Management Discussion and Analysis
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BUSINESS REVIEW AND PROSPECTS

During the year, the Group leveraged its expertise and track
record and continued to principally engage in the provision of
financial services including money lending, investment trading
and holding, broking, securities margin financing, corporate

finance and asset management.

Money Lending

During the year, interest income from money lending represented
12% (2003: 5%) of the Group’s turnover. The Group recorded a
loss due to the prudent approach towards provision concerning
money lending business. The Group will continue to adopt a
prudent approach to monitor and control our Group’s risk
exposure.

Investment Trading and Holding

Turnover reached HK$92,000,000, accounting for 54% of the
Group’s turnover. We will continue to invest in this area with a
view to ensuring it becoming one of our major lines of businesses.

Asset Management and Advisory Fee Income

Hong Kong is a major asset management centre in Asia. In
2003, total assets of fund management business in Hong Kong
amounted to HK$2,950 billion, of which HK$1,860 billion were
sourced from overseas investors and accounted for 63% of the
total. More institutional investors and individual investors
recognize the comprehensive array of asset management
products and services can help them uncover value-adding
investment opportunities and optimize their financial returns. The
Group leverages the wisdom of experienced funds managers to
provide an array of portfolio management solutions. As such,
the turnover of this segment increased 323% from HK$531,000
(2003) to HK$2,248,000.
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Management Discussion and Analysis (continued)
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Broking

Between July and September 2004, turnover on the Hong Kong
stock market decreased despite the rise of the Hang Seng,
H-share and red chip indices. The average daily turnover on the
Main Board dropped 11%, from the previous quarter to
HK$12.2 billion. The average daily turnover of Hang Seng Index
(“HSI”) constituent stocks fell 13% to HK$5.2 billion, representing
42% of total turnover. The average daily turnover of H-shares
dropped 16% to HK$3 billion while turnover of red chips fell
18% to HK$1.8 billion. The average daily turnover on the GEM
was HK$48,000,000, a 31% decrease from the previous quarter.
IPO activity also diminished between July and September 2004.

Despite these figures, improving economic conditions bolstered
investment confidence in the local market between October and
December 2004. In addition, the unemployment rate decreased
to 6.7% for the three months ended November 2004, while
deflation was deemed to have officially ended in October. These
factors, supported by the continued recovery of the property
market and strong land sales, further boosted market sentiment.
Trading was very active between October and December 2004.
The HSI advanced 8.5% to 14,320 on 31 December 2004, while
the H-share and red chip indices also rose 2% and 8.9%
respectively. IPO activity also increased.

Against the backdrop of favorable market sentiment in the Hong
Kong stock market, the Group’s commission income increased
11% from HK$29,400,000 (2003) to HK$32,500,000, representing
19% of Group’s turnover, and interest income from margin clients
increased 101%, accounting for 13% of Group’s turnover.
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Management Discussion and Analysis (continued)

Looking Ahead

Since last year, Hong Kong’s economy has been staging a
broader-based recovery. With the continued economic
development of the Mainland and the closer economic ties with
Hong Kong, our economy is expected to maintain steady growth
over the next four years. With deflation now a thing of the past,
the trend growth rate of nominal GDP from 2006 through 2009
is forecast at 5.5%.

The Group is optimistic that Hong Kong’s economy will maintain
solid growth. In particular, Hong Kong ranked first in Asia and
third in the world last year in terms of capital raised, with total
IPO and post-IPO equity funds reaching some HK$265 billion,
out-performing the London and Tokyo stock exchanges. This
demonstrates that Hong Kong has further consolidated its
position as the premier international capital-raising center for the
Mainland. The Group will continue to play a strong role in
providing services to other global partners looking to tap the
China market and identify new business opportunities. Meanwhile,
the Group will explore various ways to enhance its equity base.

