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THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

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

If you have sold or transferred all your shares in Chevalier iTech Heldings Limited, you should at once hand this
circular and the enclosed proxy form to the purchaser or transferee or to the bank, stockbroker or other agents through
whom the sale or transfer was effected for transmission to the purchaser or transferee.

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this circular, make no representation
as 10 its accuracy or completeness and expressly disclaims any liability whatsoever for any loss howsoever arising from or
in reliamce upon the whole or any part of the contents of this circular.

CHEVALIER iTECH HOLDINGS LIMITED
RIMBEERERAA

(Incorporated in Bermuda with limited liability)
(Stock Code: 508)

Executive Directors Registered Office

CHOW Yei Ching (Chairman} Canon's Court

FUNG Pak Kwan (Managing Director} 22 Victoria Street

KUOK Hoi Sang Hamtlton, HM 12

CHOW Vee Tsung, Oscar Bermuda

KAN Ka Hon

Lily CHOW Principal Place of Business
22nd Floor

Independent Non-Executive Directors Chevalier Commercial Centre

Shinichi YONEHARA 8 Wang Hoi Road

WU King Cheong Kowloon Bay

KWONG Man Sing Hong Kong

Sth September, 2006
To the Shareholders

Dear Sir/Madam,

PROPOSALS RELATING TO
RE-ELECTION OF RETIRING DIRECTORS
APPOINTMENT OF NEW AUDITORS
GENERAL MANDATES TO ISSUE SHARES AND
REPURCHASE SHARES

NOTICE OF ANNUAL GENERAL MEETING
INTRODUCTION

The Directors wish to seck the approval of shareholders to re-elect the retiring directors, to appoint the new
auditors, 1o obtain general mandates to the Directors of the Company to issue and repurchase shares of HK$0.5 each in the
share capital of the Company (the “Share(s)").

This circular is to provide the shareholders with all the information reasonably necessary to enable them to make
an informed decision on whether to vote for or against the resolutions as mentioned herein and which, inter alia, will be
dealt with at the annual general meeting of the Company to be held at 22nd Floor, Chevalier Commercial Centre, 8 Wang
Hoi Road, Kowloon Bay, Hong Kong on Thursday, 28th September, 2006 at 10:15 a.m. (the “2006 Annual General
Meeting™).

RE-ELECTION OF RETIRING DIRECTORS

In accordance with Bye-law 112 of the Bye-laws of the Company, Dr CHOW Yei Ching, Messrs FUNG Pak Kwan,
KUOK Hoi Sang, KAN Ka Hon, Shinichi YONEHARA and WU King Cheong, who have been longest in office since their
last election, will retire by rotation at the 2006 Annual General Meeting and being eligible, offer themselves for re-
etection. Ordinary Resolutions will therefore be proposed at the 2006 Annual General Meeting to re-elect Dr Chow and
Messrs Fung. Kuok, Kan, Yonehara and Wu as BDirectors of the Company. Pursuant to Rule 13.74 of the Rules Governing

*  For identificarion purpose only i



the Listing of Securities on The Stock Exchange of Hong Kong Limited (the “Stock Exchange™) (the “Listing Rules™), the
details of such Directors are set out below:—

Dr CHOW Yei Ching, Executive Director and Chatrman, aged 70, is the founder of Chevalier Group since 1970,
He is an Independent Non-Executive Director of Van Shung Chong Holdings Limited (Stock Code: 1001) and
Shaw Brothers (Hong Kong) Limited (Stock Code: 80)and a Non-Executive Director of Television Broadcasts
Limited (Stock Code: 511), all of which are public companies listed on the Stock Exchange. Dr Chow was awarded
with an Honorary Doctor Degree in Business Administration by The Hong Kong Polytechnic University and an
Honorary University Fellow by The University of Hong Kong. In 1996 and 1997, he was appointed as an Honorary
Member of the Board of Directors by Nanjing University and was conferred an Honorary Degree of Doctor of
Laws by The University of Hong Kong respectively. Dr Chow also serves actively in a number of educational
advisory committees and gives substantial support to the aforementioned two Universities in Hong Kong and The
Hong Kong University of Science & Technology in areas of researches and developments. He is also a Consultative
Professor of Zhejiang University and a Lecture Professor of Sichuan Unien University in the PRC. Dr Chow's
enthusiasm in public services is evidenced in his appointment in 2001 as the Vice Patron of The Community Chest
in Hong Kong. He was also appointed as the Honorary Consul of The Kingdom of Bahrain in Hong Kong in 2001.
He also actively participates in various professional bodies and associations on fraternal and Chinese affairs. To
name a few. he is a Standing Committee Member of the Chinese People’s Political Consultative Conference,
Shanghai, the President of The Japan Society of Hong Kong and the Chairman of the National Taiwan University-
HK Alumni Association, etc. In recognition of his contributions to local and overseas societies alike, Dr Chow was
awarded honorable decorations from Britain, Belgium. France and Japan. Furthermore, Dr Chow was also awarded
the Gold Bauhinia Star from the Government of the HKSAR in 2004. Dr. Chow is also an Executive Director,
Chairman and Managing Director of Chevalier International Heldings Limited (“CIHL™) (Stock Code: 025), a
public company listed on the Stock Exchange and is a substantial shareholder of the Company. He is a Director of
certain companies of the Group and CIHL Group. He has a personal interest of 6,815,854 shares and is also
deemed o have a corporate interest of 104,198,933 shares representing 3.98% and 60.81% respectively in the
issued share capital of the Company and a personal interest of 147,738,359 shares representing 53.03% of CIHL
within the meaning of Part XV of the Securities and Fulures Ordinance (Chapter 571 of the Laws of Hong Keng)
(the “SFQ"). He is the father of Mr Chow Vee Tsung. Oscar and Miss Lily Chow, Executive Directors of the
Company. Dr Chow is a director of Chevalier (HK) Limited (*CHK”) and Firstland Company Limited (“Firstland™}
which are the wholly-owned subsidiaries of CIHL and the substantial shareholders of the Company.

Save as disclosed above and as at 1st September, 2006, being the latest practicable date prior to the printing of this
circular (the “Latest Practicable Date™), Dr Chow has not held any directorship in any listed public companies in
the last three years and does not hold any position in any member of the Group nor does he have any relationship
with any other Directors, senior management, substantial shareholders or controlling shareholders of the Company
and any interests in the shares of the Company. There is neither any service contract between the Company and Dr
Chow nor any specified term for the length or proposed length of service with the Company in respect of the
directorship. Dr Chow is subject to retirement by rotation and re-election in accordance with the Company’s Bye-
laws. No director’s emoluments were paid to Dr Chow during the year ended 31st March, 2006.

Mr FUNG Pak Kwan, Executive Director and Managing Director, aged 54, joined Chevalier Group in 1974 and is
an Executive Director of CIHL (Stock Code: 025). a public company listed on the Stock Exchange and a substantial
shareholder of the Company. Mr Fung is a Director of certain companies of the Group and CIHL Group. He is the
Advisor of the executive committee of the Guangdong Federation of Industry & Commerce and Guangdong
Chamber of Commerce. Mr Fung is responsible for Chevalier Group’s strategic planning and management of
operations of subsidiaries which focus on a wide range of voice and data communication equipment and services,
system integrated IT solutions as well as the sale of business machines, computer systems and equipment, telephone
systems and relevant after-sales services. He also actively involves in the planning of investment and development
projects, environmental engineering, automobile, hotel business in North America and food & beverage business of
the Chevalier Group. He has a personal interest of 2,580,000 shares of the Company and a personal interest of
93,479 shares of CIHL within the meaning of Part XV of the SFO. Mr Fung is a director of CHK and Firstland
which are the wholly-owned subsidiaries of CIHL and the substantial shareholders of the Company.

Save as disclosed above and as ar the Latest Practicable Date, Mr Fung has not held any directorship in any listed
public companies in the last three years and does not hold any position in any member of the Group nor does he
have any relationship with any other Directors, senior management, substantial shareholders or controlling
shareholders of the Company and any interests in the shares of the Company. There is neither any service contract
between the Company and Mr Fung nor any specified term for the length or proposed length of service with the
Company in respect of the directorship. Mr Fung is subject to retirement by rotation and re-election in accordance
with the Company’s Bye-laws. No director’s emoluments were paid to Mr Fung during the year ended 31st March,
2006.

Mr KUOK Hoi Sang, Executive Director, aged 56, joined Chevalier Group in 1972 and is un Executive Director
and Managing Director of CITHL (Stock Code: 025), a public company listed on the Stock Exchange and a substantial
shareholder of the Company. Mr Kuok is a Director of certain companies of the Group and CIHL Group. He is the
President of The Lift and Escalator Contractors Association in Hong Kong, the Vice-Chairman of the Hong Kong -
China Branch of The International Association of Elevator Engineers and a Registered Lift and Escalator Engineer
in Hong Kong. He is a member of Chinese People’s Political Coasultative Conference, Guangzhou. Mr Kuok has
extensive experience in business development and is responsible for the strategic planning and management of the
operations of lifts and escalators, building construction, building materials and supplies, aluminium works, electrical
and mechanical services, civil engineering, property development as well as investment projects of the Chevalier
Group. He has a personal interest of 2,400,000 shares of the Company and a personal interest of 98,216 shares of
CIHL within the meaning of Part XV of the SFO. Mr Kuok is a director of CHK and Firstland which are the
wholly-owned subsidiaries of CIHL and the substantial shareholders of the Company.
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CHEVALIER iTECH HOLDINGS LIMITED
HINgERARAT
{Incorporated in Bermuda with limited liability)

(Stock Code: 508)

FORM OF PROXY
FOR THE 2006 ANNUAL GENERAL MEETING

of

being

the registered holder(s) of shares

of HK$0.5 each in the capital of CHEVALIER iTECH HOLDINGS LIMITED (“the Company™), hereby appoint

of

]

or failing him, the Chairman of the Meeting as my/our proxy to attend and vote for me/us on my/our behalf at the
Annual General Meeting of the Company to be held at 22nd Floor, Chevalier Commercial Centre, 8 Wang Hoi Road,
Kowloon Bay, Hong Kong on Thursday, 28th September, 2006 at 10:15 a.m. and at any adjournment thereof on the
undermentioned resolutions as indicated and if no such indication is given as my/our proxy thinks fit:

ORDINARY RESOLUTIONS FOR AGAINST
1. To receive and consider the audited financial statements and the Reports
of the Directors and Auditors for the year ended 31st March, 2006.
2. To declare a final dividend.
3. (a} (i) To re-elect Dr CHOW Yei Ching as Director.
(ii) To re-elect Mr FUNG Pak Kwan as Director.
(iii) To re-elect Mr KUOK Hoi Sang as Director.
(iv) To re-elect Mr KAN Ka Hon as Director.
(v) To re-elect Mr Shinichi YONEHARA as Director,
(vi) To re-elect Mr WU King Cheong as Director.
(b) To authorize the Board of Directors to fix the remuneration of the
Directors.
4, To appeint PricewaterhouseCoopers as auditors of the Company and
authorize the Board of Directors to fix their remuneration.
5. To grant a general mandate to the Directors to allot, issue and deal with
additional shares of the Company.
6. To grant a general mandate to the Directors to repurchase shares of the
Company.
7. To extend the general mandate to the Directors to allot. issue and deal
with additional shares of the Company.

Signature: Date:

Nates:

(1) Full name(s) and address must be inserted in BLOCK CAPITALS.

{2) Please insert the number of shares registered in your name(s). If no number is inserted, this form of proxy will be deemed
to relate to all the shares in the capital of the Company registered in your name(s).

{3) Please indicate with an "X in the relevant box how you wish the proxy 1o vote on your behalf. If this form of proxy is
returned withoul any indication, vou will be deemed to have authorized your proxy to vote or abstain from voting as he
thinks fit.

(4) Any alteration made to this form of proxy must be initialied.

{5) Any member entitled to attend and vote is entitled 1o appoint proxy(ies) to attend instead of him and to vote on a poll. A
proxy need not be a member of the Company.

{6) If the shareholder is a corporation, this form of proxy musi be executed under its common seal or under the hand of an
officer or attorney duly authorized on its behalf.

(7) In the case of joint shareholders, the vote of the senior who tenders a vote, whether in person or by proxy, will be accepted
to the exclusion of the votes of the other joint shareholder(s) and for this purpose senioriry will be determined by the order
in which the names stand in the Register of Members.,

{8) To be valid, this form of proxy together with the power of attorney or other authority, if any, under which it is signed must

be completed and deposited at the Company’s Branch Share Registrars in Hong Kong, STANDARD REGISTRARS LIMITED
at the 26th Floor, Tesbury Centre, 28 Queen’s Road East, Wanchai, Hong Kong not less than 48 hours before the time fived
for holding the meeting or any adjourned meeting thereof.

*  For identification purpose only
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Save as disclosed above and as al the Latest Practicable Date, Mr Kuok has not held any directorship in any listed
public companies in the last three years and does not hold any position in any member of the Group nor does he
have any relationship with any other Directors, senior management, substantial shareholders or controlling
shareholders of the Company and any interests in the shares of the Company. There is neither any service contract
between the Company and Mr Kuok nor any specified term for the length or proposed length of service with the
Company in respect of the directorship. Mr Kuok is subject 1o retirement by rotation and re-election in accordance
with the Company's Bye-laws. No director's emoluments were paid to Mr Kuok during the year ended 31st March,
2006.

4. Mr KAN Ka Hon, Executive Director and Company Secretary, aged 55, joined Chevalier Group in 1986 and is
also an Executive Director and Company Secretary of CIHL (Stock Code: 025), a public company listed on the
Steck Exchange and a substantial sharcholder of the Company. Mr Kan is a Director and Company Secretary of
certain companies of the Group and CIHL. Group. He is an Independent Non-Executive Director of Victory City
International Holdings Limited (Stock Code: 539) and Easyknit Enterprises Holdings Limited (Stock Code: 616),
both are public companies listed on the Stock Exchange. He is responsible for management of the Chevalier
Group’s accounting and treasury, corporale finance, investment, pension fund and company secretarial activities.
Mr Kan holds a Bachelor Degree in Science from The University of Hong Kong and is a feltow member of The
Association of Chartered Certified Accountants in the UK. and a member of the Hong Kong Institute of Certified
Public Accountants. He has a personal interest of 451,200 shares of the Company and a personal interest of 29,040
shares of CIHL within the meaning of Part XV of the SFO. Mr Kan is a director of CHK and Firstland which are
the wholly-owned subsidiaries of CIHL and the subsiantial shareholders of the Company.

Save as disclosed above and as at the Latest Practicable Date, Mr Kan has not held any directorship in any listed
public companies in the last three years and does not hold any positien in any member of the Group nor does he
have any relationship with any other Directors, senior management, substantial shareholders or controlling
shareholders of the Company and any interests in the shares of the Company. There is neither any service contract
between the Company and Mr Kan nor any specified term for the length or proposed length of service with the
Company in respect of the directorship. Mr Kan is subject to retirement by rotation and re-election in accordance
with the Company's Bye-laws, No director’s emoluments were paid to Mr Kan during the year ended 31st March,
2006.

5. Mr Shinichi YONEHARA, aged 55, was appointed as an Independent Non-Executive Director in 2001 and a
member of the Audit Committee and Reruneration Committee of the Company. He is a graduate of Keio University,
Japan. Mr Yonehara joined Mitsui & Co., Ltd in 1974 and retired in January 2001. He was appointed General
Manager for Machinery Division of Mitsui & Company (Hong Keng) Limited from 1983 1o 1992, Mr Yonehara is
well-experienced in aircraft, telecommunications and IT businesses. He has a personal interest of 600 shares of the
Company and of 1,671 shares of CIHL within the meaning of Part XV of the SFO.

Save as disclosed above and as at the Latest Practicable Date, Mr Yonehara has not held any directorship in any
listed public companies in the last three years and does not hold any position in any member of the Group nor does
he have any relationship with any other Directors, senior management, substantial shareholders or controlling
shareholders of the Company and any interests in the shares of the Company. There is neither any service contract
between the Company and Mr Yonehara nor any specified term for the length or proposed length of service with
the Company in respect of the directorship. Mr Yonehara is subject to retirement by rotation and re-election in
accordance with the Company’s Bye-laws. The director's emoluments of HK$120,000 were paid to Mr Yonehara
during the year ended 31st March, 2006 as determined by the Board with reference to the Company’s performance
and profitability, as well as remuneration benchmark in the industry and the prevailing market conditions.

6. Mr WU King Cheong, aged 55, was appointed as an Independent Non-Executive Director in October, 2002 and a
member of the Audit Committee and Remuneration Committee of the Company. He is an Executive Director of Lee
Cheong Gold Dealers Limited. He is also a Councillor of the Eastern District Council of the HKSAR, Assistant
Treasurer of the Chinese General Chamber of Commerce, and Member of Hong Kong Housing Authority, as well
as the Honorary Permanent President of the Chinese Gold and Silver Exchange Society and the Hong Kong
Stockbrokers Association. He is also an Independent Non-Executive Director of Yau Lee Holdings Limited (Stock
Code: 406), Henderson Land Development Company Limited (Stock Code: 12), Henderson Investment Limited
(Stock Code: 97), Miramar Hotel and Investment Company, Limited (Stock Code: 71) and Hong Kong Ferry
(Holdings) Company Limited (Stock Code: 50), all of which are public companies listed on the Stock Exchange.

Save as disclosed above and as at the Latest Practicable Date, Mr Wu has not held any directorship in any listed
public companies in the last three years and does not hold any position in any member of the Group nor does he
have any relationship with any other Directors, senior management, substantial shareholders or controlling
shareholders of the Company. He does not have any interests in the shares of the Company which are reguired to
be disclosed under Part XV of the SFQ. There is neither any service contract between the Company and Mr Wu nor
any specified term for the length or proposed length of service with the Company in respect of the directorship. Mr
Wu is subject to retirement by rotation and re-election in accordance with the Company’s Bye-laws. The director’s
emoluments of HK$120,000 were paid to Mr Wu during the year ended 31st March, 2006 as determined by the
Board with reference to the Company’s performance and profitability, as well as remuneration benchmark in the
industry and the prevailing market conditions.

In relation to the re-election of the above Directors, there is no information to be disclosed pursuant to any of the
requirements of the provisions of rules [3.51(2)(h) to 13.51(2)(v) of the Listing Rules. and there is no other matter which
needs to be brought to the atention of the shareholders of the Company.

APPOINTMENT OF NEW AUDITORS

Resolution 4 to be proposed at the 2006 Annual General Meeting, if passed, will appoint Messrs.
PricewaterhouseCoopers as the auditors of the Company in place of the retiring auditors, Messrs. Deloitte Touche Tohmatsu,
who will hold office until holding of the 2006 Annual General Meeting and who do not seek re-election at the 2006 Annual
General Meeting. The retirement of Messrs. Deloitte Touche Tohmatsu is due to the level of audit fees and its available




inte rnal resources in the light of current work flows. Messrs. Deloitte Touche Tohmatsu has advised the Company that
the e is no representation regarding its retirement that needs to be brought to the attention of the shareholders or creditors
of the Company.

SHARE ISSUE MANDATE

Resolution 5 to be proposed at the 2006 Annual General Meeting (“Resolution 5™) relates to the granting of a
gereral mandate which will empower the Directors of the Company to issue new Shares not exceeding 20 per cent of the
aggregate nominal amount of the share capital of the Company in issue at the date of passing of the resolution (including
macing and granting offers, agreements and options which would or might require Shares to be issued, allotted or disposed
of) during the period up to the next annual general meeting of the Company, or at the expiration of the period within which
the next annual general mecting of the Company is required by law to be held, or on revocation of Resolution 5 by an
orcinary resolution of the shareholders at general meeting, whichever is the earliest.

As at the Latest Practicable Date, there were 171,355,871 Shares in issue. Therefore, subject 1o the passing of the
preposed Resolution 5 at the 2006 Annual General Meeting and on the assumption that no additional Shares will be issued
andl that prior to the date of the proposed resolution, no Share will be repurchased by the Company, the Company would be
allowed under the mandate to issue a maximum of 34,271,174 Shares.

REPURCHASE OF SHARES

The Company is allowed by its Memorandum of Association and Bye-laws and the Companies Act 1981 of
Bermuda (as amended) to repurchase its own Shares. Its Bye-laws also allow it to provide financial assistance for the
pu-pose of purchasing its own Shares.

Resolution 6 to be proposed at the 2006 Annual General Meeting (“Resolution 6”) relates to the granting of a
general mandate to the Directors of the Company to repurchase, on the Stock Exchange, the Shares up to 2 maximum of 10
per cent of the issued share capital of the Company as at the date of the proposed resolution (“the Repurchase Proposal®).

The Shares to be purchased by the Company are fully paid-up. As at the Latest Practicable Date, there were
171,355,871 Shares in issue. Therefore, subject to the passing of the proposed Resolution 6 at the 2006 Annual General
Mueting and on the assumption that no additional Shares will be issued and that prior to the date of the proposed
res olution, no Share will be repurchased by the Company, the Company would be allowed under the mandate to repurchase
a maximum of 17,135,587 Shares.

REASONS FOR REPURCHASE

The Directors of the Company believe that the Repurchase Proposal is in the interests of the Company and its
shareholders. Trading conditions on the Stock Exchange have sometimes been volatile in recent years and there have been
ocrasions when the Shares were trading at a substantial discount to their underlying net asset value. Repurchases of the
Skares may enhance the Company's net asset value per Share and earnings per Share. In these circumstances, the ability of
the Company to repurchase the Shares can be beneficial to those shareholders who retain their investment in the Company
since their percentage interest in the assets of the Company would increase in proportion to the number of the Shares
revurchased by the Company. Furthermore, exercise of the mandate granted under the Repurchase Proposal by the Directors
of the Company would increase the trading volume of the Shares on the Stock Exchange.

