”

Management Discussion and Analysis of Results of Operations and Financial Condition & % /& 13 & & £ & R & B kR 2 47

Results of operations
Turnover

For the year ended December 31, 2005 the Group turnover continued
to record a double-digit growth of 11.5% (2004: 11.8%) to HK$689.8
million, as compared with HK$618.6 million in last year. This further
underpinned the recovery in aggregate of our business as we had
explained in last year.

Gross profit

Despite severe price competition we managed to achieve high volume
of sales. The slight slip in the profit margin of 0.8% from 21.2% of last
year down to 20.4% this year did not hit much on our gross profit
which marked an increase by HK$9.3 million (+7.1%, 2004: +8.7%)
to HK$140.4 million (2004: HK$131.1 million).

In view of the foregoing satisfactory result, we would like to reiterate
the priorities of our Group: Focusing more on core business and
promising products; rejuvenating the image and developing the market
of self-owned brands; exploring with due diligence and care the
feasibility of new products and markets suitable for our Group.
Continuous efforts driven with momentum will be made to achieve
these directives.

Distribution costs and administrative expenses

Despite the double-digit growth in turnover, we managed to reduce
our distribution costs by HK$5.5 million (2004: HK$2.5 million) as
compared to last year. The board stays firm of the perception that,
going forward, efforts should not be stopped in all aspects of cost-

saving measures to maintain our competitiveness in the market.

Administrative expenses were up by HK$14.6 million from HK$80.5
million of last year to HK$95.1 million this year. Increased turnover and
capital investment for enhancing our overall operating capability,
particularly in our booming car business, resulted in correspondingly
higher staff and overhead costs.
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Results of operations (Continued)
Profit from operations

The Board is pleased to announce that our profit from operations was
at unprecedented high in recent years with a profit booking of
HK$76.3 million (2004: HK$2.1 million).

Other operating income of HK$10.7 million (2004: HK$6.8 million)
was mainly derived from rental income received from our properties.
As the property market is thriving again, we would anticipate a steady
growth of this income in the coming years.

A net profit of HK$13.1 million (2004: HK$0.6 million), which formed
part of profit from operations, reflected the fluctuation in value arising
from revaluation of properties as well as loss incurred on disposal of
properties.

During the year the Group and a supplier, Mitsubishi Heavy Industries,
Ltd ("MHI"), entered into a deed of settlement in relation to the
settlement of the debt due to MHI under a loan agreement. Pursuant
to the deed of settlement, the debt, being the aggregate of the
principal plus accrued interest thereon of approximately HK$135.0
million as at December 31, 2004, was finally settled in full with the
amount of approximately HK$46.8 million, resulting in a gain of
HK$88.2 million and included in the Group's operating result.

For the sake of prudence, if not overly cautious, full provision of
contingent liabilities in the sum of approximately HK$30.7 million was
made on a legal claim against our subsidiary in PRC. It appears that the

Group is unlikely to be required to make the full payment ultimately.

Profit attributable to shareholders

The Board is pleased to deliver to shareholders a promising profit
attributable to shareholders of HK$35.5 million, a marked increase of
HK$33.8 million as compared to last year (2004: HK$1.7 million).

Finance costs closed at HK$6.7 million, being HK$1.2 million less than
last year (HK$7.9 million).
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Results of operations (Continued)
Profit attributable to shareholders (Continued)

Share of results of associates mainly reflected the share of loss of our
associated company in Jiangmen amounting to HK$23.5 million
(2004: HK$17.5 million). High costs of raw materials during the year
hindered significantly the financial performance. Alternative proposals
were under consideration in order to work out a constructive program
to protect the value of this investment.

A net charge of income tax amounting to HK$11.5 million (2004: net
credit of HK$29.5 million) was recorded which mainly reflected the
utilisation of deferred tax asset in relation to the debt settlement
agreement with a major supplier.

Financial condition

The Group was financed by a combination of its equity capital base,
cash flow generated from operations, fund raising exercise and bank
borrowings. As usual, bank and other liabilities were being met upon
their maturities in the normal course of business.

