$69,000,000 of the Loan due to Station (note 24(b)).

The principal terms of the convertible preference shares are set out below:

The convertible preference shares rank in priority to any other class of shares in the capital of
the Company, as to dividends and a return of capital on the winding up of the Company or

otherwise.

Subject to the requirements of the Companies Act 1981 of Bermuda, each convertible preference
share will be entitled to a cumulative annual dividend of 1% on the principal amount payable
annually in arrears commencing from 29 January 2007 up to the 29 January 2010 but will not

be entitled to any further dividend distribution.

Holders of the convertible preference shares will be entitled to convert their shares in multiples
of 100,000,000 into ordinary shares at any time from the date of issue up to 29 January 2010

at a conversion price of HK$0.0225 per share, subject to adjustment.

Holders of the convertible preference shares shall be entitled to participate in any rights issue
or open offer of shares made to shareholders but shall not be entitled to vote at any general
meeting of the Company unless a resolution is to be proposed for the winding up of the

Company or to vary or abrogate the rights of the holders of the convertible preference shares.

To the extent that the convertible preference shares have not been converted or redeemed on
or prior to 29 January 2010, they shall be, subject to the Companies Act 1981 of Bermuda,
redeemed by the Company at par on 29 January 2010.
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28.

ACQUISITION OF A SUBSIDIARY

In January 2004, the Group acquired the entire issued share capital of Circle Telecom USA Inc. for

consideration of US$1 from a company beneficially owned by a director of the Company. This

acquisition has been accounted for by the acquisition method of accounting. The amount of goodwill

arising as a result of the acquisition was HK$3.1 million.

2004 2003
HKS$’000 HK$’000
NET ASSETS ACQUIRED
Property, plant and equipment 3,210 1,011
Cable use rights 3,486 -
Trade and other receivables 1,035 10,489
Bank balances and cash 171 2,804
Trade and other payables (10,727) (9,562)
Bank loan (280) -
Minority interests - (6)
(3,105) 4,736
Goodwill 3,105 62,264
Total consideration - 67,000
Satisfied by:
Cash - 33,500
Payable for acquisition of subsidiaries - 33,500
- 67,000
Net cash inflow arising on acquisition:
Cash consideration - (33,500)
Bank balances and cash acquired 171 2,804
Net inflow (outflow) of cash and cash equivalents in respect
of the acquisition of a subsidiary 171 (30,696)

The subsidiary acquired during the year contributed HK$3,666,000 to the Group’s turnover, and

resulted a loss of HK$8,270,000 to the Group’s loss from operations.
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DISPOSAL OF SUBSIDIARIES

As referred to in note 6, on 30 June 2004 the Group discontinued its fire protection and suppression
business at the time of disposal of its subsidiary, MFIL. The net liabilities of MFIL at the date of

disposal, and at 31 December 2003 were as follows:

30 June 31 December

2004 2003
HKS$’000 HK$°000

NET LIABILITIES DISPOSED OF
Property, plant and equipment 6,193 6,677
Intangible assets 708 755
Inventories 4,258 2,818
Trade and other receivables 9,805 9,916
Pledged bank deposits 1,053 1,054
Bank balances and cash 3,557 3,762
Trade and other payables (10,895) (9,135)
Bank loans (943) (943)
Amount due to holding company (20,142) (19,628)
Minority interests (8,045) (8,6095)
Net liabilities (14,451) (13,329)
Waiver of net amounts due from subsidiaries upon disposal 20,142
Loss on disposal (1,006)
Total consideration 4,685
Satisfied by:
Cash 4,685
Net cash inflow arising on disposal:
Cash consideration 4,685
Bank balances and cash disposed of (3,557)

1,128

The subsidiaries disposed of during the year contributed HK$9,424,000 (2003: HK$19,292,000) to
the Group’s turnover and resulted loss of HK$742,000 (2003: HK$10,600,000) to the Group’s loss

from operations.
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30.

31.

MAJOR NON-CASH TRANSACTIONS

(a) In March 2004, the Company issued 475,000,000 ordinary shares at HK$0.024 each to settle
the debt of HK$11,400,000 owing to Circle Asia Inc. (Note 25 (b)(i)).

(b) In April 2004, the Company issued 3,066,666,666 convertible preference shares to SIL to
settle HK$69,000,000 of the Loan.

(c) During the year ended 31 December 2003, approximately 131,000,000 and 69,000,000 of the
Company’s ordinary shares were issued at par of HK$0.1 each as consideration to settle the
outstanding rental received in advance and acquire certain property, plant and equipment,

respectively.

(d)  During the year ended 31 December 2003, the Group acquired certain subsidiaries from a
shareholder of the Company at a consideration of HK$67,000,000 of which HK$33,500,000
was settled in January 2004 (note 28).

