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CHARACTERISTICS OF THE GROWTH ENTERPRISE MARKET (*GEM”) OF
THE STOCK EXCHANGE OF HONG KONG LIMITED (THE “STOCK EXCHANGE”")

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

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

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

The Stock Exchange takes no responsibility for the contents of this report, makes
no representation as to its accuracy or completeness and expressly disclaims
any liability whatsoever for any loss however arising from or in reliance upon the
whole or any part of the contents of this report.

This report, for which the directors of VALUE CONVERGENCE HOLDINGS LIMITED
collectively and individually accept full responsibility, includes particulars given
in compliance with the Rules Governing the Listing of Securities on the GEM of
the Stock Exchange (“GEM Listing Rules”) for the purpose of giving information
with regard to VALUE CONVERGENCE HOLDINGS LIMITED. The directors of
VALUE CONVERGENCE HOLDINGS LIMITED, having made all reasonable
enquiries, confirm that, to the best of their knowledge and belief: (1) the information
contained in this report is accurate and complete in all material respects and not
misleading; (2) there are no other matters the omission of which would make any
statement in this report misleading; and (3) all opinions expressed in this report
have been arrived at after due and careful consideration and are founded on
bases and assumptions that are fair and reasonable.
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The board (the “Board”) of Directors (the “Directors”) of Value Convergence
Holdings Limited (the “Company”) is pleased to present the unaudited condensed
consolidated results of the Company and its subsidiaries (collectively the “Group”)
for the three months and six months ended 30th June 2004, together with the
unaudited comparative figures for the three months and six months ended 31st
March 2003 (The Company has changed its financial year end date from 30th
September to 31st December with effect from 2003).

During the six months ended 30th June 2004, the Group has achieved encouraging
performance with both the investment banking and financial services business
and the technology business being turned around and reported profits.

HIGHLIGHTS

e Turnover for the three months and six months ended 30th June 2004 amounted
to approximately HK$44.3 million and HK$100.1 million respectively, an
increase of approximately 151% and 241% as compared to the turnover for
the three months and six months ended 31st March 2003 respectively.

e The Group recorded profit attributable to shareholders of approximately
HK$24 million and HK$32.5 million for the three months and six months
ended 30th June 2004 respectively, as compared to a loss of approximately
HK$17.4 million and HK$24.7 million for the three months and six months
ended 31st March 2003 respectively.

. During the review period, the Group has rationalized its lines of businesses
by disposing its technology business and focusing its development in the
investment banking and financial services business. Completion of the
disposal was effective on 31st May 2004.
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MANAGEMENT DISCUSSION AND ANALYSIS

Business Review

Investment banking and financial services business

During the first quarter of 2004, the market sentiments in both the HK and US
markets had improved steadily and investors’ sentiment had remained bullish.
The Hang Seng Index had risen from 12,575 at the beginning of 2004 to close at
13,928 on 18th February 2004, its highest for the first half of 2004. However, the
local stock market experienced a significant correction since March 2004 amidst
the fear of rising interest rate in the US. The Hang Seng Index slid to its lowest
for the first half of 2004 at 10,967 on 17th May 2004 and closed at 12,285 at the
end of June 2004. The June closing Hang Seng Index represents a drop of 12%
from its hike of 13,928 on 18th February 2004. The average daily market turnover
of the Hong Kong stock market including GEM has improved from approximately
HK$13.6 billion for the second half of 2003 to approximately HK$16.8 billion for
the first half of 2004.

At present, the Group’s investment banking and financial services business
primarily comprise brokerage (securities, futures and options broking and dealing)
and investment banking (corporate finance advisory service, initial public offerings,
mergers and acquisition advisory services). As a result of increased stock market
activities during the first half of 2004, business volume and transactions for the
Group’s brokerage division were increased. Also, the brokerage division managed
to gain market shares in the stock, futures and options markets. During the
review period, the investment banking division has completed several placement
and IPO transactions during the period. In addition, the benefits arising from the
implementation of strategic and operational initiatives, including cost
rationalization, taken after acquisition of this business in late 2002 has continued
to benefit the Group’s overall performance.

The Group’s research team has established a solid reputation in providing quality
and independent company analyses and research reports. Also, the Group is
gradually building up its asset management capability and a team of asset
management professionals has been appointed.

The Group has set up new offices in Shenzhen, Beijing and Shanghai during the
first half of 2004 in order to expand our deal sourcing capability for the investment
banking business as well as to provide better financial service offerings to our
PRC clients.

