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MANAGEMENT DISCUSSION AND ANALYSIS EXEE R R 2

FINANCIAL REVIEW

During 2002, the Company, by way of placing and top-up subscription,
placed 600,000,000 shares at HK$0.16 per share to independent third parties
and raised HK$93,228,000 after deducting related expenses. As set out in
the circular of the Company dated 20 June 2002, the proceeds was intended
to provide funding for four transactions, if completed, or general working
capital for the Group. The four transactions were (a) assignment of 80%
interest of net income in relation to Project EC120; (b) capital injection into
CATIC Siwei Co., Ltd (“CATIC Siwei”); (c) establishment of an equity joint
venture to be engaged in utilizing geographical information system and
global positioning system technologies to manufacture location-based
navigation products and to provide related services; and (d) establishment
of an equity joint venture to be engaged in aircraft leasing and provision of
related services. As at 31 December 2002, HK$39,759,000 and
HK$5,567,000 were utilized to complete the above transactions (a) and (c)
respectively and subsequently on 17 January 2003, HK$25,111,000 was
also utilized to complete the above transaction (b). As set out in the
Company’s announcement dated 30 January 2003, the agreement to set up
the equity joint venture referred to in (d) above was terminated as the
prospect for aircraft leasing market in China was not as promising as
previously expected. Accordingly, the remaining sum of HK$22,791,000
was used to provide general working capital for the Group.
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During the year, Hangzhou Sealand increased its bank borrowings by
RMB25,000,000 to RMB53,000,000 as at 31 December 2003 (2002:
RMB28,000,000) mainly for the purpose of providing the necessary funding
for its expansion plan to increase electricity and steam power production
capacity. Steady income arising from energy sales helps Hangzhou Sealand
meet the interest costs from fixed rate bank borrowings and renew their
maturities each year. Out of the above bank borrowings of RMB53,000,000,
RMB40,000,000 (HK$37,736,000) was secured by guarantee of three
customers and the balance was secured by pledge of certain production
facilities and land of Hangzhou Sealand with carrying value amounting to
HK$24,389,000 (2002: HK$35,872,000) as at 31 December 2003.
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To cater for the project cashflow requirements, the Group mainly utilizes
cash inflows from project receipts to finance its project costs whilst making
use of short term trade finances at floating interest rate to finance the initial
mobilization project outlays. Besides, pursuant to the prevailing trade
practices of the building industry, the Group is also required to issue bid
bonds and performance guarantees. As at 31 December 2003, aggregate
banking facilities extended by banks in relation to facade contracting works
amounted to HK$236,000,000 (2002: HK$171,000,000), thus further
strengthening the Group’s ability to tender for more new contracts and to
undertake further contracts in the future. Certain of the Group’s assets
(consisting of time deposits and part of long term investments and fixed
assets) with carrying value of HK$107,750,000 as at 31 December 2003
(2002: HK$74,891,000) were pledged to banks as security for the banking
facilities.

On an overall basis, as at 31 December 2003, the Group had cash in hand
(including bank balances and time deposits) in the amount of
HK$239,581,000 (2002: HK$185,953,000) and after deducting borrowings
of HK$93,923,000 (2002: HK$70,511,000), had in hand net cash of
HK$145,658,000 (2002: HK$115,442,000) which provides ample liquidity
to facilitate the Group’s investment activities. On the basis of net borrowings
(borrowings less cash in hand) relative to shareholders’ equity for the purpose
of computing gearing ratio, the Group was practically debt free as at 31
December 2002 and 2003.

EREIRZWITER  AEBFZTEUNIRAGHORRSTAEATIRRERKAN
MEEES UM IR ZHBAYHRERIFAARITIECHE SR
BRMWEES o LN $EIWEEE§L% *%E‘J%‘%ﬁﬁﬂ&ﬁ&@i’ﬂ%ﬂm °
@% TEEZF+ A=+ B RBITIFTUAEIIMNEEGTIRESNEE
%Er_L236OOOOOO/%7E(_?7_$ 171,000,000/ 7T) + A A8 A&
lElfétm&&%%ﬁEy%ﬁIkaﬁ BN ERBBEEZER  A&EEMNSE
FEEGrETHERATMEHEEMEEEE) REE107,750,0007% 7T
—EZET T4 1 74,891,000 0) B I FERTT o

BERG  HEZZTE=F+A=+—H  AxEEZFHERS (BRERT
@17 N E BF ) &3 239,581,000 L (ZFZF — 4 : 185,953,000/ 7T) -
MK 1EE93,923,0008 L (ZEZ =4 : 70,511,0008 L) 1% * FFEBEEE
145,658,000/ 70 (ZZZ =4 : 115,442,000 7T) * AAEEEREEE L
REZETHHRER FAGBLHXZFEE (BERFS Eiﬁi)éﬁiﬁﬁir**
EMERLE  AEER_ZE_FER_ZTT=-F+-_HA=+—HEEEH
2 BfE -




TEMERMHABERARLRE —Z2=FFR

The Group’s deposits and borrowings are mainly denominated in the
currencies of the areas in which the Group’s respective businesses operate.
Therefore, the Group’s exposure to foreign exchange risk is minimal and
hence no hedging activities are needed.