During the year, the Company issued a 7.25% convertible loan note at a
par of HK$30,000,000 which was denominated in Hong Kong dollars.
The note entitled the holder, under prescribed time frame, to convert
the same into ordinary shares of the Company at a conversion price of
HK$0.10 per convertible note. If the note had not been converted, it
would be redeemed on September 5, 2008 at par. Interest of 7.25%
per annum was payable semi-annually up until the settlement date.

Cash and cash equivalents at December 31, 2005 were HK$18.6
million (2004: HK$13.7 million), reflecting the general ability of the
Group to generate or raise funds.

The Group had total borrowings at December 31, 2005 amounting to
HK$83.1 million (December 31, 2004: HK$164.4 million). The
Group's gearing ratio stood at 16.1% (2004: 50.2%), based on long
term liabilities (excluding deferred tax) of HK$48.4 million (2004:
HK$132.2 million) and shareholders’ equity of HK$301.0 million
(2004: HK$263.3 million). The current ratio was 1.0 (2004: 1.1),
based on current assets of HK$242.4 million (2004: HK$217.6
million) and current liabilities of HK$241.6 million (2004: HK$189.5
million).
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Results of operations (Continued)
Financial condition (Continued)

It is the Group’s management practice to hedge foreign currency
transactions with the objective to stabilise the cost via the pegging of
the exchange rates with bankers. At December 31, 2005 the total
outstanding foreign exchange contracts purchased with banks amounted
to HK$3.9 million (2004: HK$14.5 million).

The Group had trading facilities at December 31, 2005 amounting to
HK$200.1 million (2004: HK$128.2 million) of which HK$107.9
million (2004: HK$91.8 million) was utilised. Certain of the Group's
properties, inventories, trade receivables and all assets of a subsidiary
were pledged at year ended 2005 in an aggregate amount of
HK$305.6 million (2004: HK$325.4 million) to secure facilities
granted by our bankers.

At both of the years ended December 31, 2004 and 2005, the Group
had contingent liabilities of approximately HK$1.3 million in respect of
proceedings involving a subsidiary in India and of approximately
HK$10,333,000 (2004: approximately HK$1,000,000) arising out of
the grant of option to a connected person. At December 31, 2004, the
Group had contingent liabilities of approximately HK$29.2 million
arising from a court case involving a subsidiary of the Company in PRC
for which we have made full provision of HK$30.7 million for the year
ended December 31, 2005.

There was no material capital commitment at both year end.

Business Review
Air-conditioning products

The business consists of marketing and distribution of a wide range of
consumer and commercial air-conditioning products of three major
brands, namely, “MHI" (Mitsubishi Heavy Industries of Japan); “GREE"
from mainland China and our own “Bodysonic”. The Group also
provides after-sales service and support to its customers.
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Business Review (Continued)

Air-conditioning products (Continued)

Turnover of air-conditioning products for the year was down by 19.9%
over last year at HK$ 98.0 million (2004: HK$122.4 million). This was
partly due to the shifting of the “LG" business from exclusive
2005; this
transaction had impact on the steady supplies of “LG" products during

distributorship to wholesaling effective from July 1,

the transitional period. Moreover, “MHI" ceased production of its range
of commercial watercooled packaged units and caused a decrease in

sales. Competition in mainland China was still tough.

Despite very keen market competition, satisfactory gross margin was
attained at the same level of last year. This was the result of good
product positioning and segmentation of our brands in the marketplace,
whilst focusing effort on commercial product sales and cost
rationalisation.

In 2006, we expect to grow this business by representing more

international brands and marketing a fuller range of products.

Audio-visual and other electrical products

The main business consists of marketing and distribution of our own
“Rogers” and “Bodysonic” audio-visual products, “Marantz” and “Sansui"
audio-visual products of Japan, “Alpine” car electronics of Japan and

wholesaling of “LG" electrical appliances of Korea.