In response to requests of Monetary Authority of Macau (the “Authority”),
supporting documents regarding the Group’s application for a financial service
licence to conduct securities and futures trading and brokerage business in
Macau were submitted to the Authority on several occasions. The Group is waiting
for the Authority’s decision on the said application.
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Technology business

The Group’s technology business, through iAsia Online Systems Limited and
other iAsia group of companies (“iAsia”), provided comprehensive online trading
and related systems and services to financial institutions and intermediates. During
the first half of 2004, iAsia had developed Bullion Deal Matching System, which
was well received by the customers. In addition, iAsia has been improving and
integrating the existing modules of online trading and related systems to better
suit the customers’ needs and the inclusion of the Bullion Deal Matching system
has enhanced the comprehensiveness of the systems.

Through Elixir Group Limited (“Elixir”) and its Macau subsidiary, Elixir offered
clients in Hong Kong, Macau and the PRC full range of hardware systems, system
integration services and system network services that complement iAsia’s software
products. During the first half of 2004, Elixir continued to fulfill its service contracts
signed in second half of 2003 with Sociedade de Jogos de Macau, S.A. and
other customers. Also, Elixir also expanded its clientele and entered into new
service contracts with new third party customers.

On 19th March 2004, the Company entered into a conditional sale and purchase
agreement with Melco International Development Limited (“Melco”), the Company'’s
ultimate holding company, whereby the Company has conditionally agreed to sell
and Melco has conditionally agreed to purchase the entire issued share capital
of the iAsia Group, including iAsia group of companies and Elixir group of
companies, for a consideration of HK$27.9 million. The consideration was settled
in cash and sale proceeds were used to repay a shareholder’'s loan owed by one
of the Company’s subsidiaries to the Melco Group. The Company also gave a
guarantee to Melco that the net profit (after tax and minority interest) of the iAsia
Group will not be less than HK$4 million for the year ending 31st December
2004, failing which the Company will compensate the shortfall (up to a maximum
of HK$4 million) on a dollar for dollar basis. This disposal constituted a disclosable
and connected transaction of the Company under the GEM Listing Rules and a
circular with all the necessary details was prepared and sent to shareholders on
23rd April 2004. This disposal rationalized the Group’s business, enabling it to
focus on investment banking and financial services. The independent
shareholders’ approval in relation to the transaction had been obtained and the
disposal had been completed on 31st May 2004. A gain of approximately HK$26.4
million was recognized upon the completion of the disposal.

Financial and Segmental Performance

The Group’s consolidated turnover amounted to approximately HK$44.3 million
and HK$100.1 million for the three months and six months ended 30th June 2004
respectively (three months and six months ended 31st March 2003: HK$17.7
million and HK$29.3 million respectively), an increase of 151% and 241%
respectively over the comparative periods. Also, profit attributable to shareholders
amounted to approximately HK$24 million and HK$32.5 million for the three months
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and six months ended 30th June 2004 respectively (three months and six months
ended 31st March 2003: loss of approximately HK$17.4 million and HK$24.7
million respectively). The Group’s result has been turned around and improved
significantly.

Overall, the Group’s financial performance has made significant achievements
during the first half of 2004 with more than two-fold increase in revenue over the
comparable period and results turning around to a profit of approximately HK$32.5
million. The Group’s improved financial performance reflects improved market
activities and its improved competitiveness in increasing market share as well as
the continuing focus on margin improvement and cost rationalisation.

For segmental financial performance, during the three months and six months
ended 30th June 2004, turnovers attributed to the investment banking and financial
services business were approximately HK$24.3 million (55% of the total turnover)
and HK$65.5 million (65% of the total turnover) respectively as compared to
approximately HK$8.7 million (49% of the total turnover) and HK$9.3 million (32%
of the total turnover) for the three months and six months ended 31st March 2003
respectively. This segment recorded a profit before finance costs and taxation of
approximately HK$7.7 million for the six months ended 30th June 2004 as
compared to a loss of approximately HK$11.3 million for the six months ended
31st March 2003, representing a positive variance of HK$19 million. The
improvement in financial performance was primarily contributed by the increase
in stock market activities and the successful implementation of strategic and
operational initiatives to this business segment.

The technology business contributed approximately 35% of the Group’s turnover
for the six months ended 30th June 2004 with turnover amounted to approximately
HK$34.6 million as compared to approximately HK$20 million for the six months
ended 31st March 2003. This segment recorded a profit before finance costs
and taxation (before gain on disposal of subsidiaries) of approximately HK$2.2
million for the six months ended 30th June 2004 as compared to a loss of
approximately HK$7.3 million for the six months ended 31st March 2003. As
mentioned in the “Business Review” Section, the Group sold its technology
business on 31st May 2004 and focused its business in investment banking and
financial services.