The Directors of the Company do not expect there to be any material adverse impact on the working capital or
gearing position of the Company, as compared with the position disclosed in the latest audited financial statements of the
Company for the year ended 31st March, 2006, as a result of repurchases made under the Repurchase Proposal even if the
mandate is exercised in full. However, no purchase would be made in circumstances that would have a material adverse
impact on the working capital or gearing position of the Company (as compared with the position disclosed in the latest
published audited financial statements) unless the Directors of the Company consider that such purchases would be in the
be st interests of the Company notwithstanding such material adverse impact.

FUNDING OF REPURCHASES

In repurchasing the Shares, the Company may only apply funds legally available for such purpose in accordance
with its Memorandum of Association and Bye-laws and the Companies Act 1981 of Bermuda (as amended) which provide -
that the Shares may be repurchased out of the profits of the Company and/or out of the proceeds of a fresh issue of the
Shares made for this purpose and/or even out of the capital paid up on the repurchased Shares.

DISCLOSURE OF INTERESTS

The Directors of the Company have undertaken to the Stock Exchange to exercise the power of the Company to
make repurchases pursuant to the proposed Resclution 6 in accordance with the Listing Rules and all applicable laws.

None of the Directors of the Company nor, to the best of their knowledge having made all reasonable enquiries,
any of their associates presentiy intend to sell the Shares to the Company under the Repurchase Proposal in the event that
tt e Repurchase Proposal is approved by the shareholders at the 2006 Annual General Meeting.

Meanwhile, the Company has not been notified by any connected persons of the Company that they have a present
it tention to sell any Shares, or that they have undertaken not to sell any Shares held by them to the Company, in the event
ttat the Repurchase Proposal is approved by the shareholders at the 2006 Annual General Meeting.

If, on the exercise of the powers granted under the Repurchase Proposal. a shareholder’s proportionate interest in
the voting rights of the Company increases, such increase will be treated as an acquisition for the purpose of rule 32 of the
Bong Kong Code on Takeovers and Mergers (the “Takeovers Code™). As a result, a shareholder or a group of shareholders
acting in concert (within the meaning under the Takeovers Code), depending on the level of such increase, may obtain or
cansolidate control of the Company and thereby obliged to make a mandatory general offer in accordance with rule 26 of
tie Takeovers Code.




As at the Latest Practicable Date and insofar the Directors of the Company are aware of, the substantial shareholders

of the Company are as follows:~

Name of
Substantial Shareholder

CHOW Yei Ching
MIYAKAWA Michiko

Chevalier International Holdings
Limited {"CIHL")
Chevalier (HK) Limited (“CHK™)

Firstland Company Limited
(“Firstland™)

Chen Wai Wai, Vivien

Crosby Invesiment Holdings Inc,

Nan Fung Resources Limited

Gentfull Investment Limited

Capacity

Beneficial owner

Beneficial owner

Beneficial owner
Beneficial owner

Beneficial owner

Beneficial owner

Interest of controlled
corporation

Interest of controlled
corporation

Beneficial owner

Number of
Shares held

111,014,787
(Notes I and 3)

141,014,787
{Notes 2 and 3)

104,198,933 (Note 3)
13,471,200 (Note 3)
13,471,200 (Nose 3}

18,800,000 (Note 4)
18.800.000 (Note 4)

18,800,000 (Note 4)

18,800,000 (Note 4)

% of Issued Share Capital

at present
(%)

64.79
64.79
60.81

7.86
7.86

10.97
10.97

10.97

10.97

if power is
exercised in

full to

repurchase Shares
(%)

71.98
71.98
67.56

8.74
8.74

12.19
12.19

12.19

12.19

Notes:

1)

2)

3)

4)

Under the SFO, these Shares were held by Dr Chow Yei Ching as {i} personal interests of 6,815,854, (ii) corporate
interest of 104,198,933 in which Dr Chow was deemed to be interested.

Under Part XV of the SFO, Ms Miyakawa Michiko, the spouse of Dr Chow, was decmed to be interested in the same
parcel of 111,0i4,787 Shares held by Dr Chow.

These Shares were held as interest of controlled corporatien through Firstland, 2 company incorporated in Hong Kong
and a wholly-owned subsidiary of CHK. CHK is a company incorporated in Hong Kong and a wholly-owned subsidiary
of CIHL. CIHL is a company incorporated in Bermuda. Under Part XV of the SFO, CHK, CIHL, Dr Chow and his spouse
were deemed to be interested in 13,471,200 Shares.

Ms Chen Wai Wai, Vivien, Crosby Investment Holdings Inc., Nan Fung Resources Limited are taken to be interested in
18,800,000 Shares that would be held by Gentfull Investment Limited upon subscription of the Subscription Shares at the
Subseription Price of HK$2.38 per Share. Gentfull Invesument Limited is wholly owned by Nan Fung Resources Limited
and in wrn wholly owned by Crosby Investment Holdings Inc. which is 100% owned by Ms Chen Wai Wai, Vivien.

In the event that the Directors of the Company shall exercise in full such powers under the Repurchase Proposal
and on the basis that there is no other change in the then issved share capital of the Company, the interest of the above
substantial shareholders would be increased 1o approximately the percentage shown in the last column above. The Directors
of the Company consider that such increase would not give rise to an obligation to make a mandatory offer under rule 26
of the Takeovers Code. The number of Shares held by the public would not fall below 25% of the issued share capital of

the Company.

SHARE PRICES

The highest and lowest prices at which the Shares have been traded on the Stock Exchange during each of the
previous twelve months prior to the Latest Practicable Date were as follows:—

Highest Lowest

HK$ HK$

August 2005 1.75 1.45
September 2005 1.62 1.54
October 2005 1.60 1.40
November 2005 1.60 1.30
December 2005 1.70 1.45
January 2006 1.70 1.52
February 2006 1.60 1.52
March 2006 1.59 1.46
April 2006 1.77 1.50
May 2006 1.60 1.46
June 2006 1.51 1.42
July 2006 2.63 1.48
August 2006 2.85 2.05
September 2006 (up to Latest Practicable Date) 2.78 2.66




REPURCHASE OF SHARES MADE BY THE COMPANY

The Company has not purchased any of its Shares (whether on the Stock Exchange or ctherwise) in the six months
prececing the date of this circular.

EXTENSION OF SHARE ISSUE MANDATE

Resolution 7 to be proposed at the 2006 Annual General Meeting (“Resolution 7°) relates to the extension of the 20
per cent general mandate to be granted. Subject to the passing at the 2006 Annual General Meeting of Resolution 5,
Resolution 6 and Resolution 7, the Directors of the Company will be given a general mandate to add all those number of
Share: which may from time to time be purchased under the Repurchase Proposal to the 20 per cent general mandate, thus,
the linit of the share issue mandate would include, in addition to the 20 per cent limit as aforesaid, the number of Shares
repurchased under the Repurchase Proposal,

2006 ANNUAL GENERAL MEETING
The notice convening the 2006 Annval General Meeting is set out on pages 7 to 8 of this circular.

A form of proxy for use at the 2006 Annual General Meeting is being sent to the shareholders together with this
circukir. Whether or not you are able to attend the meeting, please complete the accompanying form of proxy in accordance
with the instructions printed thereon and return the same to the Company’s Branch Share Registrars in Hong Kong,
Standard Registrars Limited at 26th Floor, Tesbury Centre, 28 Queen’s Road East, Hong Kong as soon as possible and in
any event not later than 48 hours before the time appoeinted for holding the meeting or any adjourned meeting. Completion
and delivery of the form of proxy will not preclude you from autending and voting at the 2006 Annual General Meeting if
you so wish.

PROCEDURES BY WHICH SHAREHOLDERS MAY DEMAND POLL

Pursuant to Bye-law 76 of the Bye-law of the Company, a resolution put 1o vote at a general meeting shall be
decided on a show of hands unless a poll is (before or on the declaration of the result of the show of hands) demanded by:—

(i} the chairman of the meeting: or

(ii) at least three shareholders present in person or by proxy or by representative for the time being entitled to
vote at the meeting: or

(iii}  any shareholder or shareholders present in person or by proxy or by representative and representing not
less than one-tenth of the total voting rights of all the shareholders having the right to vote at the meeting;
or

(iv)  any shareholder or sharcholders present in person or by proxy or by representative and holding shares in
the Company conferring a right to vote at the meeting being shares on which an aggregate sum has been
paid up equal to not less than one-tenth of the total sum paid up on all the shares conferring that right.

If a poll is demanded otherwise than on the election of a chairman of the meeting or on any question of adjournment,
it shall be taken in such manner at such time and place, not being more than 30 days from the date of the meeting or
adjour-ned meeting at which the poll was demanded, as the chairman of the meeting directs. No notice needs to be given of
a poll not taken immediately. The result of the poll shall be deemed to be the resolution of the meeting at which the poll
was demanded. The demand for a poll may be withdrawn.

Unless a poll is so demanded and the demand is not withdrawn, a declaration of the result on a show of hands by
the chairman of the meeting and an eniry to that effect in the minutes book shall be conclusive evidence of the voting
result

RECOMMENDATION

The Directors consider that the re-election of the retiring Directors, the appointment of new auditors, the Share
Issue Mandate, the Repurchase Proposal and the Extension of Share Issue Mandate are in the best interests of the
Comgany and its shareholders and accordingly recommend all the shareholders to vote in favour of the relevant resolutions
to be proposed at the 2006 Annual General Meeting.

Yours faithfully
For and on behalf of the Board
Chevalier iTech Holdings Limited
CHOW Yei Ching
Chairman



NOTICE OF 2006 ANNUAL GENERAL MEETING

CHEVALIER iTECH HOLDINGS LIMITED
HEtNMEERERAA

{Incarporated in Bermuda with limited liability)

(Stock Code: 508)

NOTICE 1S HEREBY GIVEN that the Annval General Meeting of the Shareholders of the Company will be held
at 22nd Floor. Chevalier Commercial Centre. 8 Wang Hoi Road, Kowloon Bay, Hong Kong on Thursday, 28th September,
2006 a1 10:15 a.m. for the following purposes:—

As Ordinary Business

l. To receive and consider the audited financial statements and the Reports of the Directors and Auditors for
the year ended 31st March, 2006.

2. To declare a final dividend.

i To re-elect retiring Directors and authorize the Board of Directors to fix their remuneration.

4. To appoint Auditors and authorize the Board of Directors to fix their remuneration.

And as Special Business, to consider and, if thought fit, pass with or without modification the following resolutions
as Ordinary Resolutions:—

ORDINARY RESOLUTIONS
3. “THAT:

(a) subject to paragraph (c) below, the exercise by the Directors of the Company during the Relevant
Period (as hereinafter defined) of all the powers of the Company to allot, issue and deal with
additional shares in the capital of the Company and to make or grant offers, agreements and options
which might require the exercise of such powers be and is hereby generally and unconditionally
approved;

(b) the approval in paragraph (a) shall authorize the Directors of the Company during the Relevant
Period to make or grant offers, agreements and options which might require the exercise of such
powers after the end of the Relevant Period;

(9] the aggregate nominal amount of share capital allotted or agreed conditionally or unconditionally to
be allotted (whether pursuant to an option or otherwise) by the Directors of the Company pursuant
to the approval in paragraph (a), otherwise than pursuant to (i) a Righis Issue (as hereinafter
defined) or (ii) the exercise of subscription rights under any share option scheme of the Company
or (iii} an issue of shares as scrip dividends pursuant to the Bye-laws of the Company from time to
time, shall not exceed 20% of the aggregate nominal amount of the share capital of the Company in
issue as at the date of passing of this Resolution and the said approval shall be limited accordingly:
and

(d) for the purposes of this Resolution and Resolution 6:—

“Relevant Period”™ means the period from the passing of this Resolution until whichever is the
earliest of?

(i) the conclusion of the next Annual General Meeting of the Company;

(ii} the expiration of the period within which the next Annual General Meeting of the Company
is required by the Bye-laws of the Company or any applicable law of Bermuda to be held;
and

(iit) the revocation or variation of this Resolution by an ordinary resolution of the shareholders
of the Company in General Meeting. '

*  For identification purpose only




“Rights Issue™ means the allotment, issue or grant of shares pursuant to an offer (open for a period
fixed by the Directors of the Company) made to sharcholders or any class thereof on the Register of
Members of the Company on a fixed record date pro rata to their then holdings of such shares or
class thereof (subject to such exclusion or other arrangements as the Directors of the Company may
deem necessary or expedient in relation to fractional entitlements of having regard to any restrictions
or obligations under the laws of, or the requirements of any recognised regulatory body or any
stock exchange in, any territory outside Hong Kong).”

6. “THAT:

{a) subject to paragraph (b) below, the exercise by the Directors of the Company during the Relevant
Period (as defined in Resolution 5{d) above) all powers of the Company to repurchase its shares in
the capital of the Company, subject to and in accordance with all applicable laws and requirements
of the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited as
amended from time to time, be and is hereby generally and uncoenditionally approved; and

(b) the aggregate nominal amount of shares to be purchased by the Company pursuant to the approval
in paragraph (a) above during the Relevant Period shall not exceed 10% of the aggregate nominal
amount of the issued share capital of the Company on the date of this Resolution and the authority
pursuant to paragraph (a) above shall be limited accordingly.”

7. “THAT the general mandate granted to the Directors of the Company to allot, issue and deal with additicnal
shares pursuant to Ordinary Resolution set out in Resolution 5 be and is hereby extended by the addition
thereto of an amount representing the aggregate nominal amount of the share capital of the Company which
may be allotted or agreed conditionally or unconditionally to be allotted pursuant to such general mandate
the aggregate nominal amount of share in the capital of the Company, repurchased by the Company under
the authority granted pursuant to Ordinary Resolution set out in Resolution 6, provided that such amount
shall not exceed 10% of the aggregate nominal amount of the issued share capita! of the Company at the
date of this Resolution.”

By Order of the Board
AN Ka Hon
Company Secretary

Hong Kong. 5th September, 2006

Principal Place of Business:

2nd Floor, Chevalier Commercial Centre
8 Wang Hoi Road

Kowloon Bay, Hong Kong

Registered Office:
Canon’s Court

22 Victoria Street
Hamilton, HM 12

Bermuda
Notes:
(z) A member entitled to attend and vote at the meeting convened by this notice is entitled to appoint one or more proxies 1o attend

and, in the event of a poll, to vote in his stead. A proxy need not be a member of the Company.

t) In order to be valid, a form of proxy, together with the power of attorney or other authority (if any), must be deposited at the
Company's Branch Share Registrars in Hong Kong, STANDARD REGISTRARS LIMITED at 26th Floor, Tesbury Centre, 28
Queen’s Road East, Hong Kong not less than 48 hours before the time appointed for holding the meeting or any adjourned
meeting.

() An explanatory statement regarding the proposals of re-electing the retiring Director of the Company, appointing the new
auditors, granting general mandates to issue new shares and to repurchase own shares of the Company will be despatched to the
members of the Company together with this notice.

(<1 Information on the retiring Directors set out in pages | to 3 te this circular which this notice forms part.
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Financial Calendar

Event Date
Annauncement of Interim Results 15th December, 2005
Announcement of Final Results 24th July, 2006
Book Close Dates
Interim Dividend 3rd to 6th January, 2006
Final Dividend 21st to 25th August, 2006
Annual General Meeting 28th September, 2006

Payment of Dividends
interim dividend of HK3 cents per share 12th January, 2006
Final dividend of HK5 cents per share 5th October, 2006




|Financial Summary' /

{amounts expressed in Hong Kong Dollars)

The following is a summary of the total assets, total liabilities, share capital and results of the Group for

the five years ended 31st March, 2006.

2002 2003 2004 2005 2006
(Restated)
Financials {$ Miflion)
Total assets (note b} 501 466 473 460 631
Total liabilities 116 102 89 82 220
Mincrity interests 0.18 0.19 0.17 0.18 0.18
Shareholders’ equity (note b) 385 364 384 ar7e 411
Share capital {note a) 171 171 171 171 171
(No. of shares issued — in Million)
Turnover . 775 688 671 687 832
Profit (loss) attributable to holders
of the Company {“Profit {Loss)
for the year"} (note b) {9} (23) 23 2 37
Per Share Basis (§)
Earnings (loss) (note b} (0.05) (0.13) 0.13 0.01 0.22
Dividends 0.05 - 0.05 0.02 0.08
Net asset value (at book value) (note b} 2.25 212 224 2.21 2.40
TURNOVER PROFIT (LOSS) FOR THE YEAR
{$ million) — ($ Million) [ ST
| 1ms 2] ]
| L e B n | ) X
A I e [ “n
s }oar B (B
@3 | 3 e | ¥
SHAREHOLDERS’ EQUITY MNET ASSET VALUE
($ Millien) [~ (PER SHARE BASIS| [ -
W | ) sas (%) W ] 225
| o Jm % | B ] 212
g3 ] m Tom
sl ]38 i | ]2z
13 " 73 | 240

Notes:

(a)

{t)

The calculations for the years ended 31st March, 2002 and 2003 have been adjusted for the consolidation of every five of
the Company's ordinary shares of HK$0.10 each into one ordinary share of HK$0.50 each in June 2003.

Thase figures for 2005 have been restated pursuant to the adoption of all applicable HKFRSs as explained in Note 3 to
the financial statements of 2006. Figures for 2004 and prior years have not been rostated as it would involve delay and

expenses out of proportion to the benefit of shareholders.

a | CHEVALIER iTECH HOLDINGS LIMITED IANNUAL REPORT 2005 - 06
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I Business Highlights |} Vs

Major Events in 2005-06

(April 2005 - March 2006)

/
May 2005
T Acquired Pacific Coffee Company

® Chevalier (Network Solutions)
Limited was awarded a contract to
provide and install the Voice
Logging / Recording System for
Hong Kong FPolice Force
Headquarters and Food &
K Environmental Hygiene Department

w |

® Chevalier (Network Solutions) Limited was awarded a
contract to provide, install and maintain the business
telephone system and Interactive Voice Response System
(IVR) / Call Centre System for Hong Kong Cultural Centre,
and IVR System for Trade and Industry Department

N ,

/ : : | 1"
July 2005 | o
® Announcement of 2004-05 annual results

® Chevalier {(Network Solutions) Limited was awarded a tender to provide
residential wireless LAN to TownGas Telecom

¢ Chevalier {Satellink) Limited was awarded contract to design, supply and
install SMATV / CABD distribution network and LCD Displays at Cafée de
Coral at Cheung Kong Centre.
Also obtained the design,
supply and installation of LED
display board system project
which includes backend PC
work-stations. The system is
to display Hang Seng Index,
stoek information and latest
news

-

4 I CHEVALIER iTECH HOLDINGS LIMITED IANNUAL REPORT 2005 - 04

.




I Business Highlights )

115 %02 9-03.

[ September 2005 )

7 2005 Annual General Meeting

® Opening of Pacific Coffee
shops at Chevalier Engineering
Service Centre and Hong Kong R+t EBREBEAS

Gold Coast CHEVALIE GROUP ANNUAL GENERAL MEETRG

-

/
November 2005 )

® Opening of the first Pacific Coffee shop in Beijing, China
(Fortune Plaza)

® Opening of Pacific Coffee shop at New World Centre,
Tsim Sha Tsui

N J
f(oecember 2005

\ .

Chevalier (OA) Limited ,%J WITO
sponsored Toshiba telephone %J PISIERAL
sets for the World Trade %—499333_9*“
\

Organization (WTO) Hong
Kong Ministerial Conference

® Anncuncement of 2005-06
Interim Results

ANNUAL REPORT 2005 ~ 06 I CHEVALIER iTECH HOLDINGS LIMITED I 5




U Business Highlights)) V

January 2006 .

@ Chevalier {Network Solutions) Limited was awarded a contract
to provide telephone system maintenance service for The
Peninsula Hotel Hong Kong

© Chevalier (Network Soluticns) Limited was awarded “NEC PABX
Telephone System Maintenance Service Support” contract to
provide maintenance service for the telephone system of
American International Assurance Company {Bermuda) Limited
(Hong Kong and Macau offices)

\— J,

Opening of Pacific Coffee
shop at Red Dot Design
Museum, Singapore

® Clevalier (Network
Solutions) Limited was
awarded a contract,
“Install, Move, Add and
Change - IMAC”, an
outsource project of IBM
Ch na f Hong Kong

( e
March 2006

Opening of Pacific Coffee
T shop at Tung Chung Citygate

® Opening of Pacific Coffee
shop at Republic Plaza,
Singapore

sat )

® Opening of the second Pacific [ S .““X‘
Coffee shop in Beijing, China |Ji. S
(Bright China Chang An
Building)

e
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AN lChairman’s Statement

°1 3 ga,

During the year under review, the Group
recorded substantial improvement in
performance attributable to the improved results
of its various businesses, including computer
and information communication technology, food
and beverage and investment in securities. As
compared with last year, the Group’s turnover
and profit attributable to equity holders of the
Company increased by 21% and 23 times
respectively to HK$832 million and HK$37

million,

DIVIDEND

The Board of Directers recommends the
payment of a final dividend of HK5 cents {2005
HK1 cent) per share payable to shareholders
whose names appear on the Register of
Members of the Company on Friday, 25th
August, 2006. Together with the interim dividend
of HK3 cents (2005. HK1 cent)} per share paid
in January 2006, the total dividends for the year

~m

Dr Chaw Yei Ching §

amounted to HK8 cents (2005: HK2 cents) per share, 300% more than last year and representing a

dividend payout of 37.1%. Subject to the approval of shareholders at the forthcoming Annual General

Meeting, the dividend warrants will be distributed and paid on or about Thursday, 5th October, 2006.

