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ANALYSIS OF THE GROUP’S PERFORMANCE

During the year, the Group has adopted the newly effective Hong
Kong Financial Reporting Standards. As a result, certain comparative
figures for the year ended 31st December, 2004 have been restated.

For the year ended 31st December, 2005, the Group recorded a
consolidated turnover of approximately HK$38.5 million, an increase
of approximately 42.1% as compared to the financial year in 2004 of
approximately HK$27.1 million. The turnover for the year was mainly
generated from the manufacturing and trading of batteries products
and the increase was primarily because the revenue contributed from
this segment was included on a full year basis. During the year under
review, the operating environment of manufactory industry in the
PRC remains difficult due to competitive economy and sluggish battery
market. Keen competition in the battery industry also exerted
downward pressure on prices of battery products. Despite the
unfavorable environment in the battery market, the Group’s business
in the People’s Republic of China (the “PRC") still manages to progress
well.

The audited consolidated loss for the year ended 31st December,
2005 decreased from approximately HK$134.2 million for the last
financial year to approximately HK$99.9 million in the current financial
year. The notable improvement was mainly a result of the significant
reduction in the allowance for loans and interests receivable which
reflected the positive outcome of the management effort to closely
assess and monitor the repayment status on the Group’s loans and
receivables. The net loss incurred for the current financial year was
mainly attributable to the allowances for loans and receivables as
well as the changes in fair value on investment in securities and the
conversion right attached to the unlisted convertible note issued by
Wing On Travel (Holdings) Limited (“Wing On"), of which the Group
owns an effective interest of approximately 15.32%.

LIQUIDITY AND FINANCIAL RESOURCES

During the financial year of 2005, the Group financed its operations
mainly through cash generated from its business activities, banking
facilities provided by its principal bankers and proceeds from disposal
of investments.
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As at 31st December, 2005, the Group had net current assets of
approximately HK$755.7 million (31st December, 2004: net current
assets of approximately HK$984.6 million) and a current ratio of 3.68
(31st December, 2004: 9.93).

The Group’s short-term bank loans and other borrowings decreased
from approximately HK$42.6 million as at 31st December, 2004 to
approximately HK$8.6 million as at 31st December, 2005, representing
a decrease of 79.8%. There was no long-term bank loans and other
borrowings at 31st December, 2005 compared with approximately
HK$3,000 at 31st December, 2004. Gearing ratio which is expressed
as a ratio of total long-term liabilities and other borrowings to the
shareholders’ funds, remains nil as at 31st December, 2005 (31st
December, 2004: 0.000002). As at 31st December, 2005, the Group’s
total borrowings of approximately HK$8.6 million were mainly
denominated in Hong Kong dollar, the maturity profile were all within
one year, and bear interest at floating rates.

Capital expenditure aggregated to approximately HK$145.0 million
for the year ended 31st December, 2005 was mainly used primarily
for purchasing of property, plant and equipment. The Group's capital
expenditures will continue to be funded primarily by internal resources
or external borrowings or a combination of both as required.

Cash and bank balances amounted to approximately HK$116.9 million,
and is mainly denominated in Hong Kong dollars and Australian dollars.
During the financial year, the Group did not experience significant
exposure to exchange rate and interest rate fluctuations. As a result,
the Group did not enter into any material foreign exchange contracts,
currency swaps or other financial derivatives.
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SIGNIFICANT INVESTMENTS

China Enterprises Limited (carried on business in Hong Kong as
China Tire Holdings Limited)

For the year under review, China Enterprises Limited (“China
Enterprises”) continues to be an investment holding company. Through
its subsidiaries, China Enterprises is engaged in the business of property
investment and development in the PRC and has substantial interests
in Hangzhou Zhongce Rubber Company Limited (“Hangzhou
Zhongce"”) and Wing On, which are principally engaged in
manufacturing and marketing of tires in the PRC and other countries
aboard, and the business of providing package tour, travel and other
related services and hotel operations, respectively. Wing On continues
to benefit from the notable growth momentum of the Hong Kong
economy and coupled with the upsurge on both inbound arrivals and
outbound departures, the prospect for the tourism industry remain
promising.

After disposing of its significant interest of investment in
manufacturing and trading of tires products in the PRC and other
countries aboard in 2003, China Enterprises maintains minimal
involvement in the manufacturing and trading of tires products through
its 26% held interest in Hangzhou Zhongce. The operating result of
Hangzhou Zhongce have shown a continuing strong in the financial
year 2005 as the overall tire market in the PRC improved.

Throughout the financial year 2005, both of associated companies,
Wing On and Hangzhou Zhongce have contributed encouraging and
positive results to the Group and China Enterprises will continue to
look at strategic investment opportunities with a view of the positive
outlooks on PRC in the coming future to expanding business portfolios.
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MRI Holdings Limited

During the financial year of 2005, MRI Holdings Limited (“MRI")
successfully negotiated the investment of A$4 million into the highly
successful Zest Health Clubs, Australia’s second largest health and
fitness chain, and number 1 in market share in 3 of Australia’s 5
largest fitness markets. With the recent success of the fitness and
health clubs in overseas markets, combined with the increasing
awareness and rapid growth of the industry in Australia, MRI feels
the investment in a successful group in a dynamic market is both
opportune and timely. Following the completion of the aforementioned
investment, the Directors were pleased that the trading in the MRI’s
shares on the Australian Stock Exchange recommenced.

MRI will continue to identify appropriate, strategic investment
opportunities that maximise returns to the shareholders, within the
clear mandate determined by the shareholders.