MATERIAL ACQUISITIONS AND INVESTMENTS

As set out above, the Group injected HK$25,111,000 into CATIC Siwei,
representing 40% of the registered capital of CATIC Siwei as enlarged.
Furthermore, China Nav-Info Co., Ltd. (“China Nav-Info”), an equity joint
venture set up by the Group, CATIC Siwei, China Siwei Surveying & Mapping
Technology Corporation (“China Siwei”) and two other unrelated companies
to be engaged in utilizing geographical information system and global
positioning system technologies to manufacture location-based navigation
products and to provide related services, was established on 3 December
2002 and pursuant to the relevant equity joint venture agreement, the Group
and CATIC Siwei contributed RMB5,900,000 and RMB2,950,000 into China
Nav-Info, representing respectively 20% and 10% of China Nav-Info’s
registered capital. Subsequently during the year, pursuant to the relevant
capital increase agreement and with the unanimous consent of all the
shareholders of China Nav-Info, the Group, CATIC Siwei and China Siwei
made further capital contributions of RMB9,000,000, RMB5,300,000 and
RMB16,200,000 to China Nav-Info, representing respectively 24.83%, 13.75%
and 43.72% of China Nav-Info’s registered capital as enlarged, for the purpose
of providing further funds to China Nav-Info for its business developments.
By way of this capital increase, the Group’s effective equity interest (including
the interest held via CATIC Siwei) in China Nav-Info has increased to 30.33%
from 24% previously held.
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Aircraft Components

As set out in the Company’s announcement dated 13 May 2003, pursuant to
the resolutions passed at the annual general meeting held on 13 May 2003,
the Company eliminated its accumulated losses of HK$283,592,863 as at 31
December 2002 in full by way of set off against the entire amount of
HK$273,184,163 standing to the credit of its share premium account and
the application of HK$10,408,700 out of its contributed surplus account.
This move allows the Company to pay dividends out of its retained earnings
to shareholders at an earlier opportunity in the future.

On 24 December 2003, the Company entered into an agreement with an
independent third party to pay US$5,000,000 (equivalent to approximately
HK$39,000,000) for the exclusive distributorship of certain helicopter engines
produced by the third party in the next three years.
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As set out in the Company’s announcement dated 26 September 2003, the
Company entered into a non-binding memorandum of understanding with CATIC
on 26 September 2003 in respect of a possible acquisition by the Company of a
stake in certain business of CATIC in relation to sourcing and trading of aircraft
components and provision of after sales services. On 29 March 2004, the
Group has entered into a sale and purchase agreement with CATIC (H.K.)
Limited (“CATIC (HK)”), a wholly-owned subsidiary of CATIC, pursuant to which
the Group agreed (i) to acquire a 45% interest in the entire issued share capital
of CATIC International Support Limited (“CISL”), a wholly-owned subsidiary of
CATIC (HK); and (ii) to accept the assignment of 45% of a shareholder’s loan in
the amount of HK$50,000,000 to be made by CATIC (HK) to CISL, at an
aggregate consideration of not more than HK$100 million. CISL has been
appointed as the exclusive overseas agent of CATIC for its distribution and
trading of aircraft components and provision of related services. Further details
are set out in the Company’s announcement dated 30 March 2004.

EMPLOYEES AND REMUNERATION POLICY

As at 31 December 2003, the Group’s workforce consisted of 912 employees
(2002: 910). The prevailing market conditions of the businesses concerned as
well as the performance and experience of the employees are taken into
consideration by the Group in formulating the remuneration levels and benefit
packages of its employees. Besides, incentive performance bonus and share options
are also granted to eligible employees in consideration of their performance and
contributions to the Group. For the year ended 31 December 2003, options in
respect of 150,000,000 shares at the exercise price of HK$0.13 per share were
granted to eligible employees. Moreover, the Group also provides its employees
with in-house training and subsidizes them to pursue external training courses.
Hence, their professional expertise and safety knowledge are strengthened whilst
the Group’s productivity and the quality of management are enhanced.
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