MANAGEMENT DISCUSSION AND ANALYSIS

Despite a mild 4.5% decline in its turnover to HK$549 million, the Computer and Information Communication

Technology segment reported 12 times increase in operating profit to HK$18.4 million.

The Computer Division continued to perform well and remained as the major contributor of both turnover

and profit in this segment. Profit growth of the division, in particular, was the result of strong performance

of notebook distribution business in Hong Kong. Representing a worldwide leading brand in notebook

ANNUAL REPORT 2005 - 06 | CHEVALIER iTECH HOLDINGS LIMITED | 7



'C.hairman’s Statement ' S/

comr puter — Toshiba, the
division captured the
growing local demand for
comouter equipments at the
effort of its internal sales
tearis working in close
collzboration with dealers
and suppliers to deepen TOSHIBA

market penetration.

Restructured and adopting

stringent cost control, its Chevalier distributes
. . Toshiba nolebooks and
Thailand operation managed various multimedia

digital products

improvement in

perfcrmance. The Business
Mactines Division also streamlined its operations and scaled down several loss incurring businesses,

focusging its resources and efforts on the more promising local market.

The Network Solutions Division also
recorded improved profit. This

division offers comprehensive

telecommunication and IT network

sclutions to corporate customers.

Major projects undertaken during the

0t X l@m%mmumm

. 3
3810 Eﬁﬁmm lﬂﬂﬂ‘ .
I' 'HEE?J

11 {1}

year included the provision of

maintenance service for the
telephone call center system of The

Peninsula Hotel Hong Kong,

maintenance of PABX Systerns and
Solutions for American International
Assurance covering 8,000
extensions, and installation and
maintenance of Business Telephone
Systerp for various HKSAR government departments. The Thailand Office of this division recorded improved

performance in 2005. It offers comprehensive telecommunication, software applications and IP Telephony

8 I CHEVALIER iTECH HOLDINGS LIMITED IANNUAL REPORT 2005 ~ 06




il Chairman’s Statement

/

Solutions to corporate clients. Major
projects undertaken during the year
included the provision of maintenance

service under a 5-year contract for the

Call Center of AlS (the largest mobile
phone operator in Thailand) with more
than 2000 agents, upgrading the IP
PABX (over 3000 users) of CitiBank's
Thailand Office, installation and
maintenance of the IP PABX System of
Standard Chartered Bank Thailand.

. Chgvarfe'r provides maintenance service of PABX Sks!ems and Solutions far
i Amiericen International Assurance
‘i;‘jl’a;.-.l | SR Y N . L

Pacific Coffee, which was acquired by
the Group on May 20, 2005 contributed a 10-month turnover of HK$180 million to the new Food and
Beverage segment for the year. Segmental profit amounted to HK$18.8 million, which was in line with the
Group’s expectation. The newly acquired business was integrated into the Group’s organisation structure
smoothly without any disruption to daily management and operation. Pacific Coffee continued its growth
plan in Hong Kong and Singapore and expanded into the Mainland China market during the year. Efforts
were made together with suppliers and partners to ensure new shops offer customers a pleasing
environment coupled with high quality products and services. Before the acquisition in May 2005, Pacific -
Coffee had a total of 44 outlets. Currently, Pacific Coffee operates a total of 57 outlets, including 44 in
Hong Kong, 8 in Singapore, 3 in Shanghai and 2 in Beijing. It also plans to expand its business to Macau
before the end of this year. The outlets in Hong Kong range from 500 sq. ft. to 4,400 sq. ft. in floor area.
The new shops in Tung Chung and Wanchai are large-scale outlets of 3,000 sq. ft. and 2,500 sq. ft.
respectively. With providing world-class coffee, delicious foods and comfortable environment as its
objectives, Pacific Coffee is bold in adopting new concepts and store designs — the Pak Fook Store in
Wanchai took on a contemporary look in April this year, and expanded its product offerings to include
“Gelato”, freshly made ltalian style ice cream and sorbet. To further strengthen Pacific Coffee’s image
and market leadership, the Group plans to step up investment in IT infrastructure, marketing campaign

and internal management system of the business to enhance efficiency and customer loyally.

in addition to the food and beverage retail business, Pacific Coffee also sells its branded products to
wholesale accounts and provides coffee services to corporate accounts. Convinced by the success of

Pacific Coffee in capturing the fast growing and lucrative specially coffee business in Hong Kong, the

ANNUAL REPORT 2005 - 06 | CHEVALIER iTECH HOLDINGS LIMITED | ©



!Chairman’s Statement |

PRC and neighboring countries, the Board intends to further develop the Group's food and beverage
businesses to obtain economy of scale and broaden the income stream. New stores will be added to the

Paciic Coffee chain, and expansion through acquisition will be considered, if the right opportunities arise.

Favcrable conditions in the equity and bond securities market saw the profit of the Group’s investment in
secu-ities segment increase by 325%
to HK$5.7 million. The Group,
however, has continued to adopt a
prudent approach in managing its
invesitment in securities with its
portfulic weighing more heavily on
struciured deposits and debentures.
The Group also maintains high
liquirdity in the portfolio with
substantial cash on hand to meet the

needs of operating and investing

activities from time to time.

i T o RN
e ever-expanding Pacific Cp:’fem has opelfped anre néw shop,l? warhﬁc'ralal
b [ 1 -

: s

PROSPECTS

In Mainland China, recent economic

N VT ¢ I S N S it e

data in relation to industrial production, retail sales and M2 supply growth all pointed to a higher-than-
expected annual growth. The set of buoyant data, however, is expecied to lead to further tightening of the
government’s grip on the econoemy and overheated sectors such as the property sector. The service
sector, on the other hand, will benefit from the government striving to enhance private consumption and
the retail sector, which will also be conducive to the Group expanding its food and beverage business in

Mainland China.

The world economy has moved into an asset-inflation phase compounded by surging commaodity prices
fuelle(‘l.by the tremendous increase in demand from emerging markets. Amid fear of rising inflation, global
monetary policy is expected to tighten further, thus continue to create pressure on growth and keep risk
premium high. In Hong Kong, impressive economic growth continued in the first quarter of 2006, but
econo nic slowdown in our major export markets will see Hong Kong make only moderate real growth in
2006. Although notebook computer faced a tough market in the 2nd quarter of 20086, the steadily growing

Hong <ong economy is expected to brace growth of the Group's IT business. The Group will actively

10 [ CHEVALIER iTECH HOLDINGS LIMITED | ANNUAL REPORT 2065 - 06




AN lChairman’s Statement §

B - T oGy

develop the home networking equipment market together with potential strategic partners. In addition to
focusing on network protection and email security solutions, we will also undertake multimedia networking

projects and strive to capture opportunities in service outsourcing.

The Group is excited about the potential of Pacific Coffee in Mainland China. It believes the number of
Pacific Coffee stores, with Shanghai, Beijing and other major Chinese cities as bases, will increase and
reach three digits within the next few years. Initial consumer response and industry feedback have been
positive as a refined operation model is applied in Pacific Coffee’s mainland stores to meet the special
needs of this significant market. I is the strategy of Pacific Coffee to operate its own stores rather than
via franchise, in its bid to ensure quality and operational consistency. However, the Group also recognises
the need for it to from time to time leverage the skills and market knowledge of certain local partners

which is achieved through alternative business financing and operating models.

To grow its new lifestyle food and beverage business, the Group will continue to explore investment
opportunities in Hong Kong and neighboring regions. It aims to generate higher recurrent income and

profit from the segment in the coming financial years.

APPRECIATION

On behalf of the Board, | would like to take this apportunity to thank the management and all staff for
their concerted effort, commitment and professionalism, which was instrumental to helping the Group

achieve strong performance for the year.

CHOW Yei Ching

Chairman

Hong Kong, 24th July, 2006

ANNUAL REPORT 2005 - 06 | CHEVALIER {TECH HOLDINGS LIMITED| 11
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| Financial Review

/

amounted to HK$411 million (2005: HK$378 million), a increase of HK$33 million or 9% when compared
with 2005.

Total debt to equity ratio was 24.6% (2005: 0.03%) and net debl to equity ratio was nil (2005: Nil), which
ére expressed as a percentage of bank and other borrowings, and net borrowings respectively, over the
tatal net asset of HK$411 million {2005: HK$378 million).

At the balance sheet date, the Group's bank and other borrowings amounted to HK$101 million (2005:
FIK$121,000). Cash and deposit at bank including structured deposits amounted to HK$122 million {2005
HK$181 million) and there are no net borrowings for the two years.

Finance costs for the year amounted to HK$3.9 million (2005: HK$1,000). The increase is due to the
increase of banking loans of over HK$100 million to finance mainly the acquisition of Pacific Coffee.

The Group adopts conservative treasury policies in cash and financial management. To achieve better
risk control and minimise cost of funds, the Group's treasury activities are centralised. Cash is generally
p aced in short-term deposits mostly denominated in Hong Kong or US dollars. The Group's liquidity and
firancing requirements are frequently reviewed. In anticipating new investments or maturity of bank

As at 31st March, 2006, the Group's total net asset attributable to equily holders of the Company
|
| loans, the Group will consider new financing while maintaining an appropriate level of gearing.

12 | CHEVALIER iTECH HOLDINGS LIMITED | ANNUAL REPORT 2005 - 06




AN Schedule of the Major Properties

T Uz g gy

Particulars of major properties held by the Group as investment properties/propertigs for own use are as
follows:

Approximate
gross Lease Group’s
Location Usage floor area term interest
sq.ft. %

Thailand

No. 540 Bamrungmuang Road, Office 21,300 Freehold 100
Debsirin Sub-district, and showroom
Pomprab District,
Bangkok Metropolis

Condominium Unit, Staff quarters 800 Freehold 100
Room No. 17/353,
Soi Sukhumvit 4 (Nana-Tai),
Sukhumvit Road,
Klongton Subdistrict,
Klongtoey District,
Bangkok Metropolis

Unit No. 303, Shop 760 Short 100
3rd Floor, Silom Complex,
Silom Road, Bangrak District,
Bangkok

Unit No. 40-41, Shap 580 Short 100
Fortune Town Department Store,
2nd Floor, Ratchaddapisek Road,
Din Dang District, Bangkok

The Mainland China

Units 4, 5, 6 and 7 of 18th Floor, Office 7,200 Medium 100
Dongshan Plaza, for rental
Guangzhou,
Guangdong Province

Units B and F, 18th Floor, Staff quarters 1,800 Long 100
Kam Lai Square, Shanghai

Hong Kong

23rd Floor, No. 88 Lockhart Road, Service centre 2,010 Medium 100
Wanchai

ANNUAL REPORT 2005 ~ 06 | CHEVALIER ITECH HOLDINGS LIMITED | 13



[Corporate Governance Report]ﬂ Y4

The board of directors (the "Board") is committed to maintaining a high standard of corporate governance
practices and business ethics in the firm belief that they are essential for maintaining and prometing investors’
confidence and maximising shareholders’ returns. The Board reviews its corporate governance practices from
tme to time in order to meet the rising expectations of stakeholders and comply the increasing stringent
ragulatory requirements, and to fulfil its commitment to excellence in corporate governance.

The Code on Corporate Governance Practices (the “CG Code”) as set out in Appendix 14 of the Rules
Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) (the
“_isting Rules”) came into effect on 1st January, 2005. The CG Code sets out two levels of corporate
governance practices namely, mandatory code provisions that a listed company must comply with or explain
its non-compliance, and recommended best practices that a listed company is encouraged to comply with but
need not disclose in the case of non-compliance. The Company is in compliance with the mandatory code
provisions of the CG Code except for certain areas of non-compliance discussed later in this report.

EOARD OF DIRECTORS

The Board is charged with providing effective and responsible leadership for the Company. The directors,
irdividually and collectively, must act in good faith in the best interests of the Company and its sharehclders.
The Board sets the Group's overall objectives and strategies, monitors and evaluates its operating and
financial performance and reviews the corporate governance standard of the Company. It alse decides on
m:atters such as annual and interim results, major transactions, director appointments or re-appointment,
asd dividend and accounting policies. Biographical details of the Directors of the Company as at the date
o this report are set out on pages 22 and 23.

Tae Board comprises 6 Executive Directors and 3 Independent Non-Executive Directors. The full Board
et four times during the year under review. The attendance of Directors at the Board Meelings and the
Board Committees Meetings is set out in the table below:

Meetings Attended/Held
. Audit Remuneration
D|rectors Board Committee Committee

E.cecutive Directors

D- Chow Yei Ching (Chairman) 3/4

Mr Fung Pak Kwan {Managing Director) 4/4 2/2
M: Kuck Hoi Sang 414 1/2
M- Chow Vee Tsung, Oscar 3/4 1/2
M+ Kan Ka Hon 4/4

M ss Lily Chow 4/4

Independent Non-Executive Directors

M- Shinichi Yonehara 2/4 2/2 212
Ml Wu King Cheong 4/4 2i2 272
Mr Kwong Man Sing 4/4 2i2 2/2

Tre Board members have no financial, business, family or other relationships with each other save for
thiat Dr Chow is the father of Mr Chow Vee Tsung, Oscar and Miss Lily Chow. Each of the Independent
Non-Executive Directors has confirmed in writing his independence to the Company pursuant to Rule
3.13 of the Listing Rules.

APPOINTMENT AND RE-ELECTION OF DIRECTORS

Since the Board is involved in the appointment of new Directors, the Company has not established a
Nemination Committee. The Board will take into consideration criteria such as expertise, experience,
intagrity and commitment when considering new director appointments. All candidates must also meet the
standards as set forth in Rules 3.08 and 3.09 of the Listing Rules. A candidate who is to be appointed as
an Independent Non-Executive Director should also meet the independence criteria set out in Rule 3.13
of the Listing Rules.

In accordance with the Bye-Laws of the Company (the “Bye-Laws”), all Directors are subject to retirement
by rotation and re-election at annual general meetings of the Company. New Directors appointed by the
Board during the year are required to retire and submit themselves for re-election at the annual general
meeting or general meeting immediately following their appointments. Further, at each annual general
meeting, one-third of the Directors, or, if their number is not a multiple of three, then the number nearest
to but not less than one-third are required to retire from office by rotation and no later than the third
annual general meeting since the last re-election or appointment of such Director. Currently, all Independent
Nop-Executive Directors are not appointed for a specific term.
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CHAIRMAN AND CHIEF EXECUTIVE OFFICER

The CG Code provision stipulates that the roles of chairman and chief executive officer should be
separate and should not be performed by the same person. The Chairman of the Company is Or Chow
Yei Ching and the Managing Director is Mr Fung Pak Kwan. The role of the Chairman is separate from
that of the Managing Director. The Chairman is responsible for overseeing the functioning of the Board
while the Managing Director is responsible for managing the Group's businesses.

AUDIT COMMITTEE

The Audit Committee was established in 1998 with written terms of reference and Mr Kwong Man Sing,
an Independent Non-Executive Director of the Company, is the Chairman of the committee. He is a
qualified accountant with extensive experience in financial reporting and controls. Other members include
all other Independent Non-Executive Directors, namely, Mr Shinichi Yonehara and Mr Wu King Cheong.
The Audit Committee is responsible for the appointment of external auditors, review of the Group's
financial information and oversight of the Group's financial reporting system, internal control procedures
and risk management frameworks. It is also responsible for reviewing the interim and final results of the
Group prior to recommending them to the Board for approval. Its terms of reference are accessible on the
Company's website, hitp://www.chevalier-itech.com.

The Audit Committee held two meetings during the year ended 31st March, 2006. At the meetings, it
reviewed the connected transactions, the interim accounts for the six months ended 30th September,
2005 and last year's final results for the year ended 31st March, 2005, and has reviewed with Management
the accounting principles and practices adopted by the Group and discussed the auditing, internal controls,
financial reporting matters and risk management systems of the Group. The final results for the year
ended 31st March, 2006 were reviewed by the Audit Committee in its meeting held on 13th July, 2006.

REMUNERATION COMMITTEE

The Remuneration Committee was established on 10th March, 2005 with written terms of reference. Mr
Wu King Cheong was the Chairman of the committee. Other members of the committee include Messrs
Shinichi Yonehara, Kwong Man Sing, Fung Pak Kwan and Chow Vee Tsung, Oscar. The Remuneration
Committee is responsible for reviewing and determining the compensation and benefits of the Directors
and senior management of the Company. Its terms of reference are accessible on the Company’s website,
http://www.chevalier-itech.com.

The Remuneration Committee held two meetings during the year ended 31st March, 2006 to review the
remuneration packages paid to Directors and Senior Management for the year ended 31st March, 2006.

MANAGEMENT COMMITTEE

The Board has delegated the authority and responsibility for implementing its business strategies and managing
the daily operations of the Group's business to an Executive Committee which was established in 1989.
Members of the Executive Committee comprise 6 Executive Directors, namely Dr Chow Yei Ching, Messrs
Fung Pak Kwan, Kuok Hoi Sang, Chow Vee Tsung, Oscar, Kan Ka Hon and Miss Lily Chow.

INTERNAL CONYROL

The Board has overall responsibilities for maintaining a scund and effective internal control system of the
Group. During the year, the Board has conducted a review of the effectiveness of the Group's internal
control system, covering its financial, operational, compliance control and risk management functions for
internal controls. The Group’s system of internal control includes a defined management structure with
limits of authority, and is designed to help the Group achieve its business objectives, safeguard ils assets
against unauthorised use or disposition, ensure the maintenance of proper accounting records for the
provision of reliable financial information for internal use or for publication, and ensure compliance with
relevant laws and regulations. The system is designed to provide reasonable, but not absolute, assurance
against material misstatement or loss, and to manage rather than eliminate risks of failure in the Group's
operational systems and in the achievement of the Group’s business objectives.

The Internal Audit Department plays a major role in monitoring the interpal control of the Group and
reports directly to the Chairman. It has unrestricted access to review all aspects of the Group's activities
and internal controls. it also conducts special audits of areas of concern identified by Management or the
Audit Committee. The Internal Audit Department adopts risk and control-based audit approach. All audit
reports are circulated to the Audit Committee and key management. The Internal Audit Department is also
responsible for following up the implementation of recommendations and corrective actions. The Audit
Committee has free and direct access 1o the Head of Internal Audit Department without reference to the
Chairman or Management.
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DIRECTORS’ AND AUDITORS’ RESPONSIBILITIES FOR THE ACCOUNTS

The Directors acknowledge that it is their responsibilities in preparing the financial statements for the
year ended 31st March, 2006 on a going concern basis.

The Auditors of the Company acknowledge their reperting respoensibilities in the auditors’ report on the
financial statements for the year ended 31st March, 2008 as set out in the Auditors’ Report on page 26.

AUDITORS’ REMUNERATION

During the financial year ended 31st March, 2006, the fees paid/payable to the auditors in respect of
audit and non-audit services provided by the auditors to the Group were as follows:

Amount (HK$'000)

Audit services 959
Non-audit services

{i) Tax services 60
(i) Other services 485

MODEL CODE FOR SECURITIES TRANSACTIONS

The Company has adopted the Model Code for Securities Transactions by Directors of Listed Companies
(the "Model Code") as set out in Appendix 10 of the Listing Rules. Following a specific enquiry, each of
the Directors confirmed that he/she has complied with the Model Code throughout the year.

SOCIAL RESPONSIBILITY

The Group is committed to being a successful and responsible corporate citizen. As such, we are
committed not only to delivering quality products and services to our customers and strong and sustained
financial performance to our shareholders. We are also committed to creating a positive impact in the
communities where we conduct business. We aim to achieve this by, amongst others, support charitable
organisations and causes; by ensuring that the workers producing our products are treated with fairness
and respect; and at all times achieving our goals through environmentally friendly means.

INVESTOR AND SHAREHOLDER RELATIONS

The Group's senior management maintains close communications with investors, analysts, fund managers
and the media by various channeis including individual interviews and meetings. The Group also responds
promptly to request for information and queries from the investors.

The Board also welcomes the views of shareholders on matters affecting the Group and encourages
them to atltend shareholders’ meetings to communicate any concerns they might have with the Board or
Management directly.

The Company provides extensive information of the Group timely to the shareholders and the public
through the publication of interim and annual reports, circulars, notices and announcements. The financial
and other information relating to the Group is disclosed on the Company's website at
http:/iwww.chevalier-itech.com.
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The Directors present to shareholders their annual report together with the audited financial statements
of the Company and of the Group for the year ended 31st March, 2006.

Principal Activities

The principal activity of the Company is investment holding while the principal activities of its principal
subsidiaries and associate are shown on pages 71 and 72 and note 19 to the financial statements
respectively.

The Group's turnover and results for the year ended 31st March, 2006 analysed by business and
geographical segments are sel out in note 35 to the financial statements.

Results and Appropriations

The results of the Group for the year ended 31st March, 2006 are set out in the consolidated income
statement on page 27. An interim dividend of HK3 cents per share was paid on Thursday, 12th January,
20086. The Directors now recommend the payment of a final dividend of HK5 cents per share.

Share Capital

Movements in the Company's share capital during the year are set out in note 32 to the financial
statements.

Share Option Scheme

Particulars of the share option scheme to subscribe for shares in the Company during the year are set
out in note 40 to the financial statements.

Reserves
Movements in reserves during the year are set out in page 30 to the financial statements.

Investment Properties
Movements in investment properties during the year are set out in note 14 to the financial statements.

Property, Plant and Equipment

Movements in property, plant and equipment during the year are set out in note 15 to the financial
statements.

Financial Summary
A financial summary of the Group is shown on page 2.

Major Customers and Suppliers

The five largest suppliers accounted for 82% of the Group's purchases for the year whereas the five
largest customers accounted for 22% of the Group’s sales for the year. The largest supplier and the
largest customer accounted for 73% and 3% of the Group's purchases and sales respectively. None of
the Directors, their associates nor any shareholder (whom to the knowledge of the Directors owns more
than 5% of the Company’s issued share capital} has any interest in the Group’s five largest suppliers or
five largest customers.