RETIREMENT BENEFIT SCHEMES

The Group contributes to defined contribution provident funds, including the scheme set up pursuant
to the Hong Kong Mandatory Provident Fund Ordinance (“MPF Scheme”), which are available to all
employees. In accordance with the terms of the provident funds, contributions to the schemes by the
Group and the employees are calculated as a percentage of the employees’ basic salaries. For the
MPF Scheme, both the employees and the employer are required to contribute 5% of the employees’
monthly salaries up to a maximum of HK$1,000 (“Mandatory Contribution”). Selected employees
can choose to make additional contributions and the employer will contribute the same amount of
additional contributions. The employees are entitled to 100% of the employer’s Mandatory
Contributions upon their retirement age of 65 years old, death or total incapacity. The unvested
benefits of employees forfeited upon termination of employment can be utilised by the Group to
reduce future levels of contributions. During the year, the aggregate amount of employer’s contribution
made by the Group was approximately HK$383,000 (2003: HK$535,000), after deduction of forfeited
contribution of approximately HK$116,000 (2003: HK$271,000).

Subsidiaries operating in Mainland China are required to participate in a defined contribution
retirement plan organised by the local government. The subsidiaries are required to make contributions
to the retirement plan at certain percentage of basic salaries of each Mainland China employee of the

Group.
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32. OPERATING LEASE COMMITMENTS

(1) As at 31 December 2004, the Group had future aggregate minimum lease payments under
non-cancellable operating leases as follows:

Land and buildings Office equipment
2004 2003 2004 2003
HK$°000 HK$°000 HK$’000 HK$°000

Not later than one year 536 396 14 -

Later than one year and
not later than five years - 231 48 -
536 627 62 -

Leases are negotiated for an average term of one year.

(ii)  As at 31 December 2004, the Group had future aggregate minimum lease rental receivable

under non-cancellable operating leases as follows:

Investment properties Equipment
2004 2003 2004 2003
HK$°000 HK$’000 HK$’000 HK$°000

Not later than one year 2,537 3,446 70 -

Later than one year and
not later than five years 3,592 3,879 59 -
6,129 7,325 129 -

The properties held at balance sheet date have committed tenants for an average term of three
years.

33. CAPITAL COMMITMENT

Save as disclosed in note 37, the Group did not have any significant capital commitment as at 31
December 2004.
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34. PLEDGE OF ASSETS AND GUARANTEES

35.

(a)

As at 31 December 2004, the Group had aggregate banking facilities of approximately
HK$57,390,000 (2003: HK$37,960,000) from a bank for guarantees, bank overdrafts, short-
term loan and long-term loan. Unused facilities as at the same date amounted to HK$22,390,000
(2003: HK$5,022,000). These facilities were secured by:

(i) cross guarantees totalling HK$35,000,000 (2003: HK$25,000,000) given by the Company
and certain of its subsidiaries in respect of a shared banking facility to be used by the

Company and these subsidiaries.

(ii)  certain leasehold land and buildings and investment properties of the Group with a
total net book value of approximately HK$124,285,000 (2003: HK$124,700,000) as at
31 December 2004 (notes 13 and 14).

(iii)  bank deposit of Nil (2003: HK$1,053,000).

(iv)  personal guarantee of a director of the Company and a director of a subsidiary up to
the extent of HK$390,000 (2003: Nil).

As at 31 December 2004, the Group’s other long-term loan of HK$1,000,000 (2003:
HK$35,000,000) is secured by the entire issued shares of a wholly owned subsidiary of the
Group which indirectly holds a property in Hong Kong.

CONTINGENT LIABILITIES

Save as disclosed in note 34, as at 31 December 2004 the Group has material outstanding litigations

as follows:

there was a material outstanding litigation which was commenced by a third party contractor
in July 2002, claiming against a bank which had served a third party notice to the Company,
for a performance bond amounting to HK$8,600,000 given by the Company to a former
subsidiary in order for it to undertake an installation project with the third party contractors.
As at 31 December 2004, the Group’s bank deposits of HK$8,603,000 were pledged for the
purpose this performance bond. The directors, having sought independent legal advice, are of
the opinion that the case is unclear at this stage as the amount of liability could not be
measured with sufficient reliability. Accordingly, no provision has been made in the financial

statements in respect of the claim.
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35.

36.

37.

CONTINGENT LIABILITIES (Continued)

ii)

iii)

a statement of claim, which was lodged in July 2000, and subsequent amended statements of
claim were filed against the Company for a sum of approximately HK$18,979,000 and damages
for breach of agreement allegedly made with a third party in respect of financial support for
certain construction projects which the Company had allegedly agreed to undertake. The
directors, having sought independent legal advice, are of the opinion that the case is unclear
at this stage as the amount of liability could not be measured with sufficient reliability.

