MANAGEMENT DISCUSSION AND ANALYSIS

THEF®ES W

FINANCIAL RESULTS

During the year under review, the Group recorded a turnover of
approximately HK$324,693,000 (2002: HK$44,134,000) and a profit
of approximately HK$4,031,000 (2002: loss of HK$30,009,000 as
restated). The substantial increase in turnover was contributed by
the investment trading and holding segment. Turnover of this
segment was approximately HK$266,294,000 during the year ended
31 December 2003 (2002: HK$1,967,000).

The Group’s staff costs and other operating expenses decreased
by 51% to HK$31,497,000 for the review period in comparison with
last year (2002: HK$64,034,000).

BUSINESS REVIEW AND PROSPECTS
Broking

Affected by the sluggish local stock market and the outbreak of the
severe acute respiratory syndrome (the “SARS”), turnover of our
broking business in the first half of 2003 decreased significantly. In
April 2003, the Hang Seng Index was as low as 8,409. The average
daily trading volume on the Main Board of The Stock Exchange of
Hong Kong Limited (the “Stock Exchange”) for the first five months
of that year was HK$6,617 million, compared with HK$7,487 million
in the same period in 2002, representing a decrease of 12%. After
suffering from the effect of the depressed economy for few months,
the stock market was then fuelled by various favourable news,
particularly the SARS being contained in June 2003, coupled with
the announcement of the relaxation of mainland travel restriction
and the signing of the Closer Economic Partnership Arrangement
with Hong Kong by the China officials to boost the local economic
activities. The Hang Seng Index finally soared by 50% to 12,594 on
12 December 2003. The upward trend was accompanied by an
increase in average daily trading volume during the period from 1
July 2003 to 31 December 2003, which surged by 136% to
approximately HK$13.6 billion compared with the same period in
2002. In late 2003, the local securities market was further boosted
by the new issues. The frenzy for IPO intensified by the persistent
spectacular performance of new shares, which were mainly leading
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

THEA®E S W (&)

state-owned enterprises and quality private enterprises in China
seeking their listings in the Hong Kong market, was attractive to
retail investors, the main client source of the Group, with an appetite

and hope for quick profits.

The substantial decrease in turnover of our broking business during
the bearish times in early 2003 was compensated by the increase
during the bullish times in late 2003. As a result, turnover of the
broking segment was only slightly decreased by 3% to
HK$28,512,000 (2002: HK$29,365,000). The performance of this
segment has a marked improvement in 2003, which was mainly
due to the decrease in staff costs and other operating expenses
incurred during this year.

Financing

To compensate for the slowdown of activities of the traditional
securities brokerage business, the Group has commenced to
engage in the money lending business in late 2002 and the results
of this business is fruitful. The Group will continue to adopt a prudent
and conservative financing policy and a strict control on loan lending
as an effort to control the risk level to protect the interests of the
shareholders.

Investment trading and holding

In order to further enhance our shareholders’ value, the Group has
expanded its investment in proprietary share trading. The turnover
of this segment has increased substantially from HK$1,967,000 in
2002 to HK$266,294,000 in 2003.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)
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FINANCIAL REVIEW
Liquidity, Financial Resources and Funding

At 31 December 2003, the Group had net current assets of
HK$223,795,000 (2002: HK$213,291,000).

At 31 December 20083, the Group had cash reserve of approximately
HK$90 million (2002: HK$59 million), which included approximately
HK$61 million (2002: HK$32 million) of client’s funds that were kept
in designated segregated bank accounts. Most of the cash reserves
were placed in Hong Kong dollar short-term deposits with major

banks in Hong Kong.

The gearing ratio as at 31 December 2003 was 54% (2002: 5%).
The gearing ratio was derived by dividing the aggregate of bank
borrowings and other borrowings by the amount of shareholders’
equity. The liquidity ratio of the Group, represented by a ratio between
current assets over current liabilities, was 198% (2002: 355%),

reflecting adequacy of financial resources.

The Group’s debt capital structure changed considerably from the
structure at the end of 2002. The Group has outstanding bank
overdrafts of approximately HK$128,057,000 as at 31 December
2003 (2002: HK$8,866,000). The bank overdrafts were denominated
in Hong Kong dollars and interest bearing at prevailing commercial
lending rates. Listed investments belonging to clients were pledged
to secure these bank overdrafts. These overdrafts were used to
finance the Group’s operations. We expect that all these borrowings
will be repaid by internal generated funds.

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

requirements.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)
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Pledge of Assets

At 31 December 2003, listed investments belonging to clients with
total market value of approximately HK$405 million (2002: HK$28
million) were pledged to banks to secure overdraft facilities granted

to the Group.

Capital Structure

In December 20083, the Company undertook a capital reorganisation.

The reorganisation included the following:

@

each of the issued share of HK$0.10 each was subdivided into
5 shares of HK$0.02 each and each of the unissued share of
HK$0.10 each was subdivided into 10 new shares;

the nominal value of each of the subdivided share of HK$0.02
each of the Company in issue was reduced to HK$0.01 by
cancelling the paid-up capital to the extent of HK$0.01 on each
issued subdivided share so that the issued share capital of the
Company of HK$60,000,000 was reduced by HK$30,000,000
to HK$30,000,000;

the entire amount of approximately HK$43,652,000 standing
to the credit of the share premium account of the Company

was reduced to zero; and

the credit arising from the capital reorganisation was transferred
to the contributed surplus account of the Company and an
amount of approximately HK$88,986,000 standing to the credit
of the contributed surplus account was applied to eliminate the
whole accumulated losses of the Company of approximately
HK$88,986,000 as at 30 June 2003.

Apart from this, there was no change in the Company’s capital

structure during the year ended 31 December 2003.
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Exchange Rate Risk

The Group is exposed to a very limited level of exchange risk as the

business transactions of the Group are mainly denominated in Hong

Kong dollars.

Material Acquisitions and Disposals of Subsidiaries

The Group had no material acquisition and disposal of subsidiaries

during the year ended 31 December 2003.

Human Resources

As at 31 December 2003, the Group had 46 employees.

The Group remunerated its employees mainly based on the
individual’s performance and experience. Apart from the basic
remuneration, discretionary bonus and share options may be granted

to eligible employees by reference to the Group’s performance as

well as individual’s performance.

The Group will continue to emphasise on staff training and total

quality management to better prepare its staff for the upcoming

changes and challenges in the market and industry.
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