Major Properties
Particulars of the major properties of the Group as at 31st March, 2006 are set out in page 13.
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Employees and Remuneration Policies

As at 31st March, 2006, the Group employed approximately 846 full time staff globally. Total staff costs
amounted to approximately HK$112 million for the year ended 31st March, 2006. The remuneration
policies are reviewed periodically on the basis of the nature of job, market trend, company performance
and individual performance. Other staff benefits include bonuses awarded on a discretionary basis,
rnedical schemes, retirement schemes and employees’ share option scheme.

Donations
During the year, the Group made donations of HK$145,000 to charitable bodies.

Pre-emptive Rights

There are no provision for pre-emptive rights under the Company’s Bye-laws although there are no
restriction against such rights under the laws in Bermuda where the Company is incorporated.

Purchase, Sale or Redemption of Listed Securities

There was no purchase, sale or redemption of listed securities of the Company by the Company or any of
its subsidiaries during the year.

Directors
The Directors who held office during the year and up to the date of this repaort were:

E xecutive Directors

Cir CHOW Yei Ching {Chairman)

AMr FUNG Pak Kwan {Managing Director)

Mr KUCK Hoi Sang

Mr CHOW Vee Tsung, Oscar {Appointed on 18th April, 2005}

Mr KAN Ka Hon
Miss Lily CHOW

Independent Non-Executive Directors
Mr Shinichi YONEHARA

Mr WU King Cheong

Nir KWONG Man Sing

In accordance with the Company’s Bye-laws, Messrs CHOW Yei Ching, FUNG Pak Kwan, KUOK Hoi
Sang, KAN Ka Hon, Shinichi YONEHARA and WU King Cheong shall retire from office at the forthcoming
Annual General Meeting and, being eligible, offer themselves for re-election. The Independent Non-
Executive Direclors are subject to the same retirement requirements as the Executive Directors.

Directors’ Interests in Contracts

Messrs CHOW Yei Ching, FUNG Pak Kwan, KUOK Hoi Sang, CHOW Vee Tsung, Oscar, KAN Ka Hon and
Sainichi YONEHARA are interested in certain contracts in that they are the Directors and/or have beneficial
interests in Chevalier International Holdings Limited ("CIHL"). Details of these contracts are more fully
disclosed in the section "Connected Transactions” below.

S.ave as aforementioned, no other contract of significance to which the Company or its holding company
ot any of its subsidiaries or fellow subsidiaries was a party and in which a director had a material interest
subsisted at the end of the year or at any time during the year.
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Directors’ Interests in Competing Business

During the year, none of the Directors have an interest in any business constituting a competing business
to the Group.

Continuing Connected Transactions

The Group has from time to time conducted transactions with CIHL and its subsidiaries (the "CIHL
Group”} which are “connected persons” for the purposes of the Listing Rules.

During the year ended 31st March, 2006, the Company has in effect the continuing connected transactions
set out below which are non-exempt continuing connected transactions under the Listing Rules. The
following tenancy agreements (the “Tenancy Agreements”) were enlered into by Chevalier (OA) Holdings
Limited, a wholly-owned subsidiary of the Company as tenant with the following subsidiaries of CIHL as
landlord{s). Details of the transactions are set out as follows:-

Rental for
Landlord Date of Agreement Terms Premises the year
(HK3$)
Winfield Development 30th September, 2004 2 years commencing Portion of 3rd Floor of 601,704
Limited from 1st October, 2004 Chevalier Warehouse Building,
1 On Fuk Street, On Lok Tsuen,
Fanling, New Territories,
Hong Kong
Peak Gain Limited 30th September, 2004 2 years commencing Portion of 6th, 7th, 8th, 9th 3,568,212
from 1st October, 2004 and 10th Floors of Chevalier
Engineering Service Centre,
21 Sheung Yuet Road,
Kowloon Bay, Hong Kong
Oriental Sharp Limited ~ 30th September, 2004 2 years commencing Portion of 18th and 22nd Floors 135,480

from 1st October, 2004 of Chevalier Commercial Centre,
8 Wang Hoi Road, Kowloon Bay,
Hong Kong

During the vear, rentals for the Tenancy Agreements amounting to approximately HK$4.3 million were
paid to the CIHL Group.

Announcement was published on 3rd November, 2004 regarding the Tenancy Agreements in accordance
with the Listing Rules. The Transactions were subject to the reporting and announcement requirements
under Rule 14A.34 of the Listing Rules and were exempted from the independent shareholders’ approval
requirement under Chapter 14A of the Listing Rules. The Company had complied with the reporting and
announcement requirements set out in Rules 14A.37 to 14A.40 and Rules 14A.45 to 14A.47 of the Listing
Rules.

All the continuing connected transactions under the Tenancy Agreements (the “Transactions”) were entered
in the ordinary and usual course of business of the respective companies after due negotiations on an
arm's length basis with reference to the prevailing market conditions.

The Transactions have been reviewed by the Independent Non-Executive Directors of the Company. The

Independent Non-Executive Directors of the Company have confirmed that the continuing connected

transactions have been entered into:

(i} in the ordinary and usual course of business of the Group;

(ii) either on normal commercial terms or, if there are not sufficient comparable transactions to judge
whether they are on normal commercial terms, on terms no less favourable to the Group than
terms available to/ffrom independent third parties;

(i)  in accordance with the relevant agreements governing such transactions; and

{iv) on terms which are fair and reasonable and in the interests of the shareholders of the Company as
a whole.
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Continuing Connected Transactions - continued

Fursuant to Rule 14A.38 of the Listing Rules, the Board of Directors engaged the auditors of the Company
t perform certain agreed upon procedures in respect of the connected transactions of the Group to
assist the Directors to evaluate whether the Transactions:

1. have received the approval from the Board of Directors;

2, have been entered into in accordance with the terms of the relevant agreement gaverning such
transactions; and

3, have not exceeded the relevant cap amount for the financial year ended 31st March, 2006 as set
out in the Announcement.

The auditors have reported their factual findings on these procedures to the Board of Directors. All
Ir. dependent Non-Executive Directors of the Company have reviewed the Transactions and the report of
tt.e auditors and confirmed that the Transactions:

1. have received the approval from the Board of Directors;

2. have been entered into in accordance with the terms of the relevant agreement governing such
transactions; and

3. have not exceeded the relevant cap amount for the financial year ended 31st March, 2006 as set
out in the Announcement.

Directors’ and Chief Executives’ Interests in Securities

As at 31st March, 2006, the interests and short positions of the Directors and the chief executives of the
Company in the share, underlying shares and debentures of the Company and its associated corporations,
within the meaning of Part XV of the Securities and Futures Ordinance (the “SFOQ"}, which have been
natified to the Company and the Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the SFQO
(including interests and short positions which they were taken or deemed to have taken under such
provisions of the SFO), or which were required to be recorded in the register 1o be kept by the Company
pursuant to 8352 of the SFO or as otherwise required to be notified to the Company and the Stock
E»change pursuant to the Model Code were as follows:

(a} Interests in the Company — Shares
Number of ordinary shares

Approximate
Name of Personal Corporate percentage of
Directors Capacity interests interests Total interest
(%)
CHOW Yei Ching Beneficial owner 6,815,854 104,198,933" 111,014,787 64.79

and interest of

controlled

corporation
FUNG Pak Kwan Beneficial owner 2,580,000 - 2,580,000 1.5
KUOK Hoi Sang Beneficial owner 2,400,000 - 2,400,000 1.4
KAN Ka Hon Beneficial owner 451,200 - 451,200 0.26
Shinichi YONEHARA Beneficial owner 600 - 600 0.00035
" Dr CHOW Yei Ching has notified the Company that under the SFO, he was deemed to be interested in

104,198,933 shares of the Company which were held by CIHL as Dr Chow beneficially owned 147,738,359
shares in CIHL, representing approximately 53.03% of the issued share capital of CIHL. Dr Chow was
deemed to be inferested in these shares under the SFO and these shares were same as those shares
disclosed in the section “Substantial Shareholders’ Interests in Securities” below.
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Directors’ and Chief Executives’ Interests in Securities - continued
{(b) Interests in Associated Corporation — Shares

Number of ordinary shares

Approximate

Name of Associated Personal percentage of
Directors corporation Capacity interests Total interest (%)
CHOW Yei Ching CIHL Beneficial owner 147,738,359 147,738,359 53.03
FUNG Pak Kwan CIHL Beneficial awner 93,479 93.47% 0.03
KUOK Hoi Sang CHL Beneficial owner 98,216 98,218 0.04
KAN Ka Hon CHL Beneficial owner 29,040 29,040 0.01
Shinichi YONEHARA CIHL Beneficial owner 1,671 1,671 0.0006

Save as disclosed above and in “Share Option Schemes” below, as at 31st March, 2008, so far as is
known to the Directors and the chief executives of the Company, no other person has interests or short
positions in the shares, underlying shares and debentures of the Company and any of its associated
corporations {within the meaning of Part XV of the SFQ) which are required to be notified to the Company
and the Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO (including interests and
short positions which he is taken or deemed to have taken under such provisions of the SFO), or are
required, pursuant to $352 of the SFO, to be recorded in the register referred to therein, or are required,
pursuant to the Model Code, to be notified to the Company and the Stock Exchange.

Share Option Schemes

A share option scheme of the Company (the “CiTL Scheme”) was approved by the shareholders of CIHL
and shareholders of the Company on 20th September, 2002. Another share option scheme of CIHL (the
“CIHL Scheme™) was also approved by the sharehclders of CIHL on 20th September, 2002. The CiTL
Scheme and the CIHL Scheme fully comply with Chapter 17 of the Listing Rules. During the year, no
share option was granted, exercised, cancelled or lapsed under the CiTL Scheme and the CIHL Scheme.
There was no outstanding option under the CiTL Scheme and the CIHL Scheme at the beginning and at
the end of the year.

Directors’ Service Contracts

No Director offering for re-election at the forthcoming Annual General Meeting has a service contract with
the Company which is not determinable by the Company within one year without payment of compensation
{other than statutory compensation).

Management Contracts

Apart from the management agreement entered into with CIHL Group as set out in note 42(a) to the
financial statements, no other contract of significance concerning the management and administration of
the whole or any substantial part of the business of the Company or any of its subsidiaries was entered
into or subsisted during the year.
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Directors’ Biographies

Executive Directors

Dr CHOW Yei Ching, Chairman, aged 70, is the founder of Chevalier Group since 1970. He is the
Ct airman and Managing Director of CIHL, a public company listed on the Stock Exchange and a substantial
shareholder of the Company. He is also an Independent Non-Executive Director of Van Shung Chong
Hcldings Limited and Shaw Brothers (Hong Kong) Limited and a Non-Executive Director of Television
Br)adcasts Limited. In 1995, Dr Chow was awarded with an Honorary Doctor Degree in Business
Administration by The Hong Kong Pelytechnic University and an Honorary University Fellow by The
University of Hong Kong. In 1996 and 1997, he was appointed as an Honorary Member of the Board of
Directors by Nanjing University and was conferred an Honorary Degree of Doctor of Laws by The University
of Hong Kong respectively. Dr Chow also serves actively in a number of educational advisory committees
ani gives substantial support to the aforementioned two Universities in Hong Kong and The Hong Kong
Unijversity of Science & Technology in areas of researches and developments. He is also a Consultative
Professor of Zhejiang University and a Lecture Professor of Sichuan Union University in the PRC. Dr
Chow's enthusiasm in public services is evidenced in his appointment in 2001 as the Vice Patron of The
Community Chest in Hong Kong. He was also appointed as the Honorary Consul of The Kingdoem of
Barain in Hong Kong in 2001. He also actively participates in various professional bodies and associations
on fraternal and Chinese affairs. To name a few, he is a Standing Committee Member of the Chinese
Penple’s Political Consultative Conference, Shanghai, the President of The Japan Society of Hong Kong
and the Chairman of the National Taiwan University-HK Alumni Association, etc. In recognition of his
contributions to local and overseas societies alike, Dr Chow was awarded honorable decorations from
Britain, Belgium, France and Japan. Furthermore, Dr Chow was also awarded the Gold Bauhinia Star
fromn the Government of the HKSAR in 2004. He is the father of Mr Chow Vee Tsung, Oscar and Miss Lily
Chow, Executive Directors of the Company. Dr Chow is a director of Chevalier (HK) Limited (“CHK"} and
Firgtland Company Limited ("Firstland”) which are the wholly-owned subsidiaries of CIHL and the substantial
shzreholders of the Company. CHK, Firstland and CIHL have a discloseable interest in the capital of the
Company under the SFO.

Mr FUNG Pak Kwan, Managing Director, aged 54, joined Chevalier Group in 1974 and is a Director of
CIF[L. a public company listed on the Stock Exchange and a substantial shareholder of the Company. He
is the Advisor of the executive committee of the Guangdong Federation of Industry & Commerce and
Guangdong Chamber of Commerce. Mr Fung is responsible for Chevalier Group's strategic planning and
management of operations of subsidiaries which focus on a wide range of voice and data communication
equipment and services, system integrated IT solutions as well as the sale of business machines, computer
sysiems and equipment, telephone systems and relevant after-sales services. He also actively involves in
the planning of investment and development projects, environmental engineering, automobile, hotel
business in North America and food & beverage business of the Chevalier Group. Mr Fung is a director of
CHIC and Firstland which are the wholly-owned subsidiaries of CIHL and the substantial shareholders of
the Company. CHK, Firstland and CIHL have a discloseable interest in the capital of the Company under
the SFO.

Mr IKUOK Hoi Sang, Director, aged 56, joined Chevalier Group in 1972 and is the Managing Director of
CIHL, a public company listed on the Stock Exchange and a substantial shareholder of the Company. He
is the President of The Lift and Escalator Contractors Association in Hong Kong, the Vice-Chairman of
the Hong Kong - China Branch of The International Association of Elevator Engineers and a Registered
Lift and Escalator Engineer in Hong Kong. He is a member of Chinese People's Political Consultative
Conference, Guangzhou. Mr Kuok has extensive experience in business development and is responsible
for the strategic ptanning and management of the aperations of lifts and escalators, building construction,
building materials and supplies, aluminium works, electrical and mechanical services, civil engineering,
propierty development as well as investment projects of the Chevalier Group. Mr Kugk is a director of
CHI and Firstland which are the wholly-owned subsidiaries of CIHL and the substantial shareholders of
the Company. CHK, Firstland and CIHL have a discloseable interest in the capital of the Company under
the 3FQO.

Mr CHOW Vee Tsung, Oscar, Director, aged 32, joined Chevalier Group in 2000 and is a Director of CIHL,
a public company listed on the Stock Exchange and a substantial shareholder of the Company. Mr Chow
holds a degree in Master of Engineering from the University of Oxford, U.K. He is currently the Chairman
of the Industry and Technology Committee of the Hong Kong General Chamber of Commerce, a council
member of the Hong Kong Productivity Council and the Internet Professionals Association, an Advisory
cour|cil of The Belter Hong Kong Foundation, a registered manager of Yan Chai Hospital No.2 Secondary
Schaool and an Honorary Chairman of the Taiwan Business Association (HK) Ltd. He is the son of Dr
Chow Yei Ching, the Chairman of the Company and is also a brother of Ms Lily Chow, an Executive
Director of the Company. Mr Chow is a director of CHK and Firstland which are the wholly-owned
subsidiaries of CIHL and the substantial shareholders of the Company. CHK, Firstland and CIHL have a
discloseable interest in the capital of the Company under the SFQO.
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Directors’ Biographies - confinued

Executive Directors - continued

Mr KAN Ka Hon, Director and Company Secretary, aged 55, joined Chevalier Group in 1986 and is a
Director and Company Secretary of CIHL, a public company listed on the Stock Exchange and a substantial
shareholder of the Company. He is an Independent Non-Executive Director of Victory City International
Holdings Limited and Easyknit Enterprises Holdings Limited. He is responsible for management of the
Chevalier Group's accounting and treasury, corporate finance, investment, pension fund and company
secretarial activities. Mr Kan holds a Bachelor Degree in Science from The University of Hong Kong and
is a fellow member of The Association of Chartered Certified Accountants in the U.K. and a member of
the Hong Kong Institute of Certified Public Accountants. Mr Kan is a director of CHK and Firstland which
are the wholly-owned subsidiaries of CIHL and the substantial shareholders of the Company. CHK,
Firstland and CIHL have a discloseable interest in the capital of the Company under the SFO.

Miss Lily CHOW, Director, aged 43, joined Chevalier Group in 1990. She is responsible for strategic
planning and business development of the Group. She is also a member of Guangdong Provincial
Committee of Chinese People's Consultative Conference, Commitlee of Taiwan, Hong Kong, Macau and
Overseas of the Zhejing Provincial Committee of Chinese People's Political Conference and Shanghai
Women's Federation Committee. She holds a Bachelor Degree and is the daughter of Dr CHOW Yei
Ching, the Chairman of the Company and is also a sister of Mr Chow Vee Tsung, Oscar, an Executive
Director of the Company.

Independent Non-Executive Directors

Mr Shinichi YONEHARA, aged 55, was appointed as an Independent Non-Executive Director in 2001 and
a member of the Audit Committee and Remuneration Committee of the Company. He is a graduate of
Keio University, Japan. Mr Yonehara joined Mitsui & Co., Ltd in 1974 and retired in January 2001. He was
appointed General Manager for Machinery Division of Mitsui & Company (Hong Kong) Limited from 1983
to 1992. Mr Yonehara is well-experienced in aircraft, telecommunications and IT businesses.

Mr WU King Cheong, aged 55, was appointed as an Independent Non-Executive Director in October,
2002 and a member of the Audit Committee and Remuneration Committee of the Company. He is an
Executive Director of Lee Cheong Gold Dealers Limited. He is alse a Councitler of the Eastern District
Council of the HKSAR, Assistant Treasurer of the Chinese General Chamber of Commerce and Member
of Hong Kong Housing Authority, as well as the Honorary Permanent President of the Chinese Gold and
Silver Exchange Society and the Hong Kong $tockbrokers Association. He is also an Independent Non-
Executive Director of Yau Lee Holdings Limited, Henderson Land Development Company Limited,
Henderson Investment Limited, Miramar Hotel and Investment Co., Ltd. and Hong Kong Ferry (Holdings)
Company Limited, all of which are companies listed on the Stock Exchange.

Mr KWONG Man Sing, aged 60, was appointed as an Independent Non-Executive Director in 2004 and a
member of the Audit Committee and Remuneration Committee of the Company. He is a professional
accountant and also holds a Bachelor degree of Applied Science in Electrical Engineering of University of
Toronto. He is a fellow member of the Hong Kong Institute of Certified Public Accountants and a member
of the Canadian Institute of Chartered Accountants. Mr Kwong was with PricewaterhouseCoopers, Certified
Public Accountants for more than 32 years, of which he was an audit partner since 1980 until he retired
from the firm on 30th June 2002.

Retirement Schemes

The Company and its Hong Kong subsidiaries were participating companies in the Chevalier Group Staff
Provident Fund Scheme (the “Scheme”) as defined in the Occupational Retirement Schemes Ordinance
which is a defined contribution retirement scheme. The Scheme was granted exemption from Mandatory
Provident Fund regulations by the Mandatory Provident Fund Scheme Authority and shall nol open to
new members starting from 1st December, 2000. Certain of the Company’s overseas subsidiaries contribute
to their 1ocal government's central pension plans for their employees. Contributions to the Scheme are
made by both the employers and the employees at the rate of 3.5% to 16% on the employees’ salaries.
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Fursuant to Government legislation, Bank Consortium Trust Company Limited was selected by the Group
as an alternative Mandatory Provident Fund (“MPF”) service provider for employees of the Group who
join the Group from 1st December, 2000. The MPF is available to the employees aged 18 to 65 and with
at least 60 days of service under the employment of the Group in Hong Kong. Contributions are made by
the Group at 5% based an the slaff's relevant income at a maximum of HK$20,000 per month. The
tenefits are required by law to be preserved until the retirement age of 65.

The Group's total contributions to these schemes charged to the consolidated income statement during
tie year amounted to HK$5,093,000 against which the forfeited contributions amounting to HK$201,000
kave been deducted. There were forfeited contributions amounting to HK$57,000 available at the year
end date for the reduction of future employer's contributions.

Substantial Shareholders’ Interests in Securities

As at 31st March, 2008, so far as is known to the Directers and the chief executives of the Company, the
interests and short positions of the persons or corporations in the shares or underlying shares of the
Company which have been disclosed to the Company under the provisions of Divisions 2 and 3 of Part
XV of the SFO and as recorded in the register required to be kept by the Company under $336 of the
$FO were as follows:

Approximate

Number of percentage
$3ubstantial Shareholders shares held of interest
{%)
ZHOW Yei Ching 111,014,787 (Notes 1 and 3) 64.79
WVIYAKAWA Michiko 111,014,787 (Notes 2 and 3} 64.79
CIHL 104,198,933 (Note 3) 60.81
ZHK 13,471,200 (Note 3) 7.86
rirstland 13,471,200 (Note 3) 7.86
Notes:
1. Under the SFO, these shares were held by Dr Chow as (i) persanal interests of 6,815,854, (ii) corporate
interests of 104,198,933 in which Dr Chow was deemed to be interested.
2. Under Part XV of the SFO, Ms Miyakawa Michiko, the spouse of Dr Chow, was deemed to be interested in the
same parcel of 111,014,787 shares held by Dr Chow. '
3. These shares were held as interest of controlled corporation through Firstland, a company incorporated in

Hong Kong and a wholly-owned subsidiary of CHK. CHK is a company incorporated in Hong Kong and a
wholly-owned subsidiary of CIHL. CIHL is a company incorporated in Bermuda. Under Part XV of the SFOQ,
CHK, CIHL, Dr Chow and his spouse were deemed to be interested in 13,471,200 shares.