During the review period, Hong Kong and Macau were the major markets of the
Group’s business. For the six months ended 30th June 2004, turnover of the
Group from the Hong Kong and Macau markets amounted to approximately
HK$70.2 million and HK$29.9 million respectively. The profit before finance costs
and taxation (before gain on disposal of subsidiaries) for the Hong Kong and
Macau markets amounted to approximately HK$9.9 million and HK$1.6 million
respectively. The operating result for the Macau market was principally contributed
by the technology business.
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CONDENSED CONSOLIDATED CASH FLOW STATEMENT
For the six months ended 30th June 2004

Unaudited
Six months ended
30th June 31st March

2004 2003
HK$'000 HK$’000
Net cash used in operating activities (102,201) (9,893)
Net cash from/(used in) investing
activities 23,099 (88,618)
Net cash from financing 26,584 113,844
(Decrease)/Increase in cash and
cash equivalents (52,518) 15,333
Cash and cash equivalents at
beginning of period 102,190 30,219
Cash and cash equivalents at
end of period 49,672 45,552
Analysis of balances of cash and
cash equivalents:
Bank balances and cash 49,672 45,552
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CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
For the six months ended 30th June 2004

Balance at 1st October 2002
Issue of rights shares

Issue of bonus shares
Expenses incurred in connection

with issue of rights shares

Loss attributable to shareholders
Exchange differences arising on

translation of accounts of
an overseas company

Balance at 31st March 2003

Balance at 1st January 2004
Profit attributable to shareholders

Reserves transferred to profit and

loss account arising from
an overseas company

Balance at 30th June 2004

Unaudited
Share Share Capital ~ Accumulated Exchange
capital premium reserve losses reserves Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
68,044 118,362 - (130,103) 844 57,147
102,067 - - - - 102,067
68,044 (68,044) - - - -
- (4,440) - - - (4,440)
- - - (24,705) - (24,705)
- - - - (15) (15)
238,155 45,878 - (154,808) 829 130,054
Unaudited
(Accumulated
losses)/
Share Share Capital Retained Exchange

capital premium reserve profit reserves Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
23,815 - 123,758 (25,579) 1,494 123,488
- - - 32,450 - 32,450

- - - - (1,494) (1,494)
23,815 - 123,758 6,871 - 154,444

INTERIM REPORT 2004



VaLue CoNVERGENCE HoLDINGS LIMITED
YE & 2 B B R 4 =

NOTES TO THE ACCOUNTS

1.

Basis of preparation of the accounts

These unaudited condensed consolidated interim accounts have been prepared in
accordance with the Hong Kong Statement of Standard Accounting Practice No. 25
“Interim Financial Reporting” issued by the Hong Kong Society of Accountants, the
accounting principles generally accepted in Hong Kong, and the disclosure
requirements of the Rules Governing the Listing of Securities on the GEM of the Stock
Exchange.

The principal accounting policies and methods of computation used in the preparation
of these unaudited condensed consolidated interim accounts are consistent with those
used in the annual report of the Company for the fifteen months ended 31st December
2003 issued on 18th March 2004. Certain comparative figures have been reclassified
to conform to the current period’s presentation.

The financial year end date of the Company has been changed from 30th September
to 31st December with effect from 2003. As a result, the comparative amounts for the
condensed consolidated profit and loss account, condensed consolidated cash flow
statement, condensed consolidated statement of changes in equity, and the related
notes to the accounts are not directly comparable.

Turnover

Turnover principally arises from the (i) investment banking and financial services
business (comprising, among others, corporate finance advisory services, initial public
offerings, mergers, acquisitions, securities, futures and options broking and dealing);
and (ii) technology business (comprising sales of technology solution systems and
provision of related services to customers in Asia). The technology business has
been disposed of on 31st May 2004 and therefore the technology business’ turnover
reflects turnover for the five months ended 31st May 2004.

Three months ended Six months ended
30th June 31st March 30th June 31st March
2004 2003 2004 2003

HK$'000 HK$'000 HK$'000 HK$'000

Turnover
Investment banking and

financial services 24,307 8,665 65,447 9,294
Sales of technology solution

systems and related services 20,018 9,000 34,623 20,041

44,325 17,665 100,070 29,335

Other revenues 1,593 380 2,604 546
Total revenues 45,918 18,045 102,674 29,881
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