MANAGEMENT DISCUSSION AND ANALYSIS

EERENWE DM

REVIEW OF RESULTS

For the year ended 31 December 2005, the Group’s

revenue amounted to HK$620,709,000, representing an

increase of HK$96,907,000 as compared with last year.
Loss before tax amounted to HK$22,130,000.

1)

Property Development Business

In 2005, Beijing Jing Guan Property Development
Co. Ltd. (“Beijing Jing Guan”), a wholly-owned
subsidiary of the Group, has achieved satisfactory
operating results. During the year under review,
affected by the “8.31” land policy introduced in
2004, Beijing property market also suffered from
the impact of the PRC Government’s macro control
policies implemented in the beginning of the year.
Even though there are no significant fluctuations
in the market, yet the market had taken a
conservative approach during the year. The
property market became active subsequently and
prices continued to surge, but the momentum of
the rapid growth in the prices had been suppressed
by the PRC Government’s macro control policies.
Nevertheless, this resulted in a more healthy,
rational and steady development for Beijing
property market.
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In light of the fluctuation in Beijing property market,
Beijing Jing Guan further standardized its internal
corporate management while deploying substantial
efforts in team building and corporate culture
development. In addition, it also actively extended
efforts on its property development project,
“Sunpalace Mercury Garden”, located in East Part
of E Area, Taiyanggong New District Taiyanggong
North Street, Beijing, the PRC, and aggressively
promoted the sales of remaining property units.
As at 31 December 2005, contracts with an
aggregate value of RMB840,000,000 for the
Sunpalace Mercury Garden Project has been
completed, which generated capital amounting to
RMB827,000,000 with a return rate of 98.07%.
Block nos. 1, 2, 3 and 5 of the Sunpalace Mercury
Garden were also completed and delivered for
occupancy. In addition, Beijing Jing Guan adjusted
the selling prices according to sales. Due to the
fast absorption of the residential market, the
company has adjusted the overall selling prices
three times in 2005. According to statistics, the
average selling price per square meter of the
Sunpalace Mercury Garden in 2005 increased by
20.26% from 2004.

Meanwhile, with an aim of sustaining the well
development of its property development business,
the company also committed itself to speed up
the works on its “Guangqumen Project”,
redevelopment of old buildings situated on
Guanggumen South Street, Chongwen District in
Beijing. Significant progress has been achieved in
the planning and design, preparation for demolition
and relocation and fund raising.
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Watches and Timepieces Business

The revenue of EBOHR Luxuries International

Company Limited (“"EBOHR Luxuries”), a wholly-

owned subsidiary of the Group, increased by

approximately 18% in 2005 over the previous year,

contributing a net profit of approximately
RMB17,080,000 to the Group. The growth was
mainly attributable to:

(i)

(if)

(i)

the firm implementation of strategies to
promote the reputation and value of the
brand;

the constant introduction of innovative
design, craftsmanship and materials, and
the combined sales strategies of the brand
operating centre and design development
centre, which enhanced the success rate

of new products launched;

the calm reaction to the severe price war
raised by its competitors on EBOHR
watches, and insisted on its established
pricing policy, moderately raised the retail
mark-up, which increased the gross profit
contribution of popular products. On the
other hand, adopting scientific flexible
strategy in raw material procurement to
reduce procurement costs, which ultimately
boosted the simultaneous growth of sales

and selling gross profit; and

constantly maintain its competitive edges
and its leading position in the bulk
purchases business, sales performance
surpassed expectation.

(2)

MANAGEMENT DISCUSSION AND ANALYSIS
EEEBEN®W KD

BEREK

AEEZ2EWBREKERR (RID E
BRAR([FORER]) EZETRFE 2
EWAL—ZZETNFEEELN18% « BAE
B 45 7 F F B 4917,080,0007C AR # - 12 K
ZETERRAR:

0] BREMEHEIRAREEZEE R DB
EE B

(ii) BETEMME BRI BT
fhhE A B e L R AT A B D R B
B RIS FE QIR KT X5
PABR Tt

(i) RBEFEHBEFEFHERRENE
HERE BTRARARENERK
R BEEASTEEMER BT
5 E MmN EMER FF - £ R
BEBIE - REMBEENT A
BARRBR A SEERT HEBM
HEEMNNRTZER R