Save as disclosed above, as at 31st March, 2006, so far as is known to the Directors and the chief
executives of the Company, no other person has interests or short positions in the shares, underlying
shares and debentures of the Company or any of its associated corporations which were required to be
disclosed to the Company under the provisions of Divisions 2 and 3 of Part XV of the SFO and as
recorded in the register required to be kept by the Company under $336 of the SFQ, or, were directly or
indirectly, interested in 5% or more of the nominal value of any class of share capital carrying rights to
vote in all circumstances at general meetings of the Company.
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Arrangement for Acquisition of Shares or Debentures

Except for the share option schemes adopted by the Company and its associated corporations, at no time
during the year was the Company or its holding company or any of its subsidiaries or fellow 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.

Corporate Governance

The Board of the Company is committed to maintain high standards of corporate governance. The
Company has complied throughout the year ended 31st March, 2006 with the Code on Corporate
Governance Practices as sel out in Appendix 14 of the Listing Rules with exception of deviation. Detailed
information on the Company's corporate governance practices is set out in the Corporate Governance
Report cantained in pages 14 to 16 of the Annual Report.

Sufficiency of Public Float

According to the information that is publicly available to the Company and within the knowledge of the
Board, the percentage of the Company's share which are in the hands of the public exceeds 25% of the
Company's total number of issued shares as at 24th July, 2006, the latest practicable date to ascertain
such information prior to the issue of this annual report.

Auditors

The financial statements for the year have been audited by Messrs Deloitte Touche Tohmatsu who will
retire at the forthceming Annual General Meeting.

On behalf of the Board

CHOW Yei Ching
Chairman

Hong Kong, 24th July, 2006
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@g\uditors’ Report [ /

Deloitte.
183

TO THE SHAREHOLDERS OF CHEVALIER iTECH HOLDINGS LIMITED
(Incorporated in Bermuda with limited liability)

We have audited the consolidated financial statements of Chevalier iTech Holdings Limited (the “Company™)
aid its subsidiaries {the “Group”) on pages 27 to 72 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 consclidated financial statements which
gve a true and fair view. In preparing consolidated financial statements which give a true and fair view it
is fundamental that appropriate accounting policies are selected and applied consistently.

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

Basis of opinion

Vle conducted our audit in accordance with Hong Kong Standards on Auditing 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 consoclidated financial statements. It also includes an
assessment of the significant estimates and judgements made by the directors in the preparation of the
consolidated financial statements, and of whether the accounting policies are appropriate to the
circumstances of the Group, consistently applied and adequately disclosed.

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

Opinion
In our opinion, the consolidated financial statements give a true and fair view of the state of affairs of the
Ciroup as at 31st March, 2006 and of the profit and cash flows of the Group for the year then ended and

have been properly prepared in accordance with the disclosure requirements of the Hong Kong Companies
COrdinance.

Deloitte Touche Tohmatsu
Certified Public Accountants
FHong Kong

24th July, 2006
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\ | Consolidated Income Statement

For the year ended 31st March, 2006

2006 2005

Notes HK$'000 HK$'000

(Restated)

Turnover 7 831,745 687,108
Cost of sales {621,790} (626,233)
Gross profit 209,955 60,875
Other income 8 10,888 1,744
Selling and distribution costs (159,980) (52,884}
Administrative expenses (7,470) {4,595)
Other expenses (8,659) (2,421)
Share of result of an associate - {826)
Finance costs 9 (3,906) {1)
Profit before taxation 10 40,828 1,892
Income tax expenses 11 (3,862} (339)
Profit for the year 36,966 1,553

Attributable to:
Equity holders of the Company 36,966 1,553
Minority interests - =

36,966 1,553

Dividends 12
Interim, paid 5,141 1,714
Final, proposed 8,568 1,713
Earnings per share 13 21.57 HK cents 0.91 HK cents
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Eonsolidated Balance Sheet' /

As .t 31st March, 2006

2006 2005
Notes HK$'000 HK$'000
{Restated)
Non-current assets
Investment properties 14 7,120 5,160
Property, plant and equipment 15 55,895 24,518
Prepaid lease payments 16 2,192 4,115
C oodwill 17 82,392 -
Trademark 18 108,000 -
Ir terest in an associate 19 - -
Amount due from an associate 20 - 379
Available-for-sale investments 21 10,020 -
Ir vestments at fair value through profit or loss 22 49,588 -
Irvestments in securities 23 - 4,440
315,207 38,612
Current assets
Inventories 24 66,991 55,262
P ‘operties for sale, at cost - 1,135
D :btors, deposits and prepayments 25 100,164 70,956
Amount due from ultimate holding company 26 1,756 711
Ainounts due from customers for contract work 27 342 839
Tax recoverable 662 574
Investments at fair value through profit or loss 22 73,279 -
Investments in securities 23 - 110,815
Darivative financial instruments 28 32 -
Bunk balances and cash equivalents 29 72,399 181,451
315,625 421,843
Current liabilities
Cieditors, deposits and accruals 30 75,164 59,662
Bils payable 30 1,881 695
Araounts due to customers for contract work 27 264 199
Deferred service income 20,420 20,751
Pravision for taxation 942 411
Bz nk borrowings 31 52,000 121
150,671 81,839
Net current assets 164,954 340,004
Total assets less current liabilities 480,161 378,616
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As at 31st March, 2006

2006 2005
Notes HK$'000 HK$'000
(Restated)
Capital and reserves

Share capital 32 85,678 85,678
Reserves 325,422 292 683
Equity attributable to equity holders of the Company 411,100 378,361
Minority interests 176 175
Total equity 411,276 378,536

Non-current liabilities
Bank borrowings 31 49,000 -
Deferred taxation 33 19,885 80
68,885 80
Total equity and non-current liabilities 480,161 378,616

The financial statements on pages 27 to 72 were approved and authorised for issue by the Board of
Directors on 24th July, 2006 and are signed on its behalf by:

FUNG Pak Kwan
DIRECTOR

CHOW Vee Tsung, Oscar
DIRECTOR
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4 Consolidated Statement of Changes in Equity § /

for the year ended 31st March, 2006

Attributable to equity holders of the Company

Capital Properties Exchange
Share Share Capital redemption revaluation fluctuation  Retained Minority
capital  premium reserve reserve reserve reserve profits Total  interests Total
HK3'000  HKEO000  HKSO000  HKS000  HKSD00  HKE'O00  HKE000  HKE000  HKS000  HKS'000

At 15t April, 2004

as triginally stated 85,678 223,434 18,231 14 2,764 1,03 52,429 183,586 1 383,760
Effect of changes in

acciunting policies

(se¢ Nole 3) - - - - (2,764) 668 2,220 124 - 124
At 1st April, 2004

as rstated 85,678 223,434 18,231 14 - 1,704 54,649 383,710 174 383,884
Exchange difference arising

on lransfation of financial

statements of foreign

oper tions directly

recoi|nised in equity - - - - - (47} - (47) 1 (46)
Profit for the year

as restated - - - - - - 1,583 1,653 - 1,553
Total e cognised income

ang « xpense for the year - - - - - 47) 1,553 1,506 1 1,507
Final disidend of 2004 paid - - - - - - (5.141) {5,141) - {(5.141)
Interim Jividend of

2005 paid - - - - - - (1.714) {1,714) - (1,714)
At 31st March, 2005 85,678 223,434 18,231 14 - 1,657 49,347 378,361 178 378,536
Effect o changes in

accouating policies

{see Ilote 3) - - (171 - - - 3085 2,914 - 2914
At 1st Axil, 2005

as reclated 85,678 223,434 18,060 14 - 1,657 52,432 381,275 175 381,450
Exchance difference arising

on translation of financial

statem znis of foreign

aperat ans directly

recogrised in equity - - - - - (287) - (287) 1 (286}
Profit for the year - - - - - - 36,966 36,966 - 36,966
Total recagnised income

and exense for the year - - - - - (287) 36 566 36,679 4 36,580
Final divilend of 2005 paid - - - - - - (1.713) (1,713 - (1.7113)
Interim dividend of

2006 p.id - - - - - - (5,141} {5,141 - (5,141
Al 31st March, 2006 85,678 223434 18,060 14 - 1,370 82,544 411,100 178 411,276
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Consolidated Cash Flow Statement

Note

OPERATING ACTIVITIES
Profit before taxation
Adjustments for:
Share of result of an associate
Interest income
Interest expenses
Depreciation of property, plant and eguipment
Amortisation of prepaid lease payments
Allowance for doubtful debts {written back} provided
(Gain} loss on disposal of property, plant
and equipment
Written-down of inventories
Impairment loss on investment securities
Impairment loss on available-for-sale investments
Decrease in fair value of derivative financial
instruments
Impairment loss on amount due form an associate
Reversal of impairment loss on prepaid lease payments
Increase in fair value of investment properties

Operating cash flows before movements in working capital
{Increase) decrease in inventories
(Increase) decrease in debtors, deposits and prepayments
Decrease of properties for sale
Increase in investments at fair value through profit or loss
Decrease {increase) in amounts due from customers

for contract work
Decrease in investments in securities
Increase (decrease) in bills payable
Increase (decrease) in creditors, deposits and accruals
Increase (decrease) in amounts due to customers

for contract work
(Decrease) increase in deferred service income
Increase in amount due from ultimate holding company
Exchange difference

Cash from operations
Profits tax paid
Profits tax refunded
Interest paid

NET CASH FROM OPERATING ACTIVITIES

ANNUAL REPORT 2005 - 06 ICHEVALIER iTECH HOLDINGS LIMITEDI 31

For the year ended 31st March, 2006

2006 2005
HK$’000 HK$'000
(Restated)

40,828 1,892
- 826
{1,653) (269)
3,906 1
15,801 4,346
251 253
(1,736) 955
(351) 450
1,000 518
- 560
2,466 -
2,882 -
1,745 -
{107) -
(190) -
64,842 9,532
(8,475) 11,430
(9,781) 5,305
1,135 -
(12,052) -
597 {501)

- 41,954
1,186 (1,026}
4,120 (6,720)
65 {1,123)
(394) 2,085
(1,045) (466)
117 (394)
40,315 60,076
{6,636) (1,184)
374 237
{3,906) (1)
30,147 59,128




rConsolidated Cash Flow Statement ' /

For the year ended 31st March, 2006

2006 2005
Note HK$'000 HK$'000
(Restated)

INVESTING ACTIVITIES
Interrest received 1,280 269
(Advance to) repayment from an associate {1,366) 1,034
Purchase of property, plant and equipment (24,430) (6,063)
Proceeds from disposal of property, plant

and eguipment 4,065 1,600
Purczhase of available-for-sale investments {8,046) -
Acquisition of subsidiaries 34 (204,531) -
Withdrawal of fixed deposit - 7.800
NE7 CASH (USED IN) FROM INVESTING ACTIVITIES (233,088) 4,640
FINANCING ACTIVITIES
Dividends paid {6,854) (6,855)
Newr bank loans raised 140,000 -
Repayments of bank loans (39,000} -
NET CASH FROM (USED IN) FINANCING ACTIVITIES 94,146 (6,855)
Net (decrease) increase in cash and

cesh equivalents {108,795) 56,813
Cas1 and cash equivalents at beginning

of the year 181,330 124,335
Effe:t of changes in foreign exchange rates {(136) 82
Cash and cash equivalents at end of the year 72,399 181,330
Analysis of the balance of cash and cash equivalents
Bank balances and cash equivalents 72,399 181,451
Bank overdrafts - (121)

72,399 181,330
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\ Notes to the Financial Statements

For the year ended 31st March, 2006

GENERAL

The Company is a public listed company incorporated in Bermuda with limited liability. The addresses
of the registered office and principal place of business of the Company are disclosed in the
“Corporate Infarmation” section to the annual report. The Company's ultimate holding company is
Chevalier International Holdings Limited (“CIHL"), a limited liability company incorporated in Bermuda.
Both CIHL’s and the Company's shares are listed on The Stock Exchange of Hong Kong Limited
{the "Stock Exchange”).

The principal activity of the Company is invesiment holding while the activities of its principal
subsidiaries are set out on pages 71 and 72.

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

APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS/
CHANGES IN ACCOUNTING POLICIES

In the current year, the Group has applied, for the first time, a number of new Hong Kong Financial
Reporting Standards ("HKFRSs”), Hong Kong Accounting Standards (*HKASs") and Interpretations
{hereinafter collectively referred to as “new HKFRSs") issued by the Hong Kong Institute of Certified
Public Accountants (*HKICPA") that are effective for accounting periods beginning on or after 1st
January, 2005. The application of the new HKFRSs has resuited in a change in the presentation of
the consolidated income statement, consolidated balance sheet and consolidated statement of
changes in equity. In particular, the presentation of minority interests has been changed. The
changes in presentation have been applied retrospectively. The adoption of the new HKFRSs has
resulted in changes to the Group's accounting policies in the following areas that have an effect on
how the results for the current and/or prior accounting years are prepared and presented:

Business combinations

The Group has applied HKFRS 3 “Business Combinations” to business combinations for which the
agreement date is on or after 1st January, 2005 and the relevant transitional provision in HKFRS
for business combinations occurred to 1st January, 2005. The principal effects of the application of
HKFRS 3 to the Group are summarised below;

Goodwill and discount on acquisition

Discount on acquisition {previously known as negative goodwill) and goodwill arising on acquisitions
prior to 1st April, 2001 was held in reserves. in accordance with the relevant transitional provisions
in HKFRS 3, the Group derecognised all negative goodwill on acquisition amounting to HK$198,000
and goodwill amounting to HK$27,000 on 1st April, 2005, previously recorded in the capital reserve,
and transferred them to the Group's retained profits on 1st April, 2005.

As a result of the application of HKFRS 3, the capital reserve as at 1st April, 2005 has been
decreased by HK$171,000 while the retained profits as at 1st April, 2005 have been increased by
the same amount.
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Fo." the year ended 31st March, 2006

2. APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS/
CHANGES IN ACCOUNTING POLICIES - continued

Investment properties

In the current year, the Group has, for the first time, applied HKAS 40 “Investment Property”. The
Group has elected to use the fair value model to account for its investment properties which
requires gains or losses arising from changes in the fair value of investment properties to be
recognised directly in the profit or loss for the year in which they arise. In previous years, investment
properties under predecessor accounting standard were measured at open market value, with
revaluation surplus or deficits credited or charged to the investment property revaluation reserve
unless the balance on this reserve was insufficient to cover a revaluation decrease, in which case
the excess of the revaluation decrease over the balance on the investment property revaluation
reserve was charged to the income statement. Where a decrease had previously been charged to
the income statement and revaluation subsequently arose, that increase was credited to the income
statement to the extent of the decrease previously charged. The Group has applied HKAS 40
retrospectively. The application of HKAS 40 has had no material effects on the results for the prior
accounting periods. Accordingly, no prior year adjustment has been required. The financial impact
for the current year is set out in note 3.

Owner-occupied leasehold interest in land

In previous years, owner-occupied leasehold land and buildings were included in property, plant
and equipment and measured using the revaluation model. In the current year, the Group has
applied HKAS 17 “Leases”. Under HKAS 17, the land and buildings elements of a lease of land
and buildings are considered separately for the purposes of lease classification, unless the lease
payments cannot be allocated reliably between the land and buildings elements, in which case, the
entire lease is generally treated as a finance lease. To the extent that the allocation of the lease
payments between the land and buildings elements can be made reliably, the leasehold interests
in land are reclassified to prepaid lease payments under operating leases, which are carried at
cost and amortised over the lease term on a straight-line basis. This change in accounting policy
has been applied retrospectively and the financial impact is set out in note 3.

Properties held for own use

In previous years, properties held for own use were stated at their revalued amount, being the fair
value on the basis of their existing use at the date of revaluation, less any subsequent accumulated
depreciation and any subsequent impairment losses. Revaluations were performed with sufficient
regularity such that the carrying amount did not differ materially from that would be determined
using fair values at the balance sheet date. Any revaluation increase arising on revaluation of such
properties was credited to the revaluation reserve, except to the extent that it reversed a revaluation
decrease of the same asset previously recognised as an expense, in which case the increase was
credited to the income statement to the extent of the decrease previously charged. A decrease in
net carrying amount arising on the revalvation of a property was dealt with as an expense to the
extent that it exceeds the balance, if any, on the revaluation reserve relating to a previous revaluation
of that property.

Because the revaluation increase or decrease recognised in prior years were mainly attributable to
leasehold land, the management considered it is more appropriate to use the cost model to
account for the building after separation of the leasehold land upon the adoption of HKAS 17 as
discussed above. Accordingly, the buildings are carried at their cost less any accumulated
depreciation and any impairment losses after recognition. This change in accounting policy has
been applied retrospectively and the financial impact is set out in note 3.
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\ Notes to the Financial Statements

For the year ended 315t March, 2006

APPLICATION OF HONG {ONG FINANCIAL REPORTING STANDARDS/
CHANGES IN ACCOUNTING POLICIES - continued

Deferred taxes related to investment properties

In previous years, deferred tax consequences in respect of revalued investment properties were
assessed on the basis of the tax consequence that would follow from recovery of the carrying
amount of the properties through sale in accordance with the predecessor Interpretation. In the
current year, the Group has applied HK({SIC) Interpretation 21 “Income Taxes — Recovery of
Revalued Non-Depreciable Assets” which removes the presumption that the carrying amount of
investment properties is to be recovered through sale. Therefore, the deferred tax consequences
of the investment properties are now assessed on the basis that reflect the tax consequences that
would follow from the manner in which the Group expects to recover the value of the property at
each baiance sheet date. In the absence of any specific transitional provisions in HK{SIC)
Interpretation 21, this change in accounting policy has been applied retrospectively. However, the
application of HK(SIC} Interpretatiocn 21 has had no material effects on the results for the current
or prior accounting periods. Accordingly, no prior year adjustment has been required.

Financial instruments

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

investments in debt and equily securities

The Group has applied the relevant transitional provisions in HKAS 39 with respect to the
classification and measurement of financial assets and financial liabilities that are within the scope
of HKAS 39.

By 31st March, 2005, the Group classified and measured its investments in debt and equity
securities in accordance with the benchmark treatment of Statement of Standard Accounting Practice
24 (“SSAP 24"). Under SSAP 24, the Group's invesiments in debt or equity securities were classified
as “investment securities” or “other investments™ as appropriate. Investment securities were carried
at cost less impairment losses while other investments were measured at fair value with unrealised
gains or losses included in profit or loss for the period in which gains or losses arose. From 1st
April, 2005 onwards, the Group has classified and measured its investments in debt and equity
securities as “investments at fair value through profit or loss" or "available-for-sale investments” in
accordance with HKAS 39. Under HKAS 39, "investments at fair value through profit or loss” and
“available-for-sale investments” are carried al fair value, with changes in fair values recognised in
profit or loss and equity respectively. Available-for-sale equity investments that do not have quoted
market prices in an active market and whose fair value cannot be reliably measured are measured
at cost less impairment loss after initial recognition.

On 1st April, 2005, the Group classified and measured its investments in debt and equity securities
in accordance with the transitional provisions of HKAS 39. As a result, the investments held for
trading amounting to HK$110,815,000 were reclassified as financial assets at fair value through
profit or loss and investment in unlisted equity securities amounted to HK$4,400,000 were reclassified
to available-for-sale investments at 1st April, 2005 as disclosed in note 3.
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/

For the year ended 31st March, 2006

2. APPLICATIONM OF HONG KONG FINANCIAL REPORTING STANDARDS/
CHANGES IN ACCOUNTING POLICIES - continued

Financial instruments — continued

Financial assets and financial liabilities other than debt and equity securities

From 1st April, 2005 onwards, the Group has classified and measured its financial assets and
financial liabilities other than debt and equity securities which were previously outside the scope of
SSAP 24 in accordance with the requirements of HKAS 39. Financial assets of the Group under
HKAS 39 are classified as "financial assets at fair value through profit or loss™, “available-for-sale
financial assets” or "loans and receivables”. Financial liabilities are generally classified as “financial
liabilities at fair value through profit or loss” or “other financial liabilities”. The Group's financial
liabilities comprise "other financial liabilities” which are carried at amortised cost using the effective
interest method after initial recognition. The Group has applied the relevant transitional provision in
HKAS 39. However, there has been no material effect on how the results for the current accounting
pericd are prepared and presented.

Derivalives

By 31st March, 2005, the derivative financial instruments had not been recognised on the balance
sheet. From 1st April, 2005 onwards, all derivatives that are within the scope of HKAS 39 are
required to be carried at fair value at each balance sheet date regardless of whether they are
deemed as held for trading or designated as effective hedging instruments. Under HKAS 39,
derivatives including embedded derivatives which should be separately accounted for from the
non-derivative host contracts are deemed as held-for-trading financial assets or financial liabilities,
unless they qualify and are designated as effective hedging instruments. Fair values of derivatives
deemed as held for trading are recognised in profit or loss for the period in which they arise.

The Group has not recognised the derivative financial instruments on the balance sheet prior to
31st March, 2005. The Group has applied the relevant transitional provisions in HKAS 39. On 1st
April, 2005, the Group recognised the fair value of the derivative financial instrument, foreign
currency forward contract deemed as held-for-trading financial assets, amounting to HK$2,914,000,
on the balance sheet and a corresponding adjustment to the Group's retained earnings. The
financial impact on application of the standard has decreased the profit for the current year by
HK$2,882,000.