Super Energy Group Limited

Super Energy Group Limited (“Super Energy”) is a principally engaged
in the production and sales of batteries and battery-related accessories.
Its major products are the primary battery and the re-chargeable
battery. Super Energy is also actively engaged in new product
development by introducing the latest technology into its products.
The invention of “No Mercury Button Cell Battery” has obtained the
patent in Beijing, the PRC; moreover, an International Organisation
for Standardisation quality control system had been adopted in all
aspect of products, which Super Energy has achieved reputation for
premium quality as result of continuous research and development.

A new factory will be set up by the end of 2006 and occupies an
area of over 110,000 square meters. The new factory is fully equipped
with advanced machineries based on the best combination of Japanese
and European technologies and facilities. Direct and onsite supervision
from our technical experts will ensure that the highest quality and
efficiency are achieved.
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With a view to improve its financial position, Super Energy has
implemented a series of measures to enhance cost competitiveness
and operational efficiency. During the financial year of 2005, Super
Energy has not only divested its non-profitable products and adopted
stringent cost control, it has also been exploring new product
opportunities to generate revenue and cash flow stream. As the battery
industry in the PRC is under active growth, the Directors believe that
investment in the battery market in the PRC is an excellent opportunity
to bring in high quality and sustainable income for the Group.

NUMBER OF EMPLOYEES, REMUNERATION POLICIES AND SHARE
OPTION SCHEME

As at 31st December, 2005, the Group employed approximately 179
staff, remuneration packages comprised of salary and year-end bonuses
based on individual merits.

No options were granted and then exercised during the year ended
31st December, 2005.

CORPORATE DEVELOPMENTS

On 4th February, 2005, the Group entered into a placing and
subscription agreement with Wing On and the placing agent pursuant
to which the placing agent agreed to place, on a best efforts basis,
up to 6,400 million shares of Wing On at a price of HK$0.022 per
Wing On share and the Group would subscribe for up to 6,400 million
new shares of Wing On at the price of HK$0.022 per share. The
above transactions were completed in February, 2005. The Group’s
interest in Wing On was decreased to approximately 21.11%.
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The Company had been informed by PYI Corporation Limited (“PYI")
and Hanny Holdings Limited (“Hanny") that they have entered into
the share sale agreement on 10th March, 2005 pursuant to which
and subject to, inter alia, the implementation of the Group
Reorganisation as stated below in full each of PYl and Hanny agreed
to dispose 135,000,000 shares (equivalent to 67,500,000 consolidated
shares of the Company upon the Capital Reorganisation as stated
below having become effective) which shares represent approximately
an aggregate of 30.6% of the issued share capital of the Company,
for an aggregate consideration of HK$52,110,000, equivalent to about
HK$0.193 per share (or HK$0.386 per consolidated share).

As stated in the joint announcement of the Company dated 19th
April, 2005, the Company announced the following proposals, if
approved and implemented, will result in below.

Group Reorganisation

(i) the Company continues to be a public listed company with its
subsidiaries concentrating on its business of manufacturing
and trading of battery products, investments in securities and
property and investment in unlisted investments;

(ii) all other subsidiaries of the Company carrying on property
development and investment holding business, and all other
associates of the Company carrying on manufacturing and
marketing of tires and business of providing package tour,
travel and other related services being grouped under Group
Dragon Investments Limited (“GDI"), a wholly-owned subsidiary
of the Company, and its subsidiaries; and

(i) the distribution in specie of the GDI share to the shareholders
of the Company whose names appear on the register of
members of the Company on the record date on the basis of
one GDI share for one consolidated share of the Company.
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Capital Reorganisation

(i) the cancellation of the paid-up capital of HK$0.05 on each
issued share of the Company and reduction in the nominal
value of each issued share of the Company from HK$0.10 to
HK$0.05;

(ii) the cancellation of the entire share premium account of the
Company;

(i) the subdivision of each authorised but unissued share of the
Company into two reduced shares of the Company of HK$0.05
each; and

(iv)  consolidate every two reduced shares of the Company of
HK$0.05 each into one consolidated share of the Company of
HK$0.10.

The abovementioned proposals relating to the Capital Reorganisation;
and the Group Reorganisation were duly approved by the shareholders
of the Company at the extraordinary general meeting held on 6th
October, 2005.

The Company attended the hearing of the Summons for Directions
before the Court on 28th March, 2006 and pursuant to the directions
given by the Court at the said hearing, among other things, the
Petition is now scheduled to be heard by the Court on 27th April,
2006. Assuming the Court makes the Confirming Order and all the
other conditions in respect of the Capital Reorganisation set out in
the circular dated 10th September, 2005 of the Company have been
fulfilled, the Capital Reorgainsation will take effect upon the
registration of the Confirming Order and the Minute.
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In April, 2005, the Group converted approximately HK$55 million
convertible note of Wing On into ordinary shares of HK$1.00 each of
Wing On at conversion price of HK$1.97 per share. The interest of
Wing On held by the Group was accordingly increased to approximately
27.74% upon conversion of the convertible note into shares of
HK$1.00 each in Wing On by the Group.

On 23rd March, 2006, the Group entered into an agreement with
Wing On for the subscription of the 2% convertible exchangeable
note to be issued by Wing On to the Group for the consideration of
HK$300 million (the "Subscription”). The Subscription under an
agreement constitutes a major transaction for the Company under
the Rules Governing the Listing Securities on The Stock Exchange of
Hong Kong Limited (the “Listing Rules”). Accordingly, the Subscription
and the transactions contemplated under the agreement are subject
to the approval of the shareholders of the Company at general
meeting. Further details can be found in a joint announcement dated
27th March, 2006 issued by the Company and Wing On.
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