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Management Discussion and Analysis

FINANCIAL REVIEW

For the year ended 31 July 2005, turnover of the Group amounted to approximately HK$11.1 million,
as compared to HK$19.6 million for the corresponding period in 2004. The continuous decrease in
turnover was mainly due to the continuous sluggish construction market in Hong Kong and the fact
that the management of the Group had diverted their efforts in (i) working with the Scheme
Administrator for the formulation of the Global Solution; and (ii) resolving the financial difficulties of
the Group as mentioned above.

Net loss for the year ended 31 July 2005 for the Group is approximately HK$27.5 million as compared
to HK$16.5 million for the corresponding period in 2004. The Group's deficiency of assets and its net
current liabilities is approximately HK$55.6 million and HK$34.3 million respectively as comparing to
HK$44.7 million and HK$28.3 million respectively at 31 July 2004. Measures to mitigate such losses
are highlighted in the sections headed “Business Prospects” in the Chairman’s Statement and “Liquidity
and Financial Resources” below.

The Group continues to operate under a high gearing level. The Group’s current ratio (current assets to
current liabilities) as of 31 July 2005 was 34% as compared to 42% for the corresponding period in
2004.

OPERATING REVIEW

The Group is actively pursuing marketing and tendering work to secure orders and contracts for marine
construction works under coming large scale developments and projects which will require marine
construction plant of large output performance like those possessed by the Group. The Group’s marine
construction engineering operations are expected to be expanded accordingly and to make positive
contribution to the Group's revenue.

The Group has resumed its shipbuilding business and has received considerable orders for the supply
of various kinds of reconditioned second hand marine engineering vessels. These confirmed orders
and other orders which are close to be concluded are expected to contribute positively to the Group’s
revenue.

The Group is now co-operating with major structural steel engineering contractors in the PRC and has
recently gained a new contract for the Stonecutters Bridge project and has also secured a pre-bid
commitment from one of the few tenderers for the main contract of the superstructure for Zhu Jiang
Huang Bu Bridge. These contracts, if concluded, are expected to make positive contribution to the
Group's revenue.

For the year ended 31 July 2005, out of the Group's turnover of HK$11.1 million (2004: HK$19.5 million)
marine engineering (comprising marine engineering construction and shipbuilding business) amounted
to approximately HK$7 million (2004: HK$19 million) while structural steel engineering contributed
approximately HK$4.1 million (2004: HK$0.5 million).
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LIQUIDITY AND FINANCIAL RESOURCES

As at 31 July 2005, the Group had in aggregate other borrowings of approximately HK$116 million
(2004: HK$99 million). Details of the Group’s indebtedness and obligation are set out in note 16 to the
financial statements.

Pursuant to the refinancing arrangements among certain then lenders of the Group, certain related
parties (the “Related Parties”) of the Group and certain members of the Group, such lenders had
assigned their interests in the loans due from the Group to the Related Parties which included Universal
Grade Limited, Hong Hay Pte Limited and Windermere Pte Limited (“Windermere”). As at the Latest
Practicable Date, Universal Grade Limited and Hong Hay Pte Limited had no further outstanding
obligations under the assignment of loans. The Directors understand that the outstanding payment to
be made by Windermere to the lender concerned amounted to approximately US$6 million as at 31
August 2005 and such outstanding amount shall be paid by Windermere in accordance with the
payment schedule agreed between Windermere and the lender concerned and may also be reduced
by the proceeds received by the Group in respect of the disposal of the non-core vessels owned by UDL
Marine Assets (Singapore) Pte Limited, a wholly-owned subsidiary of the Company. The Group will
also continue to handle any disposal of the non-core vessels as described above.

The assigned loans now owing by the Group to the Related Parties will be due for repayment on 1
August 2006. Save as disclosed below, there has not been any substantive negotiation between the
Group and each of the Related Parties as regard how such loans shall be repaid or refinanced when
they fall due. The previous understanding between the Company and the Related Parties as disclosed
in the financial statements in the 2004 Annual Report was that the conversion of the loans into equity
of the Company would be an alternative to repayment in cash if the Company was unable to repay the
Related Parties in August 2006. Given that these loans will not be due for repayment in around a
years time, no definitive agreements have been reached at this stage regarding the equity conversion
of these loans. The amount owing by the Group to the three Related Parties amounted to approximately
HK$100.5 million (2004: HK$94.2 million).

Currently, the Group's operations are principally funded by (1) deposits or mobilisation payments
under the new orders received; (2) short-term financing by Harbour Front; and (3) normal commercial
credit terms granted by suppliers and vendors.

For the purposes of providing the Company with adequate working capital for financing needs before
and after implementation of the Global Solution up till the completion of the possible fund raising
exercise, the Group has just secured an interim financing facility in the amount of HK$20,000,000
from Harbour Front under an interim finance agreement dated 5 October 2005.
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EMPLOYEES

As at 31 July 2005, other than the outsourcing vendors but including contract workers, the Group had
an aggregate of 65 technical and working staff. The directors are actively reviewing staffing levels and
remuneration packages with a view to maintain cost-effective management structure.

PROSPECT AND FUTURE PLANS
The Group continues to focus on marine engineering, structural steel engineering and general
contracting business.

With the new infrastructure developments such as the Southeast Kowloon Development, the Old Kai
Tak Airport Redevelopment, the North Lantau Development and the Hong Kong, Zhuhai and Macau
Link expected to be implemented in the coming years following the recent recovery of the local economy
together with the increase in demand for marine construction engineering services in the adjacent
areas like Macau and the Guangdong Province, the Group is actively pursuing marketing and tendering
work in order to secure orders and contracts for marine construction works under these large scale
developments and projects.

On the provision of contracting and engineering services, the Group is now working on the re-admission
to the List of Approved Contractors for Public Works of the Hong Kong Government (the “List of
Approved Contractors”) and the Group now targets to gain the re-admission as soon as possible after
completion of the Global Solution so that the Group will be qualified to participate in the Hong Kong
Government's public works projects. Taking into account the recent announcement made by the Hong
Kong Government as regard the various public works projects, including over a hundred municipal
facilities and basic infrastructure projects having been postponed after the Asian financial turmoil, the
Directors are of the view that the re-admission in the List of Approved Contractors will certainly bring
business opportunities to the Group.

CONTINGENT LIABILITIES
Save for the contingent liabilities as disclosed in note 26 to the financial statements, there is no other
contingent liabilities that the Group is aware of.
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