As the economies in the major markets in Hong Kong, Singapore and
Malaysia continued to improve, driven by our successful products and
marketing developments, we achieved excellent growth of 54.3% in
the year over last year at HK$212.2 million (2004: HK$137.5 million).

The development of our own “Rogers” brand from the United
Kingdom was especially successful with the launch of new LCD TV's,
MP3 and DVD-RW players; and a new range of quality speaker
systems. The 30-inch LCD TV of “Rogers” was ranked the “best seller”
in Hong Kong for January 2005. “Rogers” also participated in the
Consumer Electronics Show in Las Vegas, U.S.A. in January 2005 with
very good responses. The brand continued to add new international
markets like Germany, Holland and Korea in its export drive, to a total
of 11 markets.
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Business Review (Continued)
Audio-visual and other electrical products (Continued)

As for “LG" home appliances, due to the change of exclusive
distributorship to wholesaling with effect from July 1, 2005, sales of
such products decreased. We have identified potential replacement
products and brands to fill the gap.

The car electronics of “Alpine” mobile entertainment made good sales
and profit growth in Singapore and Malaysia in both OEM and after-
market business.

Growth in the audio-visual segment is expected with continuous
expansion of the “Rogers” and “Alpine” business, improvement in profit
margin, development of more international markets, new product

launches and increasing operational efficiency.
Cars and car accessories

The business consists mainly of the import, distribution and after-sale
service of Italian “Ferrari” and “Maserati” cars and spare parts in Hong

Kong and Macau.

Sales in this category increased by 20.1% to HK$377.8 million (2004:
HK$314.6 million) caused by strong “Ferrari” and “Maserati” growth in
Hong Kong. Profit contribution also increased during the year.
Workshop service income also increased substantially and contributed
to operating profit. Since September 2004, the selling of cars to
mainland China was transferred to the equity joint-venture, Ferrari
Maserati Cars International Trading (Shanghai) Co., Ltd. The Group
continued to do the PDI (Pre-delivery Inspection) of all “Ferrari” and
“Maserati” cars being imported into China, billings of the PDI services
contributed to profits of the Group.
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Business Review (Continued)
Cars and car accessories (Continued)

During the year, the new “Ferrari” 8-cylinder sports car, F430, was
introduced and we received the highest record of orders for a new
model. Delivery of the F430 started in July and generated high growth
in sales and profit in the second half. The convertible F430 Spider was
also launched with many orders received. The 12-cylinder Superamerica
was introduced and we pre-sold all of our allocation. “Maserati” also
achieved record sales with its successful Quattroporte, GranSport and
MC12 (The Group sold 10% of the global production of this model.)

A large, high-tech 3S (Sales, Service and Spare parts) centre of about
30,000 sq.ft. on the Hong Kong Island was inaugurated in October, so
in addition to our two existing service workshops on the Kowloon side,
we would provide even a higher level of technical services to our
customers. A new exclusive “Maserati” showroom was opened in
October to further strengthen the promotion of “Maserati” cars, the
original showroom was transformed into an exclusive “Ferrari”

showroom.

We are confident of a very successful 2006 for the car business, with
increased allocation of “Ferrari” cars, launches of 430 Challenge and of
the eagerly awaited new V12 F599 Fiorano in the year. Sales growth
will also come from “Maserati” as its Quattroporte range will be
expanded with Executive GT and Sports GT models; GranSport will also

see a limited edition.
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Business Review (Continued)
Other businesses

During the year, the Group was appointed as the regional distributor of
the reputable Italian “Ferretti” motor yachts in Southern China covering
Guangdong, Fujian, Hainan and Guangxi. Good sales growth potential
is expected of this business.

Rental incomes generated by our investment properties in Hong Kong
and mainland China also increased. Such rental incomes are expected
to grow continuously in 2006.

