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FINANCIAL REVIEW

The Group mainly finances its project outlays with the
cash inflows from its ongoing projects. Furthermore,
banking facilities are utilised for the issue of
documentary credits for purchases of materials, and bid
bonds and performance guarantees in accordance with
contractual terms. As at 31 December 2004, banking
facilities extended by banks in respect of documentary
credits and bank guarantees amounted to an aggregate
of HK$226,000,000 (2003: HK$236,000,000) which was
secured by certain time deposits, long term investments
and property with an aggregate net book value of
HK$79,512,000 (2003: HK$107,750,000).

In order to provide the necessary funding for the second
phase expansion plan for its electricity and steam power
generation capacity, Hangzhou Sealand has further
raised its bank borrowings during the year to
RMB75,000,000 (2003: RMB53,000,000). As a result,
interest costs on increased bank borrowings rose from
RMB1,649,000 for last year to RMB3,418,000 for this
year. Nevertheless, steady income arising from energy
sales is more than enough to meet the extra interest
outlays from these bank borrowings and to renew their
maturities each year. Out of the above bank borrowings
of RMB75,000,000, RMB52,000,000 (HK$49,057,000)
was secured by guarantees of five customers and the
balance was secured by pledge of the land of Hangzhou
Sealand and certain of its generation facilities with an
aggregate net book value of HK$24,024,000 (2003:
HK$24,389,000) as at 31 December 2004.

During the year, the Group continued to be financially
sound. As at the year end date, the Group had cash in
hand in the amount of HK$205,041,000 (2003:
HK$239,581,000). Total liabilities were also reduced
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correspondingly from HK$381,623,000 at the end of
2003 to HK$358,658,000 at the end of 2004. At the
same time, gearing ratio, calculated on the basis of net
borrowings (i.e. total borrowings less cash in hand)
relative to shareholders’ equity, remained at zero (2003:
Zero).

The Group's monetary assets, liabilities and transactions
are principally denominated in Hong Kong dollars,
Renminbi or US dollars. Given Hong Kong dollars being
pegged to US dollars and there are no material
fluctuations between Hong Kong dollars and Renminbi,
the Group’s exposure to foreign exchange risk is minimal.

MATERIAL ACQUISITIONS AND
INVESTMENTS

On 29 March 2004, Florex Investment Limited (“Florex”),
a wholly-owned subsidiary of the Company, entered into
an agreement (the “Agreement”) with CATIC (H.K.)
Limited ("CATIC (HK)"), a substantial shareholder of the
Company, to acquire from CATIC (HK) (i) its 45% equity
interest (the “Shares”) in CATIC International Support
Limited (“CISL"), an exclusive overseas agent of China
National Aero-Technology Import & Export Corporation
("CATIC"), the Company’s ultimate holding Company,
for distribution and trading of aircraft components and
the provision of related services; and (ii) its 45% interest
in a shareholder’s loan (the “Loan"), with an aggregate
sum of HK$50,000,000, to be advanced by CATIC (HK)
to CISL. Pursuant to the Agreement, the aggregate
consideration for the acquisition, which is limited to
the lesser of HK$100,000,000, or to be determined on
the basis of a price-earning ratio of 6.7 times of 45%
of the average audited net income of CISL for the two
years ending 31 December 2006, will be payable in
cash by installments as set out in the Agreement.
Moreover, pursuant to the Agreement, a put option
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was granted by CATIC (HK) to Florex, under which Florex
is entitled to sell back to CATIC (HK) the Shares and the
Loan at Florex’s absolute discretion at any time
commencing on the completion date of the transaction
and up to the fifth anniversary date. At the Special
General Meeting held on 20 May 2004, the connected
transaction was approved by the independent
shareholders of the Company. Further details of the
transaction are set out in the announcements of the
Company dated 30 March 2004 and 20 May 2004. As
Florex and CATIC (HK) are still in the process of finalising
the future business plan and operation of CISL,
additional time is required for CATIC (HK) to provide
the Loan to CISL. Florex and CATIC (HK) have therefore
mutually agreed in writing to extend the date by which
the conditions of the Agreement must be fulfilled (the
“Long Stop Date”) from 30 June 2004 to 31 March
2005 and again to 30 September 2005, or such later
date as the parties may agree in writing. Further details
regarding the twice extensions of the Long Stop Date
are set out in the announcements of the Company dated
17 September 2004 and 31 March 2005.

On 17 December 2004, Billirich Investment Limited, a
wholly-owned subsidiary of the Company, entered into
separate agreements to purchase an aggregate of
885,000,000 shares of Millennium Group Limited
("Millennium™), representing approximately 26.42% of
its then issued share capital, from two independent third
parties for a total cash consideration of HK$30,975,000.

Millennium, a company listed on The Stock Exchange
of Hong Kong Limited, is mainly engaged in investing
in diverse areas including electronic communication,
securities trading and property investment and investing
in the construction and operation of Liquified Petroleum
Gas (“"LPG") and Compressed Natural Gas (“CNG")
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stations in the Mainland, marketing and sale of plant
and equipment for gas stations and provision of related
system integration technology, the research,
manufacturing and distribution of conversion kits for
motor vehicles to switch to alternative fuel of LPG/CNG,
and LPG/CNG storage and distribution.

In view of the fast growing economy and the
continuously improving standards of living in the
Mainland, sale of cars is expected to increase, leading
to growth in the consumption of LPG and CNG. With
the increasing concern for environmental protection, LPG
and CNG would become increasingly popular as energy
sources of motor vehicles in the Mainland. Hence, the
acquisition would enable the Group to obtain an indirect
investment in the energy sector in the Mainland in
addition to its existing electricity and steam power
business there.

The acquisition was completed in January 2005. Further
details of the acquisition are set out in the
announcements of the Company dated 23 December
2004 and 19 January 2005.

EMPLOYEES AND REMUNERATION
POLICY

As at 31 December 2004, there were 890 (2003: 912)
employees in the Group. The Group formulates its
employees’ remuneration packages and incentive
performance bonus scheme according to the
performance and experience of the individual staff
concerned and the prevailing market salary levels. In
addition, the Group has established a share option
scheme under which share options may be granted to
eligible employees with outstanding performance.
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