New accounting standards not yet applied

The Group has not early applied the following new standards, amendments and interpretations that
have been issued but are not yet effective. The Group is in the process of making an assessment
of the potential impact of these standards, amendments and interpretations. Other than the adoption
of HKAS 39 and HKFRS 4 (Amendments} “Financial guarantee contracts”, the Directors of the
Company so far concluded that the application of these new standards, amendments or
interpretations will have no material impact on the financial statements of the Group. HKAS 39 and
HKFRS 4 {Amendments} "Financial guarantee contracts” require financial guarantee contracts
which are within the scope of HKAS 39 to be measured at fair value upon initial recognition. The
Group is still not in the position to reasonably estimate the impact that may arise from HKAS 39
and HKFRS 4 (Amendments).
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Notes to the Financial Statements

For the year ended 31st March, 2006

2. APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS/
CHANGES IN ACCOUNTING POLICIES - confinued
New accounting standards not yet applied — continued
HKAS 1 {Amendment) Capital disclosures®
HKAS 19 (Amendment) Actuarial gains and losses, group plans and disclosures?
HKAS 21 (Amendment) Net investment in a foreign operation?
HKAS 39 (Amendment) Cash flow hedge accounting of forecast intragroup transactions?
HKAS 39 (Amendment) The fair value option?
HKAS 39 & HKFRS 4 Financial guarantee contracts?
(Amendments)
HKFRS 6 Exploration for and evaluation of mineral resources?
HKFRS 7 Financial instruments: Disclosures’
HK(IFRIC) — INT 4 Determining whether an arrangement contains a lease?
HK(IFRIC) — INT & Rights to interests arising from decommissioning, restoration and
environmental rehabilitation funds?
HK(IFRIC) - INT 6 Liabilities arising from participating in a specific market-waste
electrical and electronic equipment?
HK(IFRIC) ~ INT 7 Applying the restatement approach under HKAS 29
financial reporting in hyperinflationary economies*
HK{IFRIC) — INT 8 Scope of HKFRS 25
HK({IFRIC) — INT 9 Reassessmant of embedded derivatives®
' Effective for annual periods beginning on or after 1st January, 2007.
2 Effeclive for annual periods beginning on or after 1st January, 2006.
3 Effective for annual periods beginning on or after 1st December, 2005.
¢ Effective for annual periods beginning on or after 1st March, 2006,
5 Effective for annual periods beginning on or after 1st May, 2006.
8 Effective for annual periods beginning on or after 1st June, 2006.
3. SUMMARY OF THE EFFECTS OF THE CHANGES IN ACCOUNTING POLICIES
The effects of the changes in the accounting policies described in nole 2 on the results for the
current and prior years (included in other expenses} are as follows:
2006 2005
HK$'000 HK$'000
Non-amortisation of goodwill 3,391 -
Decrease in depreciation arising from adoption
‘ of cost model of owner-occupied buildings 94 82
i Decrease in valuation of properties for own use
arising from adoption of cost model of
‘ owner-occupied buildings - (2,293)
' Decrease in fair value of derivative financial
' instruments (2,882) -
' Decrease in fair value of investments
at fair value through profit or ioss {4,730} -
Gains arising from changes in fair value of
investment properties 190 -

Decrease in profit for the year (3,937) (2,211)
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J. SUMPMARY OF THE EFFECTS OF THE CHANGES IN ACCOUNTING POLICIES

- continued

The cumulative effects of the application of the new HKFRSs on 31st March, 2005 and 1st April,

2005 are summarised below:

Retrospective
As at adjustments
31st March, As at Prospective As at
2005 HKAS 16 3st March, : diusplments 15t Aprl,
{originally and 2005 2005
stated) HKAS 1 HKAS 17  (Restated) HKFRS3  HKAS 39 (Restated)
HK$000 HK$'000 HK$'000 HKS'000 HK$'000 HK$'000 HK§'000
Balance sheet items
Property, plant and equipment 31,405 - (6,887) 24 518 - - 24518
Prepaid lease payments - - 4,115 4,115 - - 4,115
Investments in securities 115,259 - - 115,255 - (115,255) -
Available-for-sale investments - - - - - 4,440 4,440
Derivative financial instruments - - - - - 2,914 2914
Investments at fair value through
profit or loss - - - - - 110,815 110,815
Total effects on assets and
liabilities 146,660 - 2.1 143,288 - 2914 146,802
Retained profits 49,338 - 4 49,347 1M 2,914 52,432
Capital reserve 18,231 - - 18,231 (171 - 18,060
Exchange fluctuation reserve 889 - 668 1,657 - - 1,657
Properties revaluation reserve 3,449 - (3,449) - - - -
Minority interests - 175 - 175 - - 175
Total effects on equity 72.007 175 (2,772) 69,410 - 2914 72324
Minerity interests 175 (175) - - - - -

The financial effects of the application of the new HKFRSs to the Group's equity on 1st April, 2004

are summarised below:

Retained profits

Exchange fluctuation reserve
Properties revaluation reserve
Minority interests

Total effects on equity

.. As Adjustments
originally

stated HKAS 1 HKAS 17  As restated
HK§'000 HK$'000 HK$%'000 HK$'000
52,428 - 2,220 54,649
1,036 - 668 1,704
2,764 - (2,764) -
- 174 - 174
56,229 174 124 56,527
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SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared on the historical cost convention except
for investment properties and financiai instruments, which are measured at revalued amounts or
fair values, as explained in the accounting policies set out below.

The consolidated financial statements have been prepared in accordance with Hong Kong Financial
Reporting Standards issued by the HKICPA. In addition, the consolidated financial statements
include applicable disclosures required by the Rule Governing the Listing of Securities on the The
Stock Exchange of Hong Kong Limited and the Hong Kong Companies Ordinance.

(a) Basis of consolidation
The consolidated financial statements incorporate the financial statements of the Company
and its subsidiaries.

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.

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

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

Minority interests in the net assets of consoclidated subsidiaries are presented separately
fram the Group's equity therein. Minority interests in the net assets consist of the amount of
those interests at the date of the original business combination and the minority's share of
changes in equity since the date of the combination. Losses applicable to the minority in
excess of the minority's interest in the subsidiary’s equity are allocated against the interests
of the Group except to the extent that the minority has a binding obligation and is able to
make an additional investment to cover the losses.

{b) Goodwill
Goodwill arising on an acquisition of a subsidiary or an associate for which the agreement
date is on or after 1st January, 2005, representing the excess of the cost of acquisition over
the Group’s interest in the fair value of the identifiable assets, liabilities and contingent
liabilities of the relevant subsidiary or associate at the date of acquisition, is carried at cost
less any accumulated impairment losses and is presented separately in the consolidated
balance sheet.

For the purposes of impairment testing, goodwill arising from an acquisition is allocated to
each of the relevant cash-generating unit (“CGU"), or groups of CGUs, that are expected to
benefit from the synergies of the acquisition, A CGU to which goodwill has been allocated is
tested for impairment annually, and whenever there is an indication that the unit may be
impaired. For goodwill arising on an acquisition in a financial year, the CGU to which
goodwill has been allocated is tested for impairment before the end of that financial year.
When the recoverable amount of the CGU is less than the carrying amount of the unit, the
impairment loss is allocaled to reduce the carrying amount of any goodwill allocated to the
unit first, and then to the other assets of the unit pro rata on the basis of the carrying
amount of each asset in the unit. Any impairment toss for goodwill is recognised directly in
the consolidated income statement. An impairment loss for goodwill is not reversed in
subsequent periods.

On subsequent disposal of a subsidiary or an associate, the attributable amount of goodwill
capitalised is included in the determination of the amount of profit or loss on disposal.
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(c)

(d)

4. SIGNIFICANT ACCOUNTING POLICIES - continued
I
I
|
|

Interests in associates

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

Where a group entity transacts with an associate of the Group, profits and losses are
eliminated to the extent of the Group’s interest in the relevant associate.

Financial instruments

Financial assets and financial liabilities are recognised on the balance sheet when the
Group becomes a party to the contractual provisions of the instrument. Financial assets and
financial liabilities are initially measured at fair value. All regular way purchases or sales of
financial assets are recognised and derecognised on a trade date basis.

Financial assets are derecognised when the rights to receive cash flows fram the assets
expire or the financial assets are transferred and the Group has transferred substantially alf
the risks and rewards of ownership of the financial assets. On derecognition of a financial
asset, the difference between the asset's carrying amount and the sum of the consideration
received and the cumulative gain or loss that had been recognised directly in equity is
recognised in profit or loss.

Financial liabilities are derecognised when the obligation specified in the relevant contract is
discharged, cancelled or expired. The difference between the carrying amount of the financial
liability derecognised and the consideration paid or payable is recognised in profit or loss.

{i) Financial assels
Investments at fair value through profit or loss
Financial assets al fair value through profit or loss has two sub-categories, including
financial assets held for trading and those designated at fair value through profit or loss
on initial recognition. At each balance sheet date subsequent to initial recognition, financial
assets at fair value through profit or loss are measured at fair value, with changes in fair
value recognised directly in profit or loss in the period in which they arise.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. Al each balance sheet date
subsequent to initial recognition, loans and receivables including debtors, amounts
due from ultimate holding company and amount due from customers for contract work
are carried at amortised cost using the effective interest rate method, less any identified
impairment losses. An impairment loss is recognised in profit or loss when there is
objective evidence that the asset is impaired, and is measured as the difference
between the asset's carrying amount and the present value of the estimated future
cash flows discounted at the original effective interest rate. impairment losses are
reversed in subsequent periods when an increase in the asset's recoverable amount
can be relaled objectively to an event occurring after the impairment was recognised,
subject to a restriction that the carrying amount of the asset at the date the impairment
is reversed does not exceed what the amortised cost would have been had the
impairment not been recognised.
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4, SIGNIFICANT ACCOUNTING POLICIES - continved

(d) Financial instruments — continued
(i) Financial assets — continued

Available-for-sale investments
Available-for-sale investments are non-derivatives that are either designated or not
classified as investments at fair value through profit or loss, loans and receivables
and held to maturity investments. Al each balance sheet date subsequent to initial
recognition, available-for-sale financial assets are measured at fair value. Changes in
fair value are recognised in equity, until the financial asset is disposed of or is
determined to be impaired, at which time, the cumulative gain or ioss previously
recognised in equity is removed from equity and recognised in profit or loss. Any
impairment losses on available-for-sale financial assets are recognised in profit or
loss. Impairment losses on available-for-sale equity investments will not reverse through
profit or loss in subsequent periods. For available-for-sale debt investments, impairment
losses are subsequently reversed if an increase in the fair value of the investment
can be objectively related to an evenl occurring after the recognition of the impairment
loss.

For available-for-sale equity investments that do not have a quoted market price in an
active market and whose fair value cannot be reliably measured and derivatives that
are linked to and must be settled by delivery of such unquoted equity instruments,
they are measured at cost less any identified impairment losses at each balance
sheet date subsequent to initial recognition. An impairment loss is recognised in profit
or loss when there is objective evidence that the asset is impaired. The amount of the
impairment loss is measured as the difference between the carrying amount of the
asset and the present value of the estimated future cash flows discounted at the
current market rate of return for a similar financial asset. Such impairment losses will
not reverse in subsequent periods.

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and demand deposits, and other
short-term highly liquid investments thatl are readily convertible to a known amount of
cash and are subject to an insignificant risk of changes in value.

{ii) Financial liabilities
Other than derivatives which are deemed as financial liabilities held for trading, the
Group's financial liabilities mainly include creditors, bills payable and bank borrowings
are subsequently measured at amortised cost, using the effective interest rate method.

(iti)  Equity instruments

Equity instruments issued by the Company are recorded at the proceeds received,
net of direct issue costs.
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4, SIGNIFICANT ACCOUNTING POLICIES - continued

{(d} Financial instruments — continued
(iv)  Derivative financial instruments
The Group uses derivative financial instruments {primarily foreign currency forward
contracts) to reduce its risks associated with foreign currency fluctuations. Derivative
financial instruments which do not qualify for hedge accounting are deemed as financial
assets held for trading or financial liabilities held for trading. Changes in fair values of
such derivatives are recognised directly in profit or loss.

Derivatives embedded in non-derivative host contracts are separated from the relevant
host contracts and deemed as held-for-trading when the economic characteristics and
risks of the embedded derivatives are not closely related to those of the host contracts,
and the combined contracts are not measured at fair value through profit or loss. In
all other circumstances, derivatives embedded are not separated and are accounted
for together with the host contracts in accordance with appropriate standards. Where
the Group needs to separate an embedded derivative but is unable to measure the
embedded derivative, the entire combined contracts are treated as held-for-trading.

(e} Investment properties
On initial recognition, investment properties are measured at cost, including any directly
attributable expenditure. Subsequent to initial recognition, investment properties are measured
using the fair value model. Gains or losses arising from changes in the fair value of investment
property are included in profit or loss for the period in which they arise.

(f) Property, plant and equipment
Property, plant and equipment are stated at cost less subsequent accumulated depreciation
and accumulated impairment losses.

Depreciation is provided to write off the cost of items of property, plant and equipment over
their estimated useful lives and after taking into account of their estimated residual value,
using the straight-line method or reducing balance method.

An item of property, plant and equipment is derecognised upon disposal or when no future
economic benefits are expected to arise from the continued use of the asset. Any gain or
loss arising on derecognition of the asset {calculated as the difference between the net
disposal proceeds and the carrying amount of the item) is included in the income statement
in the year in which the item is derecognised.
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4, SIGNIFICANT ACCOUNTING POLICIES - confinued

{f) Property, plant and equipment — continued
The property, plant and equipment are depreciated on the following methods, after taking
into account their estimated residual value at the following rates per annum:

Straight-line method:

Freehold land Nil

Buildings Over the shorter of the term of the lease, or 20-50 years
Store machine 20%

Store and other equipment Over the shorter of the term of the lease, or 10%

Reducing balance method:

Initial charge Annual

upon purchase charge

Machinery, tools and equipment 20% 40%
Furniture, fixtures, office equipment and

motor vehicles 20% 20%

(9) Prepaid lease payments
Prepaid lease payments represent upfront premium paid for use of land. Prepaid lease
payment is charged to income statement over the term of relevant land leases on a straight-
line basis.

(h)  Trademarks
On recognition, trademarks acquired from business combinations are recognised at fair
value. Trademarks with indefinite useful lives are carried at cost less any subsequent
accumulated impairment losses.

Gains or losses arising from derecognition of trademarks are measured as the difference
between the net disposal proceeds and the carrying amount of the asset and are recognised
in the income statement when the asset is derecognised.

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

When an impairment loss subsequently reverses, the carrying amount of the trademark is
increased to the revised estimate of its recoverable amount, but so 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.
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4. SIGNIFICANT ACCOUNTING POLICIES - continued

(i) Properties for sale
Properties held for sale are stated at the lower of cost and net realisable value. Cost
comprises the cost of acquisition of properties and other direct costs. Net realisable value is
estimated by management based on prevailing market conditions or when a binding sales
agreement is executed, by reference {o the agreed selling prices.

{j) Inventories
Iinventories are stated al the lower of cost and net realisable value. Cost is calculated using
the weighted average method.

(k) Installation contracts
Where the outcome of an installation contract can be estimated reliably, revenue and costs
are recognised by reference to the stage of completion of the contract activity at the balance
sheet date, as measured by the proportion that contract costs incurred for work performed
to date bear to the estimated total contract costs, except where this would not be
representative of the stage of completion. Variations in contract work, ¢laims and incentive
payments are included to the extent that they have been agreed with the customer.

Where the outcome of an installation contract cannot be estimated reliably, contract revenue
is recognised to the extent of contract costs incurred that it is probable will be recoverable.
Contract costs are recognised as expenses in the period in which they are incurred.

Where contract costs incurred to date plus recognised profits less recognised losses exceed
progress billings, the surplus is shown as “amounts due from customers for contract work”.
For contracts where progress billings exceed contract costs incurred to date plus recognised
prefits less recognised losses, the surplus is shown as “amounts due to customers for
contract work”. Amounts received before the related work is performed are included in the
balance sheet, as a liability, as advances received. Amounts billed for work performed but
not yet paid by the customer are included in the balance sheet under “debtors, deposits and
prepayments”.

{1 Revenue recognition
Sales of goods are recognised when goods are delivered and title has passed.

Service income is recognised when services are provided.

Interest income from a financial asset is accrued on a time basis, by reference to the
principal outstanding and at the effective interest rate applicable, which is the rate that
exactly discounts the estimated future cash receipts through the expected life of the financial

asset to that asset's net carrying amount.

Dividend income from investments is recognised when the shareholders’ rights to receive
payment have been established.

Income from sale of properties is recognised on the execution of a binding sales agreement.
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4, SIGNIFICANT ACCOUNTING POLICIES - confinued

(m) Operating lease
Leases where substantially all the risks and rewards of ownership of the assets remain with
the lessors are accounted for as operating leases.

The Group as lessor

Rental income from operating leases is recognised in the income statement on a straight-
line basis over the term of the relevant lease. Initial direct costs incurred in negotiating and
arranging an operating lease are added to the carrying amount of the leased asset and
recognised as an expense on a straight-line basis over the |lease term.

The Group as lessee

Rentals payable under operating leases are charged to profit or loss on a straight-line basis
over the term of the relevant lease. Benefits received and receivable as an incentive to
enter into an operating lease are recognised as a reduction of rental expense over the lease
term on a straight-line basis.

(n) Borrowing costs
All borrowing costs are recognised as finance costs and included in profit or loss in period in
which they are incurred.

(o) Foreign currencies

In preparing the financial statements of each individual group entity, transactions in the
foreign currencies other than the functional currency of that entity are recorded in its functional
currency at the rates of exchanges prevailing on the dates of the transactions. At each
balance sheet date, monetary items denominated in foreign currencies are retranslated at
the rates prevailing on the balance sheet date. Non-monetary items carried at fair value that
are denominated in foreign currencies are retranslated at the rates prevailing on the date
when the fair value was determined. Non-monetary items that are measured in terms of
historical cost in a foreign currency are not retranslated.

Exchange differences arising on the settlement of monetary items, and on the translation of
monetary items, are recognised in profit or loss in the period in which they arise, except for
exchange differences arising on a monetary item that forms part of the Group's net investment
in a foreign operation, in which case, such exchange differences are recognised in equity in
the consolidated financials statements. Exchange differences arising on the retranslation of
non-monetary items carried at fair value are included in profit or loss for the period except
for differences arising on the retranslation of non-monetary items in respect of which gains
and losses are recognised directly in equity, in which case, the exchange differences are
also recognised directly in equity.

For the purposes of presenting the consolidated financial statements, the assets and liabilities
of the Group’s foreign operations are translated into Hong Kong dollars, the presentation
currency of the Company at the rate of exchange prevailing at the balance sheet date, and
their income and expenses are translated at the average exchange rates for the year,
unless exchange rates fluctuate significantly during the period, in which case, the exchange
rates prevailing at the dates of transactions are used. Exchange differences arising, if any,
are recognised in the translation reserve. Such exchange differences are recognised in
profit or loss in the period in which the foreign operation is disposed of.
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4.

SIGNIFICANT ACCOUNTING POLICIES - continued

{p)

(a)

(r}

Retirement benefits costs
Payments o defined contribution retirement benefit plans and the Mandatory Provident
Fund Scheme are charged as expenses as they fall due,

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
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 items that are never
taxable or deductible. The Group's liability for current tax is calculated using tax rates that
have been enacted or substantively enacted by the balance sheet date.

Deferred tax is recognised on differences between the carrying amounts of assets and
liabilities in the consoclidated financial statements and the corresponding tax base used in
the computation of taxable profit, and is accounted for using the balance sheet liability
method. Deferred tax liabilities are generally recognised for all taxable temporary differences
and deferred tax assets are recognised to the extent that it is probable that taxable profits
will be available against which deductible temporary differences can be utilised. Such assets
and liabilities are not recognised if the temporary difference arises from goodwill or from the
initial recognition {other than in a business combination) of other assets and liabilities in a
transaction that affects neither the taxable profit nor the accounting profit.

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

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

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

Impairment

At each balance sheet date, the Group reviews the carrying amounts of its tangible assets
which have an indefinite life 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. An impairment loss is recognised as an expense immediately.

Where an impairment loss subsequently reverses, the carrying amount of the asset except
for goodwill is increased to the revised estimale of its recoverable amount, but so 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. Impairment loss for goodwill is
not reversed in subsequent period. The accounting policies for impairment of goodwill and
trademark are set out in details in their respective policies.

4é | CHEVALIER iTECH HOLDINGS LIMITED IANNUAL REPORT 20035 - 06




\ 'INotes to the Financial Statements

For the year ended 31st March, 2006

KEY SOURCES OF ESTIRMATION UNCERTAINTY

The key assumptions concerning the future, and other key sources of estimation uncertainty at the
balance sheet date, that have a significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year, are discussed below.

Allowances for bad and doubtful debts

The policy for allowance of bad and doubtful debts of the Group is based on the evaluation of
collectability and ageing analysis of accounts and on management's judgement. A considerable
amount of judgement is required in assessing the ultimate realisation of these receivables, including
the current creditworthiness and the past collection history of each customer. |f the financial
conditions of customers of the Group were to deteriorate, resulting in an impairment of their ahbility
to make payments, additional allowances may be required.

Allowances for inventories

The management of the Group makes allowance for absolete and slow-moving inventory items that
are identified as no longer salable. The management estimates the net realisable value of its
trading merchandise based primarily on the latest invoice prices and current market conditions.
The Group carries out an inventory review on a product-by-product basis at each balance sheet
date and makes allowance for obsolete items.

Impairment of goodwill and trademark

In determining whether goodwill and trademark are impaired, an estimation of the value-in-use of
the cash-generating units to which goodwill and trademark have been allocated is required. The
value-in-use calculation requires the Group to estimate the future cash flows expected to arise
from the cash-generating unit with a suitable discount rate in order to calculate the present value.
Where the actual future cash flows are less than expected, a material impairment loss may arise.
No impairment loss has been identified for the goodwill and trademark with carrying amounts
HK$82,392,000 and HK$108,000,000 respectively as at 31st March, 2006.