The Singaporean and Malaysian markets

The Singaporean operations consisted of the distribution of “MHI" and
“Bodysonic” air-conditioning products, “Alpine” and “Rogers” car audio

"o

products and home audio-visual products of “Marantz”, “Rogers” and
“Mordaunt-Short”. Whilst air-conditioning business did not do well due
to a weak construction market, car audio products increased in both
OEM and after-market sales. The Singaporean operations were

profitable for the year.

The Malaysian operations consisted of mainly the same car audio and
home audio-visual products as in Singapore. The car audio section
managed good growth in 2005 and the Malaysian operations achieved
a profitable year.
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Business Review (Continued)

Joint-venture manufacturing business
(Jin Ling Electrical Company Limited — “JLE")

This 50%-owned business is engaged in the design and manufacture
of washing machines under the “Jinling” brand for sale in the PRC, but
also as an Original Equipment Manufacturer (“OEM") for customers in
Africa, Latin America, MiddleEast and South East Asia.

Sales rose by RMB29.6 million (6.4%) to RMB494.3 million (2004:
RMB464.7 million). Gross margins were under high pressure with the
relentless upsurge in raw material costs. Share of loss in JLE amounted
to HK$23.5 million (2004: HK$17.5 million). However, progress is
made in identifying a solution to minimise the loss to the Group in this

investment.

PERSONNEL

At the end of 2005, the total number of employees of the Group,
excluding associates, was 316 (2004: 283), representing a 11.7%
increase in headcount. This is mainly due to the expansion of our car
business group and the opening of the new 3S centre for motor cars
in Hong Kong.

The management was committed to staff motivation, training and
improving communication to build a stable, competitive and dynamic
workforce.

SUBSEQUENT EVENT
. Acquisition of the distributorships

In February 2006, Wo Kee Hong Limited, a wholly owned
subsidiary of the Company, acquired 100% shares of Firmmark
Limited (“Firmmark”). As Firmmark is the distributor of the
domestic electrical appliances under the famous US brand
“Frigidaire” in Hong Kong and Macau (“Territories”), the Group in
effect acquired the distributorship of the “Frigidaire” products in
the Territories through its control of Firmmark.
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SUBSEQUENT EVENT (Continued)

Acquisition of the distributorships (Continued)

In addition to “Frigidaire” of the United States, the famous brand
of “Daewoo” of Korea also added to the Group's existing
distributorship list of electrical appliances in early 2006.

Update on proceedings in the People’s Republic of China

On February 17, 2006, the Company published an announcement
relating to the update on the proceedings against 5 5= & £ il
/2 & B PR A 7] (Dongguan Changxing Refrigeration Equipment
Co. Ltd.*) (“Changxing”, being the defendant), a 92%-owned
subsidiary of the Company instigated by & M T # gt & 28 &
B MR A A (Guangzhou City Cheungnan Investment Co., Ltd.*)
("GCCI", being the plaintiff) claiming for the amount of
US$1,996,600 (equivalent to approximately HK$15.6 million)

and interest thereon (the “Proceedings”).

The Guangdong Province Higher People’'s Court (“Higher
People’s Court”) affirmed the decision of the Dongguan City
Medium People’s Court (“The Dongguan City Court”) on January
24, 2006, which founded in favour of GCCl and ordered
Changxing to pay GCCl an amount equivalent to aggregate of the
outstanding principal amount claimed and interest thereon and
court fees for the Proceedings. The aggregate amount payable
by Changxing pursuant to the order of The Dongguan City Court
as affirmed by the Higher People’s Court was approximately
HK$31.1 million as at February 17, 2006. Changxing is currently
seeking legal advice as to the possible course of action in light of
the decision of the Higher People’s Court.