Accordingly, no provision has been made in the financial statements in respect of the claim.

a third party notice was served upon the Company in September 1998 to seek indemnity/
contribution from the Company and was subsequently amended in October 1998. The Company
is alleged to be in default of the co-operative agreement in respect of a corporate guarantee of
HK$2,000,000. As a result of the alleged breach, a claim is made against the Company for the
suffered loss and damages including but not limited to the fact that the claimants’ liability
towards a bank. The directors, having sought independent legal advice, are of the opinion of
the case has been dormant for a number of years and therefore no provision has been made in

the financial statements in respect of the claim.

RELATED PARTY TRANSACTIONS

During the year, Circle Telecom USA Inc. had paid approximately HK$978,000 for the content

services and telecommunication networking services to a company which is owned by a director of

the subsidiary. The transactions were made based on the contracts stipulated before Circle Telecom

USA Inc became the subsidiary of the Group. All these contracts were terminated by the end of
August 2004.

Save as disclosed in notes 6, 28, 34 and above, the Group did not have any significant related party

transactions for the year ended 31 December 2004.

SIGNIFICANT SUBSEQUENT EVENTS

(a)

Pursuant to an agreement entered in December 2004, the Group acquired the entire issued
capital of Y.K. Drive (formerly known as Limited Liability Company Prehit), a company
incorporated in Japan, at a consideration of HK$13,406,000 in January 2005 which was
satisfied by the issue and allotment of 196,000,000 shares of the Company. In addition, on
the first occasion whereby gross profit of Y.K. Drive reaches JP¥10 million (approximately
HK$750,000) for any one month after the completion of the acquisition, the Company will
issue and allot the 294 million shares of the Company at an issue price of HK$0.0684 per

share.

77



78

SUN INNOVATION HOLDINGS LIMITED
ANNUAL REPORT 2004

Notes to the Financial Statements

For the year ended 31 December 2004

37. SIGNIFICANT SUBSEQUENT EVENTS (Continued)

(b)  Subsequent issue of shares and granting of options after 31 December 2004

(1) In January 2005, the Company has issued 196,000,000 shares of the Company at
HK$0.0684 each to Freparnetworks Inc. to acquire Y.K. Drive;

(ii)  In January 2005, the Company has also granted in aggregate 225,000,000 options of
the Company to Mr. Lai On Shing, Mr. Au Chung Kong and Sinoland International
Limited.
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The consolidated results, assets and liabilities of the Group for the last five financial years as extracted

from the audited financial statements of the Group are summaried below:

Year ended 31 December
2004 2003 2002 2001
Continuing Discontinuing Continuing Discontinuing Continuing Discontinuing Continuing Discontinuing
operations  operations Total ~operations ~ operations Total ~ operations ~ operations Total ~ operations ~ operations Total 2000
HK$000  HKS'000  HK$000  HKS'000  HK§000  HK$'000  HKS'000  HK$000  HK$000  HK$000  HKS'000  HKS000  HK$000

Results

Turnover 38,842 9424 48266 4905 39248 44153 4788 61864 66650 4311 7Le62 75973 71910

Net (loss) profit
for the year (96,376)  (1,748)  (98,124) (22,099 (24,628) (46,727) (15743) 11,785 (3.958) (5,113 (6,191) (11,304) (58,617)

Assets and Liabilities

Total assets 170,186 - 170,86 237,178 24982 262,160 144953 59985 204938 184374  S1756 236,130 263318
Total liabilities 122,795 S 122,795 114440 10,078 124518 22,007 17,928 39,955 26,111 50,303 76,414 106,298
Minority interests 4 - 4 6 8605 8611 925 9205 - - - -

Shareholders’ funds 47,387 - 47,387 122,732 6,299 129,031 122,926 32,832 155,758 158,263 1,453 159,716 157,020
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As at 31 December 2004

Properties held for investment

(1)

Shop A2, Ground Floor,
(including the external walls)
Citicorp Centre,

18 Whitfield Road,
Causeway Bay,

Hong Kong

Shop B, Ground Floor,
(including the external walls,
Loading and Unloading Bays
Nos. U1 to U3, U9 and U10,
1st Floor and car parking space
Nos. 22, 23, 33, 50 and 50A)
Citicorp Centre,

18 Whitfield Road,

Causeway Bay,

Hong Kong

Units 3501 to 3506, Tower 3,
and Units 3501 to 3505 Tower 4
Dong Jun Plaza,

836 Dong Feng Road East,
Dong Shan District,

Guangzhou,

People’s Republic of China

Properties held for own use

(1)

Unit 701, Tower 3,

Dong Jun Plaza,

836 Dong Feng Road East,
Dong Shan District,
Guangzhou,

People’s Republic of China

Shop A1, Ground Floor
(including the external walls)
Citicorp Centre,

18 Whitfield Road,
Causeway Bay,

Hong Kong

Type

Commercial

Commercial

Commercial

Commercial

Commercial

Lease term

Medium

Medium

Medium

Medium

Medium