Details of the impairment testing on goodwill and trademark are set out in note 37.

Income tax

No deferred tax asset has been recognised in respect of tax losses of HK$478,703,000 due to the
unpredictability future profit streams. The realisability of the deferred tax asset mainly depends on
whether sufficient future profits or taxable temporary differences will be available in the future. In
cases where the actual future profits generated are more or less than expected, additional recognition
or reversal of deferred tax assets may arise, which would be recognised in the income statement
for the pericd in which it takes place.
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6. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group's major financial assets and liabilities include trade and other debtors, amount due from
ultimate holding company, bank balances and cash, trade and other creditors, bills payable, bank
borrowings and investments. Details of these financial instruments are disclosed in the respective
notes. The risks associated with these financial instruments and the policies on how to mitigate
these risks are set out below. The management manages and monitors these exposures to ensure
appropriate measures are implemented on a timely and effective manner.

Credit risk

The Group's maximum exposure to credit risk in the event of the counterparties’ failure to perform
their obligations in relation to each class of recognised financial assets is the carrying amount of
those assels as stated in the consolidatled balance sheet. The management of the Group reviews
the recoverable amount of each individual trade debt at each balance sheet date to ensure that
adequate impairment losses are made for irrecoverable amounts. In addition, the management of
the Group is responsible to determine credit limits, credit approvals and other monitoring procedures
to ensure that follow-up action is taken to recover overdue debts. In this regard, the Directors of
the Company consider that the Group's credit risk is significantly reduced.

The Group has no significant concentration of credit risk in respect of its trade debtors, with
exposure spread over a number of counterparties and customers.

The credit risk on bank deposits and investment in financial instruments is limited because the
counterparties are banks, financial institutions or corporations with high credit ratings assigned by
international credit-rating agencies.

Market risk

(i) Foreign currency risk
Certain trade payables of the Group are denominated in foreign currencies. In order to
reduce the risks associated with foreign currency fluctuations, the Group has entered into
foreign currency forward contracts against its exposures to changes of foreign exchange
rate. However, as these foreign currency forward contracts do not qualify for hedging
accounting, they are deemed as financial assets or liabilities held for trading. The management
will continue to monitor foreign exchange exposure and will consider hedging significant
foreign currency exposure should the need arise.

(ii) Interest rate risk
The Group's cash flow interest rate risk mainly relates to floating-rate bank borrowings,
investments in debt securities at floating rates and structured deposits linked with constant
maturity swap rate or LIBOR. The management menitors interest rate exposure and will
consider hedging significant interest rate exposure should the need arise.

(iii}y  Other price risk
The Group is exposed to equitly and debt security price risk through its investments in equity
securities. The management manages this exposure by maintaining a portfolio of investments
with different risk profiles.

Liquidity risk

The Group aims to maintain prudent liquidity risk management and flexibility in funding by keeping
sufficient cash and cash equivalent, readily realisable marketable securities and to have committed
short-term and medium-term credit lines available.

The Directors believe that the Group has obtained sufficient committed and uncommitted general

credit facilities from banks for financing capital commitments in the near future and for working
capital purposes.
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TURNOVER

For the year ended 31st March, 2006

Turnover represents the net amount received and receivable for goods sold, provision of services
and investment income during the year and is analysed as follows:

2006 2005

HK$'000 HK$'000

Sale of computer and business and coffee machines 477,493 474,243
Sale of food and beverage 173,208 -
Provision of maintenance services 17,779 100,617
Trading of securities 94,311 101,988
Interest income from debt securities and structured deposits 8,954 10,260
831,745 687,108

An analysis of the Group's turnover by business and geographical segments is set out in note 35.

OTHER INCORE

2006 2005
HK$°000 HK$000
Included in other income are:

Interest from bank deposits 1,653 269
Exchange gain 2,754 971
Profit on disposal of properties for sale 4,392 -

Gross rental income from properties of HK$715,000
(2005: HK$383,000) iess outgoings 418 275

FINANCE COSTS

The amount represents interest on bank loans repayable within 5 years.
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For the year ended 31st March, 2006

10. PROFIT BEFORE TAXATION

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

Allowance of amount due from an associate

(Written back) allowance for bad and doubtful debts

Amortisation of prepaid lease payments

Auditors’ remuneration

Change in fair value of derivative financia! instruments

Realised and unrealised fair value loss of investments
at fair value through profit or loss

Depreciation on property, plant and equipment

(Gain) loss on disposal of property, plant and equipment

Impairment loss recognised in respect of
available-for-sale investments

Increase in fair value of investment properties

Operating lease payments in respect of leasing of
premises

Reversal of impairment loss on prepaid lease payments
transferred to investment properties

Staff costs (note)

Write-down of inventories

Gross earnings from leasing of assets other than
properties of HK$5,114,000 (2005: HK$4,795,000)
less outgoings

2006
HK$'000

1,745
(1,736)
251
1,086
2,882

729
15,801
(351)

2,466
190

46,885
(107)

112,221
1,000

(1,659)

2005
HK$’000
(Restated)

855
253
830

8.271
4,346
450

8.457

78,763
518

(4,358)

Note: Details of directors’ emoiuments included in staff costs are disclosed in note 36. Redundancy payments

of HK$8,000 {2005; MK$729,000) are included in staff costs,

11. INCOME TAX EXPENSES

The charge (credit) comprises:
Current tax

Hong Kong
Overseas

Deferred taxation (note 33)

2006 2005
HKS$'000 HKS$'000
3,263 228
318 410
3,581 638
281 (299)
3,862 339

Provision for Hong Kong profits tax is calculated at the rate of 17.5% (2005: 17.5%) on the

estimated assessable profits less available tax relief for losses brought forward.
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11. INCOME TAX EXPENSES - continued

Provision for overseas taxation is calculated based on the rates applicable to the relevant local
legislation on the estimated assessable profits.

The tax charge for the year can be reconciled from the profit before taxation per the consolidated
income statement as follows:

2006 2005
HK$'000 HK$'000
(Restated)
Profit before taxation 40,828 1,892
Tax at the domestic income tax rate of 17.5% (note) 7,145 331
Tax effect of share of resuit of an associate - 145
Tax effect of non-deductible expenses for tax purposes 4,149 1,935
Tax effect of non-taxable income for tax purposes (2,962) (2,208)
Tax effect of tax losses not recognised 1,053 2,368
Tax effect of utilisation of tax losses previously
not recognised (4,886) {1,468)
Tax effect on utilisation of temporary differences
nol recognised {906) (909)
Tax effect of deductible temporary differences
not recognised 471 -
Effect of different tax rates of subsidiaries operating
in other jurisdictions {115) 139
Others (87) 6
Tax charge for the year 3,862 339

Note: The domestic income tax rate in the jurisdiction where the operation of the Group is substantially
based.

12. DIVIDENDS

2006 20058
HK$'000 HK$'000
Dividend paid:
- Interim dividend of HK$0.03
(2005: HK$0.01) per ordinary share 5,141 1,714
Dividend proposed:
— Proposed final dividend of HK$0.05
{2005: HK$0.01) per ordinary share 8,568 1,713

———— CE—

A final dividend of HK$0.05 (2005: HK$0.01) per share has been proposed by the Directors and is
subject to the approval by the shareholders in general meeling.
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13. EARNINGS PER SHARE

Basic earnings per share are calculated based on the Group’s net profit attributable to equity
holders of the Company of HK$36,966,000 (2005: HK$1,553,000) and on 171,355,871 (2005:
171.355,871) ordinary shares in issue during the year,

No diluted earnings per share are presented as the Company has no potential ordinary shares
outstanding for the two years ended 31st March, 2006,

The impact on the previously reported basic earnings per share for the year ended 31st March,
2005 as a result of changes in accounting policies as stated in note 3 is as follows:

HK cents
Reported figure before adjustments 2.20
Adjustments arising from changes in accounting policies {(1.29)
Restated figure 0.91

The impact on the basic earnings per share for the year ended 31st March, 2006 due to the
change in accounting policies as stated in note 3 is a decrease in earnings of 2.30 HK cents per
share.

14. INVESTRMENT PROPERTIES

2006 2005

HK$'000 HK$000

Fair value at 1st April, 5,160 5,160
Transferred from property, plant and equipment 1,770 -
Increase in fair value 190 -
Fair value at 31st March, 7,120 5,160

The Group's investment properties are situated in the Mainland China under medium-term leases.

The fair value of the Group's investment properties at 31st March, 2006 has been arrived at on the
basis of a valuation carried out on thal date by Messrs. DTZ Debenham Tie Leung Limited,
independent qualified professional valuers not connected with the Group. Messrs. DTZ Debenham
Tie Leung Limited are members of The Hong Kong Institute of Surveyors ("HKIS"}, and have
appropriate qualifications and experiences in the valuation of similar properties in the relevant
locations. The valuation, which conforms to the Valuation Standards on Properties of the HKIS,
was arrived at by reference to market evidence of transaction prices for similar properties.
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15. PROBERYY, PLANT AND EQUIPMENT

Furniture, fixtures,
office equipment

Overseas )
properties  Machinery, Store M
Leaseheld onfreeheld  tools and  and other Store for for
land  Buildings land  equipment  equipment machine  own use lease Total

FK$000 HK$'000 HKS000  HKS'000 HK$'000 HKE000  HKS'000  HKS000 HK$'000

cosT
Al ist Apil, 2004

as originally stated 4,368 4,259 8,565 13139 - - 16,480 7,700 54,511
Opening balance adjusiments

of revaluation surplus - 1,187 1,210 - - - - - 3,057
Reclassification to prepaid

lease paymenis {4,368 ) - - - - - - - {4,368}
AL 1st Apeil, 2004

as restated - 6,046 8,835 13139 - - 16,480 7,700 53,200
Exchange adjustments - 11 84 28 - - 51 i 175
Additions - - - 463 - - 529 501 6,083
Disposals - (830} - (3,859) - - {4,069} (876) {9,444}
Al 315t March, 2005 - 5427 9,899 9,761 - - 12,991 11,816 49,994
Exchange adjustments - ) 35 13 130 5 23 2 288
Reclassification to

investment properties - {841) - - - - - - (841)
Acquired cn acquisition

of subsidiaries - - - - 20,098 5,980 - %0 26,168
Additions - - - 560 10,992 3,800 126 8912 24,450
Disposals - (680} - (1,256) (2,280) (353) (1,081) (3,136} (8,796)
At 315t March, 2006 - 3830 9,934 9,078 28,940 9,578 12,049 17,794 91,303
ACCUMULATED

DEPRECIATION
Al 15t April, 2004

as originally stated - - - 10,878 - - 12,642 1,949 25,469
Opening balance adjustments - 1.417 1,516 - - - - - 2,933
Al 1st April, 2004

as restatzd - 1497 1.516 10,878 - - 12,642 1,949 28.402
Exchange adjustments - ] i0 3 - - 50 2 122
Provided for the year - 182 124 1,004 - - 848 2,090 4,348
Eliminated on disposals - - - (3.523) - - (3.652) (219} {7.394)
At 31st March, 2005 - 1,605 1,650 8,394 - - 9,986 3.84% 25476
Exchange adjustments - 7 6 25 - - 30 24 9z
Reclassification 10

investment properties - (151} - - - - - - (151)
Provided for the year - 182 124 833 8,214 2,230 714 3,504 15,801
Eliminated on disposals - (113} - (1,101) (1,718} {253) {651) {1,674} (5.810)
At 315t March, 2006 - 1,520 1,780 8.151 6,436 1877 9,779 5695 35,408
CARRYING VALUES
At 315t March, 2006 - 2400 8,154 97 22,444 7,601 2,210 12,099 55,895
At 31st Marzh, 2005 - 3822 8.249 1,367 - - 3,008 8,075 24518
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16. PREPAID LEASE PAYRMENTS

2006 2005
HK$'000 HK$000

The Group's prepaid lease payments comprise:
Leasehold land in Hong Kong under medium-term lease 1,490 2,417

Leasehold land in Maintand China under
Long-term lease 642 654
Medium-term lease - 973
Overseas leasehold land under short-term lease 60 71
2,192 4,115
17. GOODWILL

HK$'000
At 1st April, 2004 and 2005 -
Arising on acquisition of subsidiaries 82,392
At 31st March, 2006 82,392

Particulars regarding impairment testing on goodwill are disclosed in note 37.

18. TRADEMARIK

The trademark was purchased as part of a business combination as detailed in note 34 during the
year. The trademark is legally having a life of certain periods but is renewable at minimal cost. The
Directors are of the opinion that the Group would renew the trademark continuously and has the
ability to do so. Various studies including market trends and competitability of similar food and
beverage market have been performed by management of the Group, which supports that the
trademark has no foreseeable time limit over which the branded coffee shops are expected to
generate cash flows for the Group.

As a result, the trademark is considered by the management of the Group as having an indefinite
useful life. The trademark will not be amortised until its useful life is determined to be finite upon
reassessment of its useful life annually by the management. Instead it will be tested for impairment
annually and whenever there is an indication that it may be impaired. Particulars of impairment
testing are disclosed in note 37,

19. INTEREST IN AN ASSOCIATE

2006 2005

HK$'000 HK$'000

Cost of investment in an unlisted associate 105 105
Share of post-acquisition losses (105) (105}
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19. INTEREST IN AN ASSOCIATE - continued

As at 31st March, 2006, the Group had interest in the following associate:

20.

Form of

business

Name structure
Guangzhou Chevalier  Corporate

iTech Limited

Effective
percentage of
registered capital
held by the Group
%

Country of
incorporation

and operation Principal activities

Mainland China 24 Trading of office
equipment and
provision of

maintenance services

The summarised financial information in respect of the associate is set out below:

2006 2005

HK$'000 HK$'000

Total assets 832 1,040
Total liabilities (4,282) (4,361)
Net liabilities (3,450) {3,321)
Revenue 1,633 26,114
Loss for the year {58) (3,452}
Group's share of net assets of the associate - -
Group's share of loss of the associate for the year - (826)

The Group has discontinued recognition of its share of loss of the associate. The amount of
unrecognised share of loss for the year and accumulated unrecognised share of losses of the
associate amounted to HK$14,000 and HK$828,000 (2005: HK$2,000 and HK$797,000) respectively.

AMOUNT DUE FROM AN ASSOCIATE

2006 2005

HKS$'000 HK$'000

Amount due from an associate 3,258 1,513
Less: allowance for doubtful amount (3,258) (1,134)
- 379

The amount due from an associate was unsecured, interest free and not expected to be repaid
within twelve months after the balance sheet date.
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21.

22,

23.

AVAILABLE-FOR-SALE INVESTMENTS

Available-for-sale investments as at 31st March, 2006 comprise the followings:

HK$'000

Unlisted equity securities, at cost less impairment 2,270
Investment in a venture capital fund, at fair value 7.750
10,020

Unlisted equity securities are measured at cost less impairment at each balance sheet date because
the range of reasonable fair value estimates is so significant that the Directors of the Company are
of the opinion that their fair value cannot be measured reliably. The fair value of investments in a
venture capital fund was calculated based on the Group’s attributable interest in the fair value of
the fund’'s net assets.

INVESTMENTS AT FAIR YALUE THROUGH PROFIT OR LOSS

Investments at fair value through profit or loss as at 31st March, 2006 comprise the following:

HK$'000
Held for trading:
Equity securities, listed overseas 4,553
Debt securities listed overseas 31,430
Debt securities, unlisted 37,296
73,279
Designated as investments at fair value through profit or loss:
Structured deposits 49,588
122,867
Represented by:
Non-current assets 49,588
Current assets 73,279
122,867

The fair values of the above investments are determined either based on the quoted market bid
price available on the relevant exchange or the market prices provided by the relevant financial
institutions.

The above structured deposits are denominated in United Stated Dollars with fixed interest rates
for the first year and the remaining years with interest rates linked with either constant maturity
swap rate or LIBOR.

INVESTMENTS IN SECURITIES

Investments in securities as at 31st March, 2005 are set out below. Upon the application of HKAS
39 on 1st April, 2005, investments in securities were reclassified lo appropriate categories under
HKAS 39. Accordingly, an amount of HK$4,440,000 and HK$110,815,000 were reclassified to
available-for-sale investments and investments at fair value through profit or loss respectively.

HKE'000
Investment securities:
Equity securities, unlisted 4,440
Other investments:
Equity securities at market value, listed in Hong Kong 267
Debt securities at market value, listed overseas 5,838
Debt securities, unlisted 85,355
Mutual funds, unlisted 19,355
115,255
Carrying values analysed for reporting purposes as:
Non-current assets 4,440
Current assets 110,815
115,255
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INVENTORIES
2006 2005
HK$'000 HK$ 000
Inventories held for resale 57,580 50,156
Consumable stores 9,411 5,106
66,991 55,262

The cost of inventories recognised as an expense during the year was HK$424,540,000 (2005:
HK$381,115,000).

A reversal of previous write-down of inventories of HK$7,631,000 (2005: HK$3,601,000) has been
realised on sales of these inventories during the year.

DEBTORS, DEPOSITS AND PREPAYMENTS

The Group has established different credit policies for customers in each of its core businesses.
The average credit period granted to the customers is 60 days except for sales of food and
beverage at coffee shops which are mainly on cash basis. The following is an ageing analysis of
frade debiors net of allowance of doubtful debts at the balance sheet date:

2006 2005

HK3'000 HK$'000

0 - 60 days 49,348 47,891
61 — 90 days 2,533 1,871
Over 90 days 4,745 2,654
56,626 52,416

The carrying amounts of the Group's trade and other debtors approximate to their fair values.

AMOUNT DUE FROM ULTIMATE HOLDING COMPANY

The amount due from ultimate holding company is unsecured, interest-free and repayable on
demand. The Directors consider that its carrying amount approximates to its fair value,

AMOUNTS DUE FROM (TO) CUSTOMERS FOR CONTRACT WORK

2006 2005
HK$'000 HK$'000

Contracts in progress at the balance sheet date:
Contract costs incurred 40,449 48,626
Recognised profits less losses 127 (6,492)
40,576 42,134
Progress billings (40,498} {41,394)
78 740

Represented by:

Amounts due from customers included in current assets 342 939
Amounts due to customers inciuded in current liabiiities (264} (199)
78 740

At 31st March, 20086, retentions held by customers for contract work and advance payments
received from customers for contract work amounted to HK$42,000 (2005: HK$2,305,000) and
HK$162,000 (2005: Nil) respectively.
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28.

29.

30.

DERIVATIVE FINANCIAL INSTRUMENTS

During the year, the Group has used foreign currency forward contracts to hedge against certain of
its trade payables that were denominated in foreign currencies. These derivatives are not qualified
for hedge accounting.

At 31st March, 2006, the Group had entered into foreign currency forward contracts denominated
in United States dollars with total notional amount of HK$58,200,000 (2005: HK$234,392,000).

All derivatives of the Group are measured at fair value at each balance sheet date. Their fair
values are determined based on the market prices for equivalent instruments quoted by the
counterparties at the balance sheet date and from the financial models based on principal sum and
estimate about future market conditions. :

BANK BALANCES AND CASH EQUIVALENTS

Bank balances and cash equivalents comprise short-term bank deposits carrying interest at prevailing
market rate. The Directors consider that the carrying values of the amounts at the balance sheet
date approximate to their fair values.

Include in bank balances and cash is an amount of HK$29,720,000 (2005: HK$49,061,000)
denominated in United States Dollars.

CREDITORS AND BILLS PAYABLE

The following is an ageing analysis of the trade creditors and bills payable at the balance sheet
date:

2006 2005

HK$'000 HK§'000

0 — 60 days 31,166 20,901
61 - 90 days 333 1,445
Over 90 days 2,917 2,210
Trade creditors and bills payable 34,416 24 556

The carrying amounts of the Group's trade and other creditors and bills payable approximate to
their fair values.
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BANK BORROWINGS

2006 2005
HK$'000 HK$'000
Bank overdraft - 121
Bank loans 101,000 -
101,000 121
The bank borrowings are repayable as follows:

Within one year 52,000 121
More than 1 year but not exceeding 2 years 12,000 -
More than 2 years but not exceeding 5 years 37,000 -
101,000 121

Less: amounts due within one year shown under
current liabilities (52,000) (121)
49,000 -

The bank borrowings were unsecured, carried floating interest rate at HIBOR plus certain margin
per annum, The average effective interest rate for the current year was 4.3% per annum.

The fair values of the bank borrowings approximate to their carrying amounts.

SHARE CAPITAL

2006 2005
HK$'000 HK$'000
Authorised:
240,000,000 (2005: 240,000,000} ordinary shares
of HK$0.50 (2005: HK$0.50) each 120,000 120,000
Issued and fully paid:
171,355,871 (2005; 171,355,871) ordinary shares
of HK$0.50 (2005: HK$0.50) each 85,678 85,678

ANNUAL REPORT 2005 - 06 | CHEVALIER TECH HOLDINGS LIMITED | 59



Notes to the Financial Statements § /

i*or the year ended 31st March, 2006

33. DEFERRED TAXATION

The followings are the major deferred tax liabilities (assets) recognised and movements thereon

during the year:

Accelerated

tax Tax
depreciation losses Trademark Others Total
HK$'000 HK$'000 HK3'000 HK$'000 HK$'000
At 1st April, 2004 536 (107} - (50} 379
Charge (credit) to income
for the year 388 (651) - (36) (299)
At 3tst March, 2005 924 (758) - (86} 80
Arising from acquisition of
subsidiaries 835 (211) 18,900 - 19,524
Charge {credit) to income
for the year 441 (200) - 40 281
At 31st March, 2006 2,200 (1,169} 18,900 {46) 19,885

At 31st March, 2006, no deferred tax asset has been recognised in respect of the remaining
unused tax losses of HK$478,703,000 (2005: HK$500,605,000) due to the unpredictability of future
profit streams. Included in unrecognised tax losses are losses of HK$761,000 (2005: HK$2,318,000)

that will expire in 2011. Other tax losses may be carried forward indefinitely.