The Group acquired Changxing in early 1998. The Proceedings related
to amounts borrowed by Changxing in 1993, before Changxing
became a subsidiary of the Company and had not been disclosed to
the Company by the vendor at the time of the acquisition in 1998. In
light of the judgment by the Higher People’s Court, the Group will
conduct a review of the circumstances leading to the acquisition of the
929% interest in Changxing and after seeking advice, will consider
whether there is any possible course of action by the Group, including

claims against the vendor.
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SUBSEQUENT EVENT (Continued) HEBESIE (&

+  Disposal of Equity Interest in a Joint Venture c HESELXMRFER
On December 30, 2005, ltalian Motors (Sales & Service) RZBZRE+_A=1+H ' AQF
Limited, an indirect 89.92%-owned subsidiary of the Company, M5 ¥ 75 89.9200 1 2 A [T /B A Rl Eh &
and Ferrari S.p.A. entered into an equity interest transfer YE A R A 7] B Ferrari S.p.AF] 3 A% &
agreement relating to the transfer of 29% equity interest in the BEthe - NARABARES70,000
Ferrari Maserati Cars International Trading (Shanghai) Co., Ltd. 2T (FHE R 4975 ¥6,800,0007T) B53E
(the “Joint Venture”), for a consideration of US$870,000 ENFIF SN REREE S (L8)
(equivalent to approximately HK$6.8 million). The scope of BRAR (Z[AEHRE])29%H) B AR
business of the Joint Venture is the import, distribution and sale i o ZEELENEBBE R DA
of “Ferrari” and “Maserati” brand motor vehicles, their spare parts AN (BB mE s REER
and ancillary products in the PRC. HREHBNE MNP EAR LB A E

0 D#H&HEHE
PROSPECT BRE

The main markets of our Group in Hong Kong, Macau, mainland R-ZZXREF, XEBZEZMHEES -
China, Singapore and Malaysia are expected to continue to grow in BP9 « REBIARE « $IE R FERARHE
2006 and provide ample business opportunities for our Group. PREERER  UWANEERMHITEEK -

Good sales and profit growth of our car business are targeted, to be made ~ BEBH TEMRERE Z/8E » HUTEE
possible by the increase in allocation of cars to us by the factory. The new 5B 28XSRIFHEBRABFIER - F1/7E
models are very popular in the market and some have a waiting list of ~ AR A ZHISE, AT EXEHEHZ
over 2 years. Additional car brand may be added, which will complement ~ FIGF 214 - BEEHEE T 2 /58 RkE - LA
our existing range to offer a fuller line up to our customers. The new 35 #7EIRA X5 W ABEFIREE 2 EER °

centre will generate additional sales of cars and repair services. FREAZSH OGN T T H B RAEE R -

4P~ WO KEE HONG (HOLDINGS) LIMITED
W naov (em)nmaa
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PROSPECT (Continued)

The air-conditioning business will maintain its sales and profit level.
The addition of “Frigidaire” to our electrical appliances line up will
provide higher profit margins in unique products like wine-cooler; also
through the possible licensing of the brand, the Group can develop
new products and make additional sales volume. Our own “Bodysonic”
brand will develop new life style electrical products, like massage chair.

1l

The Group's “Rogers” brand of audio-visual products will develop more
special products with higher margins, with the goal of both enhancing its
image and profitability. Efforts will be increased to develop the mainland
China and overseas distribution of “Rogers”. A new initiative of this year is to
tap the business potential of musical softwares, “Rogers Music” is set up and

that has launched its own publication of music and management of artists.

The direction of distributing more luxurious brands has started with Italian
“Ferretti” motor yachts in Southern China with good sales potential. The
Group will continue to secure more distributorship of luxurious brands as it
will reinforce our Group's commitment as a distribution conglomerate of

life style products, with satisfactory profit margins.

The Group is also considering ways to increase the profit contribution of our
single largest fixed asset, the Wo Kee Hong Building in Hong Kong, which
currently has a gross floor space of 433,482 sq.ft. on a land of 73,195 sqft.
Changing of its usage is being considered. In the meantime, the rental

income of this building and our other properties continues to improve.

Also, we are seeing good progress in rationalising our investment in Jin
Ling Electrical Company Limited, that may minimise the possibility of
future loss to the Group.

Richard Man Fai LEE
Executive Chairman & CEO

Hong Kong, April 11, 2006
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