FINANCIAL REVIEW
Financial Results

During the year ended 31 December 2004, the Group recorded
a turnover of approximately HK$169,137,000 (2003:
HK$324,693,000), representing a decrease of 48%. Overall
turnover declined mainly due to the decrease in contribution
from investment trading activities. Turnover of this segment
decreased by 65% to HK$91,955,000 for the year under review
in comparison with last year (2003: HK$266,294,000). However,
the decrease was partially offset by the increase in turnover in
broking, financing and asset management. Those sectors
recorded a turnover of HK$77,182,000, as compared to
HK$58,399,000 in the previous year.

The loss for the year was HK$77,674,000 (2003: profit of
HK$4,031,000). The loss per share was 2.59 cents (2003:
earnings per share of 0.13 cent). The loss was mainly due to the
Group’s adoption of prudent accounting treatment in respect of
doubtful debts in its securities margin-financing and money
lending businesses which resulted in a provision of
HK$95,624,000.
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Management Discussion and Analysis (continued)
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Liquidity, Financial Resources and Funding

As at 31 December 2004, the Group had net current assets of
HK$145,384,000 (2003: HK$223,795,000). The net decrease in
net current assets was attributable to the loss reported.

As at 31 December 2004, the Group had cash reserves of
approximately HK$73,928,000 (2003: HK$89,627,000), which
include approximately HK$65,342,000 (2003: HK$61,299,000)
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 2004 was 130% (20083:
54%). The gearing ratio was derived by dividing the aggregate of
bank borrowings and other borrowings by the amount of
shareholders’ equity. The increase in bank borrowings was mainly
due to the expansion of financing activities. The liquidity ratio of
the Group, represented by a ratio between current assets over
current liabilities, was 150% (2003: 198%), reflecting the financial
resources are in a healthy position.

The Group had outstanding bank overdrafts of approximately
HK$205,678,000 as at 31 December 2004 (2003:
HK$128,057,000). The bank overdrafts were denominated in
Hong Kong dollars and interest bearing at prevailing commercial
lending rates. Listed investments belonging to clients and the
Group were pledged to secure these bank overdrafts. These
loans and overdrafts were used to finance the Group’s operations.
We expect that all these borrowings will be repaid by the internal
generated funds.

Taking into account the financial resources available to the Group
including internal 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)

= g

Pledge of Assets

At 31 December 2004, listed investments belonging to clients
and the Group with total market value of HK$305,074,000 and
HK$22,859,000 respectively (2003: HK$405,026,000 and nil
respectively) were pledged to banks to secure overdraft and
loan facilities granted to two subsidiaries.

Capital Structure

There was no change in the Company’s capital structure during
the year ended 31 December 2004.

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 Acquisition and Disposal of Subsidiaries

On 12 January 2004, the Group entered into a conditional sale
and purchase agreement with REXCAPITAL Group Limited
regarding the disposal of the entire issued share capital of RFG
at a consideration of HK$229,000,000, subject to adjustment
with reference to the unaudited consolidated net asset value of
the RFG Group as at the determination date in accordance with
the terms of the sale and purchase agreement, and will be
payable in cash upon completion. This transaction has not been
completed up to the date of the accounts.

Apart from this, the Group had no material acquisition and
disposal of subsidiaries during the year ended 31 December
2004.
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Management Discussion and Analysis (continued)
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Human Resources A&
ZENFEF+—A=+—H NEBE£FLI3E
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As at 31 December 2004, the Group had 43 employees. i
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The Group remunerated its employees mainly based on the AEBITERBAREI RBESRETES
individual’s performance and experience. Apart from the basic FHBl -FREAMEIN REB N SR AEEELE
remuneration, discretionary bonus and share options may be R{EAREIXRBERAAERESER N T FERBIEA
granted to eligible employees by reference to the Group’s N

performance as well as individual’s performance.

The Group will continue to emphasize on staff training and total AEEBEEERETIEIIREZEREEE F
quality management to better prepare its staff for the upcoming 8 TRE{EF M EER MY T HE RITERRNE
changes and challenges in the market and industry. R HE -
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