At 31st March, 2006, the Group had deductible temporary difference of HK$26,148,000 (2005:
HK$28,633,000). 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 difference can be utilised.
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On 20th May, 2005, the Group acquired the entire issued share capital of Pacific Coffee (Holdings)
Limited (“Pacific Coffee”) at a consideration of HK$205,963,000. The acquisition has been accounted
for using the purchase method.

The net assets acquired and the goodwill arising from the acquisition are as follows:

34, ACQUISITION OF SUBSIDIARIES
|
|

Acquiree's
carrying Fair value Fair value
amount adjustments of net assets
HK$'000 HK$'000 HK$'000
Net assets acquired:
Property, plant and equipment 26,168 - 26,168
Trademark - 108,000 108,000
Inventories 4,329 - 4,329
Debtors, deposits and prepayments 17,384 - 17,384
Bank and cash balances 1,432 - 1,432
Provision for taxation (3,124) - (3,124)
Deferred services income (63} - (63}
Deferred tax liabilities (624) (18,900) (19,524)
Creditors, deposits and accruals (10,031) - (10,031)
Contingent liabilities - (1,000} (1,000)
35,471 88,100 123,571
Goodwill 82,392
205,963
Total costs:
Purchase consideration satisfied by cash 203,684
Costs incurred for the acquisition 2,279
205,963
Net cash outflow arising on acquisition:
Cash consideration paid (205,963)
Bank balances and cash acquired 1,432
{204,531)
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34. ACQUISITION OF SUBSIDIARIES - continued

The goodwill arising on the acquisition of Pacific Coffee is attributable to the anticipated profitability
of the operation of coffee shops.

The Group recognised the contingent liabilities of approximately HK$1,000,000 in respect of
liquidated damages for an alleged breach of a wholesale food supply contract.

Pacific Coffee contributed in its 10-month period HK$179.5 million and HK$18.8 million to the
Group’s revenue and profit before tax for the year respectively.

If the acquisition had been completed on 1st April, 2005, the Group's revenue for the year would
have been HK$859 million, and profit for the year would have been HK$39.8 million. This proforma
information is for illustrative purpeses only and is not necessarily an indication of revenue and
results of operations of the Group that actually would have been achieved had the acquisition been
completed on 1st April, 2005, nor is it intended to be a projection of future profits.

35. BUSINESS AND GEOGRAPHICAL SEGMENTS

Business segments

For management purpose, the Group is organised into three divisions. These divisions are the
hasis on which the Group reports its primary segment information. In prior year, the Group was
organised into four divisions, which were computer and business machines, network solution and
telecommunication system, technical and maintenance services and investment in securities and
others. Due to the entry into a new business, the food and beverage market and the streamline of
its existing business, the Group reorganises ils business activities into three divisions. Segment
information about these businesses is presented below. Comparative figures have been restated to
conform with the current year's presentation.

Turnover and results
Year ended 31st March, 2006
Computer and

information Investments

communication Food and in securities
technology beverage and others Consoclidated
HK3$'000 HK$'000 HK$'000 HK3'000
TURNOVER 549,011 179,469 103,265 831,745

RESULTS

Segment results 18,352 18,794 5,734 42,880
Unallocated corporate expenses (5,611)
Unallocated corporate income 5,812
Interest income 1,653
Finance costs {3,906)
Profit before taxation 40,828
Income tax expenses (3,862)
Profit for the year 36,966
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35. BUSINESS AND GEOGRAPHICAL SEGMENTS - continued

Business segments - continued

Turnover and results
Year ended 31st March, 2005

Computer and

information Investments

communication in securities
technology and others  Consolidated
HK$'000 HK$000 HK$'000
(Restated)
TURNOVER 574,860 112,248 687,108

RESULTS

Segment results 1,546 1,349 2,895
Unallocated corporate expenses {445)
Interest income 269
Share of results of an associate (826) - (826)
Finance costs (1)
Profit before taxation 1,892
Income tax expenses (339)
Profit for the year 1,553

The Group has no inter-segment sales for the two years ended 31st March, 2006.
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35. BUSINESS AND GEOGRAPHICAL SEGMENTS - continued

Assets and liabilities
As at 37st March, 2006
Computer and

information Investments
communication Food and in securities
technology beverage and others Consolidated
HK$'000 HK$'000 HK$'000 HK$'000
ASSETS
Segment assels 146,579 254,634 156,358 557,571
Unallocated corporate assets 73,261
Consolidated total assets 630,832
LIABILITIES
Segment liabilities 69,948 17,878 - 87,826
Unallocated corporate liabilities 131,730
Consalidated total liabilities 219,556

Assets and liabilities
As at 31st March, 2005
Computer and

information Investments
communication in securities
technology and others  Consclidated
HK$'000 HK$'000 HK$'000
(Reslated)
ASSETS
Segment assets 135,101 238,064 373,165
Amount due from an associate 379 - 379
Unallocated corporate assets 86,911
Consolidated total assets 460,455
LIABILITIES
Segment liabilities 70,480 - 70,480
Unallocated corporate liabilities 11,439
Consolidated total liabilities 81,919
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Other information
Year ended 31st March, 2006

Capital additions

Depreciation

Impairment loss on
available-for-sale investments

Loss (gain) on disposal of
property, plant and equipment

Write-down of inventories

Other information
Year ended 31st March, 2005

Allowance of doubtful debts
Capital additions
Depreciation

Computer and

information
communication Food and
technology beverage
HK$'000 HK$'000
8,635 149,975
4,775 10,567
198 636
1,000 -

Computer and
information
communication
technology
HK§'000

955
5,664
4,208

Impairment loss on investment securities -

Loss on disposal of
property, plant and equipment
Write-down of inventories

Geographical segments

450
518

35. BUSINESS AND GEOGRAPHICAL SEGMENTS - continued

Investments
in securities
and others
HK$'000

48
459

2,466

(1,235)

Investments
in securities
and others
HK§'000

399
138
560

For the year ended 31st March, 2006

Consolidated
HK$'000

158,658
15,801

2,466

(351)
1,000

Consolidated
HK$'000
(Restated)

855
6,063
4,346

560

450
518

The Group's operations in food and beverage business are carried out in Hong Kong, Singapore
and Mainland China whereas ils operations in the computer and information communication
technology business are carried out in Hong Kong, Thailand and Mainland China. The trading of
investments in securities is carried out in Hong Kong. The following is an analysis of the Group's

turnover by geographical market:

Heng Kong
Thailand
Singapore
Others

Turnover by geographical market

2006 2005
HK$'000 % HK$'000 %
746,747 89 607,118 88
66,284 8 69,028 10
15,730 2 - -
2,984 1 10,962 2
831,745 100 687,108 100
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35. BUSINESS AND GEOGRAPHICAL SEGMENTS - continued

Geographical segments — continued

The following is an analysis of the carrying amounts of segment assets and additions to property,
plant and equipment and intangibie assets analysed by geographical area in which the assets are

36.

located:
Additions to properties,
Carrying amounts plant and equipment
of segment assets and intangible assets
2006 2005 2006 2005
HK$'060 % HK$'000 % HK$’000 % HK$'000 %
Hong Kong 558,891 89 400,498 87 153,444 97 5,036 82
Thailand 51,977 8 51,551 11 909 1 1,006 17
Singapore 9,307 1 - - 3,149 1 - -
Others 10,657 2z 8,408 2 1,156 1 21 1
630,832 100 460,455 100 158,658 100 6,063 100
DIRECTORS” AND ERMPLOYEES' ERMMOLUMENTS
Details of the emoluments paid to the Directors of the Company are as follows:
2006
Retirement
Salaries benefit
Directors’ and other scheme
fees benefits contributions Total
HK$'000 HK$'000 HK$000 HK$000
Executive Directors:
Miss Lily Chow - 1,212 91 1,303
Independent Non-Executive Directors:
Mr Shinichi Yonehara 120 - - 120
Mr Wu King Cheong 120 - - 120
Mr Kwong Man Sing 120 - - 120
360 1,212 91 1,663
2005
Retirement
Salaries benefit
Directors’ and other scheme
fees benefits contributions Total
HK$'000 HK$000 HK$000 HK$000
Executive Director:
Miss Lily Chow - 1,212 8 1,220
independent Non-Executive Directors:
Mr Shinichi Yonehara 120 - - 120
Mr Wu King Cheoang 120 - - 120
Mr Kwong Man Sing 60 - - 60
300 1,212 8 1,520
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36. DIRECTORS’ AND EMPLOYEES’ EMOLUMENTS - continued

Except for the directors’ fees paid to each of the Independent Non-executive Directors, no other
emoluments were paid or payable to the Independent Non-executive Directors during the two years
ended 31st March, 2006.

In addition to the directors’ emoluments disclosed above, Dr Chow Yei Ching, Mr Fung Pak Kwan,
Mr Kuok Hoi Sang, Mr Chow Vee Tsung, Oscar and Mr Kan Ka Hon, Directors of the Company
received remuneration totalling HK$20,074,000 {2005: HK$16,621,000) from the Company’s ultimate
holding company in respect of their services provided to the ultimate holding company and its
subsidiaries including the Group.

The amounts paid by the ultimate holding company have not been allocated between the services
of the directors as Directors of the Company and its subsidiaries, and their services to the ultimate
holding company and its other subsidiaries.

The five highest paid individuats of the Group for the year ended 31st March, 2006 included one
Director {2005: one Director), details of whose emoluments are set out above. The emoluments of
the remaining four (2005: four) highest paid individuals are as follows:

2006 2005

HK$'000 HK§'000

Performance based bonus 349 -
Salaries and other benefits 3,804 3,197
Retirement benefit scheme contributions 158 181
4,311 3,378

The emoluments of these four highest paid individuals fall within the following bands:

Number of individuals

2006 2005

Bands
Nit — HK$1,000,000 2 3
HK$1,000,001 — HK%1,500,000 1 1
HK$1,500,001 - HK$2,000,000 1 -
4 4

37. IMPAIRMENT TESTING ON GOODWILL AND TRADEMARIK
As explained in note 35, the Group uses business segments as its primary segment for reporting
segment information. For the purpose of impairment testing, goodwill and trademark with indefinite
useful lives set out in notes 17 and 18 respectively have been allocated to a single CGU,"food and
beverage”.

During the year ended 31st March, 2006, management of the Group determined that there has
been no impairment of its CGU containing the goodwill or the trademark.
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37. IMPAIRMENT TESTING ON GOODWILL AND TRADEMARK - continued

The recoverable amount of the CGU has been determined based on a value-in-use calculation.
That calculation uses cash flow projections based on financial budgets approved by management
covering a four-year period and the cash flows beyond the four-year period are extrapolated using
diminishing growth rates from 10% and a discount rate of 12%. These growth rates are based on
the relevant industry growth forecasts and do not exceed the average long-term growth rate for the
relevant industry. Another key assumption for the value-in-use calculations is the budgeted gross
margin, which is determined based on the CGU’'s past performance and management's expectations
for the market development. Management believes that any reasonable possible change in any of
these assumptions would not cause the aggregate carrying amount of the CGU to exceed its
recoverable amount.

38. CHARGE OMN ASSETS
At 31st March, 2008, certain properties with an aggregate carrying value of HK$7,605,000 (2005:
HK$8,163,000) were mortgaged to secure general banking facilities granted to an overseas
subsidiary.

39. OPERATING LEASE

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

2006 2005

HK$'000 HK$'000

Within one year 51,269 3,655
In the second to fifth year inclusive 63,969 83
115,238 3,738

Operating leases are negotiated and rentails are fixed for lease term ranging from two to three
years.

The operating lease rentals of certain coffee shops of the Group are determined based on the
turnover of the coffee shops should such amounts be higher than the minimum guaranteed rental.

The Group as lessor

All the investment properties were leased out for a period of three years and the Group did not
have any renewal options given to the lessee. The future payments receivable by the Group with
one year under non-cancellable operating leases amounted to HK$292,000 (2005: HK$360,000).

40. SHARE OPTION SCHEMES

The Company's share option scheme (the “Scheme”) was,adopled by the shareholders pursuant to
a resolution passed on 20th September, 2002 for the primary purpose of providing the participants
with the opportunity to acquire proprietary interests in the Company and to encourage participants
to work towards enhancing the value of the Company and its shares for the benefit of the Company
and its shareholders as a whole. The Scheme will expire on 18th September, 2012.
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80. SHARE OPTION SCHERES - continuved

The total number of shares in respect of which options may be granted under the Scheme and any
other schemes is not permitted to exceed 10% of the shares of the Company in issue at the date of
shareholders’ approval of the Scheme (the “Scheme Mandate Limit") or, if such 10% limit is
refreshed, at the date of shareholders' approval of the renewal of the Scheme Mandate Limit. The
maximum aggregate number of shares which may be issued upon the exercise of all outstanding
options granted and yet to be exercised under the Scheme and any other share option schemes,
must not exceed 30% of the total number of shares of the Company in issue from time to time. The
number of shares in respect of which options may be granted to any individual in any one year is
not permitted to exceed 1% of the shares of the Company then in issue, without prior approval
from the Company’s and CIHL's shareholders. Each grant of options to any director, chief executive
or substantial shareholder must be approved by Independent Non-executive Directors of the
Company and CIHL. Where any grant of options to a substantial shareholder or any Independent
Non-executive Director or any of their respective associates would result in the shares of the
Company issued and to be issued upon exercise of options already granted and to be granted in
excess of 0.1% of the Company’'s issued share capital and with a value in excess of HK$5,000,000
in the 12-month period up to the date of grant, such grant must be approved in advance by the
Company’s and CIHL’s shareholders.

Options granted must be taken up within 30 days from the date of grant, upon payment of HK$1
per grant. An option may be exercised in accordance with the terms of the Scheme at any time
during the effective period of the Scheme to be notified by the Board of Directors which shall not
be later than 10 years from the date of grant. The exercise price is determined by the Directors of
the Company, and will not be less than the highest of the closing price of the Company’s share on
the date of grant, the average closing price of the share on the Stock Exchange for the five
business days immediately preceding the date of grant, and the nominal value.

No options have been granted under the Scheme.

41. RETIREMENT BENEFITS

The Group has established various retirement benefit schemes for the benefit of its staff in Hong
Kong and overseas. In Hong Kong, the Group participates in both a defined contribution scheme
which is registered under the Occupational Retirement Scheme Ordinance (the “ORSO Scheme”)
and a Mandatory Provident Fund Scheme (the “MPF Scheme”) established under the Mandatory
Provident Fund Ordinance in December 2000. The assets of the schemes are held separately from
those of the Group, in funds under the control of trustees. Employees who were members of the
ORSO Scheme prior to the establishment of the MPF Scheme were offered a choice of staying
within the ORSO Scheme or switching to the MPF Scheme, whereas all new employees joining the
Group on or after 1st December, 2000 are required to join the MPF Scheme.

For members of the MPF Scheme, the Group contributes 5% of the reievant payroll costs at a
maximum of HK$1,000 to the Scheme. The ORSO Scheme is funded by monthly contributions from
both employees at rate of 5%, and the Group at rates ranging from 5% to 7.5% of the employee’s
basic salary, depending on the length of service with the Group.

Arrangements for staff retirement benefits of overseas employees vary from country to country and
are made in accordance with local regulations and customs.
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41. RETIREMENT BENEFITS - confinued

Where there are employees who leave the ORSO Scheme prior to vesting fully in the contributions,
the contributions payable by the Group are reduced by the amount of forfeited contributions. The
amount of forfeited contributions utilised in this manner during the year was HK$201,000 (2005:
HK$206,000). At 31st March, 20086, the total amount of forfeited contributions, which arose upon
employees leaving the ORSO Schame and which are available to reduce the contributions payabte
in future years, was HK$59,000 (2005; HK$70,000). At 31st March, 2006, contributions of
HK$555,000 (2005 HK$272,000) were due in respect of the reporting period and were paid over to
the ORSO Scheme in April, 20086,

47, RELATED PARTY TRANSACTIONS

Details of the material transactions with CIHL and its subsidiaries and the Caompany's associate
regarded as related parties for the purpose of HKAS 24 “Related Party Disclosures” issued by the
HKICPA are as follows:

(a) On 28th March, 2005, the Company renewed the management agreement with Chevalier
{HK} Limited ("CHKL"), a wholly-owned subsidiary of CIML, for the provision of company
secretarial, accounting, electronic data processing, personnel and property management
services by CHKL to the Group in respect of the year ended 31st March, 2006 at a
management fee calculated at the rate of 0.5% of the annual turnover of the Group excluding
those of its overseas subsidiaries. Management fees paid to CHKL during the year under
this agreement amounted to HK$4,005,000 (2005: HK$2,775,000). The management
agreement expired on 28th March, 2006 and has been renewed for a further term of one
year.

(b} During the year, the Group sold computer equipment and business machines and provided
maintenance services to wholly-owned subsidiaries of CIHL totalling HK$10,103,000 {2005:
HK$10,241,000).

(c) During the year, the Group paid rentals determined with reference to market amounting to
HK$4,305,000 (2005: HK$3,828,000) to wholly-owned subsidiaries of CIHL, for the use of
their premises by the Group.

{d) During the year, the Group paid storage and delivery charges amounting to HK$158,000
(2005: HK$2,054,000) and HK$Nil (2005: HK$735,000), respectively, to a wholly-owned
subsidiary of CIHL to cover its costs for services provided to the Group.

{e) The Group made advances totalling HK$1,366,000 (2005: repaid HK$1,304,000) to an
associate. Full provision of approximately HK$1,745,000 was made on the outstanding amount
due at 31st March, 2006 (2005: provision of HK$1,140,000).

(f The remuneration paid and payable to the directors and other members of key management
during the year was disclosed in note 36. The remuneration of directors and any key
management is determined by the remuneration committee having regard to the performance
of individuals and market trends.

The outstanding balance due from CIHL and its subsidiaries arising from the above transactions

mentioned in (a) to (d) and payment of recurring expenses on behalf of the Group as at 31st
March, 2006 amounted to HK$3,083,000 (2005 HK$1,477,000).
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Name of company

Chevalier (Biotech) Limited

Chevalier iTech Limited

Chevalier tTech Thai Limited
{rota 2}

Chevalier iTech Services Limited

Chevalier (Network Solutions)
Limited

Chevalier Network Solutions Thai
Limited
Chevalier {OA) Holdings Limited

Chevalier {OA) Limited

Chevalier Pacific Catering
Management (Beijing)
Company Limited (nofe 1)

Chevalier (Satellink) Limited

Place or country
of incorporation
or registration/
operation

Hang Kong

Hong Kang

Thailand

Hong Kang

Hang Kong

Thailand

Hong Kong

Hong Kong

Mainland China

Hong Kong

| Principal Subsidiaries [}

N

Effective percentage of
issued share capitall

Issued and paid registered capital
Class of  up share capitall held by the Company
shares registered capital  No. of shares  Directly Indirectly  Principal activities
% %
Ordinary HK$2 2 - 100 Investment halding
Ordinary ~ HK$5200,000,000 200,000,000 - 100 Investment halding,
trading of
computer and
investments
in securities
Ordinary ~ BAHT18,980,000 189,800 100 - Trading of computer
Preference BAHT1,020,000 10,200 100 - and business
machines
Ordinary HK$2 2 - 100 Trading and
servicing of
computer and
business machines
Ordinary HK§2 2 - 100 Network systems and
solution services
Ordinary ~ BAHT15,000,000 150,000 100 - Trading of
telecommunication
equipment
Ordinary HK$31,600,000 316,000,000 100 - Investment holding
Ordinary HK$100,000 100,000 - 100 Trading of computer
and office
equipment and
provision of repair
and maintenance
services
Not applicable US§434 000 Not applicable - 100 Operalion of coffee
shops
Ordinary HK$365,002 365,002 - 100 Installation of

satellite antennae
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# Principal Subsidiaries

Effective percentage of

Nat e of company

Place or country
of incorporation
or registration/
operation

Class of
shares

Issued and paid
up share capitall
registered capital

No. of shares

issued share capitall
registered capital

held by the Company
Directly Indiractly

Principal activities

% %
Guangzhou Chevalier iTech Mainland China  Not applicable HK$5,000,000  Net applicable - 100 Maintenance
Cervices Co., Ltd. (note 1) services
Lucky Fine Limited Hong Kong Ordinary HK§$2 2 - 100 Property investment
Paiiific Coffee Company Limited Hong Kong Ordinary HK$77,355 717,358 - 100 Trading of coffee
products, operation
of coffee shops
and provisicn of
maintenance
Services
Pa:ific Coffee Company {5) Singapore Ordinary $$100,000 100,000 - 100  Operation of cotiee
[He Ltd shops
Pacific Coffee (Koldings) Limited British Virgin Ordinary 5540,034 400,337 - 100 Investment holding
Islands
PCC Investment Limited Hang Kong Ordinary HK§2 2 - 100 Operation of coffee
shops
PC:C Investment {11 Limited Hong Kong Ordinary HK$2 2 - 100 Operation of coffee
shops
Sip Aswin Limited Thailand Ordinary ~ BAHT15,000,000 150,000 100 - Property investment
EXEBER(ERERLT Mainland China  Not applicable US$140,000  Not applicable - 00 Operation of coffee
{note 1} shops
Motes:
(1) Established in the Mainland China as wholly foreign owned enterprise.
(2} Preference shares are 10% non-cumulative and every four preference shares of this company carry one vote.
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