(v) HMEFRFTEBEBOHRFEZMN
T imm ) BT AL - SHE EAE R IR
THEHER-

Annual Report 2005 —ZZ H FF 1R

17



3

4

MANAGEMENT DISCUSSION AND ANALYSIS

EERENWE DN

Timber Business

Timber business still experienced very tough
condition in 2005. Under the PRC Government’s
macro control policies, rising prices of international
crude oil and raw materials, together with the
increasingly intense market competition, operating
environment of Seti Timber Industry (Shenzhen)
Company Limited (“Seti Timber”), a wholly-owned
subsidiary of the Group, remained difficult. Given
the changes in timber market, Seti Timber adopted
timely measures in 2005 to adjust the
manufacturing structure so as to minimize sales
loss. However, due to fierce competition, the
decreased production cost failed to catch up with
the decreasing speed of market selling price. As a
result, unsatisfactory performance with an
operating loss was recorded during the year under

review.
Enamelled Copper Wires Business

Fuzhou Dartong M&E Co., Ltd. (“Dartong”), a 49%
owned joint venture of the Company, has
commenced production of enamelled copper wires
used in colour television panels, colour picture
tubes, transducers and air conditioning
compressors in September 2005. As the year
under review was a trial-run stage for new
equipments with only four months of production
and sales, fixed cost was relatively high. Thus, a
loss of approximately RMB640,000 was recorded.
However, the Group believes that with the strong
demand, the production scale of the enamelled
copper wires will achieve its designed requirements
and the performance of the sector is expected to
improve in 2006.

1 8 Annual Report 2005 —ZZ F FF 1R

©)

(4)

R B

T RFAMER DR IEZEHEN —F-
B SR AT 7= A 122~ B R PR e B 48 % JR MR
ERFEaCRMERF ASSISER.
SAEBZE2EWEB R A HZFDAECRYD
BRAB ([RBARE]) 2KEREFER
BRBAMTISB RN B RHARER
TR FREBRIER ABREELE
BEROTHHEBR AT ARBFA
R EEKTAHTRIET TS HEERE
T8 R E - & RN BB FREEEEE
BORERNERE.

RERER

MAARIFEBAOYERNEEDE—BM
RBESERAR ([BRNKEB])R_ZZ
TFENAERAABRBABRREEAKECRE
TREIYEEEE AR FREER = FE
R ZBERG 2 EE-ARNERBFTAA
FREATREBRAELEEHERANEARAN
W B EX AR &E S ERD
BAaETARK - N EEHEEEERBE
FERBEBEREXN S NFAEERE B EE
HErER BRAKSRS-



®)

MANAGEMENT DISCUSSION AND ANALYSIS

EERENWE DM

Property Investment

The factory complex in Dongguang, Guangdong
Province, the PRC; the property on 2nd Lower
Ground Floor, Jin Hua Building, Yan He South
Road, Luohu District, Shenzhen; and the office
floor and three shop units on Xianghua Road,
Zhuhai owned by the Group have all been used
for leasing purposes, and generated stable rental
returns to the Group for the year under review.

FINANCIAL POSITION

1)

Liquidity, Financial Resources and Capital

Structure

As at 31 December 2005, the Group had non-
pledged cash and bank balances of approximately
HK$370,909,000 (31 December 2004:
HK$186,826,000). Based on the bank loans of
HK$413,462,000 (31 December 2004:
HK$339,228,000) and shareholders’ equity of
HK$459,018,000 (31 December 2004:
HK$498,893,000), the Group’s gearing ratio (being
loans divided by shareholders’ equity) was 90%
(31 December 2004: 68%).

The Group’s bank loans were all denominated in
Renminbi. As at 31 December 2005, the Group’s
bank loans amounting to HK$96,154,000 (23% of
all bank loans) were repayable within one year.
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Charge on Assets

(1)

Bank loans of HK$384,616,000 were
granted to Beijing Jing Guan, of which
HK$317,308,000 is secured by the land use
rights of the East Part of E Area,
Taiyanggong New District, Chao Yang Qu,
Beijing, the PRC. The remaining bank loans
of HK$67,308,000 are secured by the
property of Guanchang Yuan Haidian
District, Beijing, the PRC.

Bank loans of HK$28,846,000 and other
banking facilities of Seti Timber are secured
by time deposits of approximately
HK$1,465,000 and land and buildings in
Nanshan District, Shenzhen owned by the
Group situated in PRC with a net book value
amounting to approximately

HK$141,435,000 as at 31 December 2005.
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Capital Commitments

As at 31 December 2005, the Group had capital
commitments of approximately HK$2,033,515,000
mainly related to the construction costs payable
in respect of the Group’s property development
projects in Beijing, proposed acquisition of 21%
equity interests in Beijing Haidian Science Park
Development Co., Ltd. and the purchase of an
investment property. The capital commitments will
be satisfied by funds generated from the sales of
properties and the Group’s available cash.

Contingent Liabilities

During the year, the Group provided guarantees in
favour of certain banks for mortgage loans granted
by the banks to the buyers of the Group’s
properties under development to the extent of
approximately HK$242,000,000 in aggregate. As
at the balance sheet date, mortgage loans in
aggregate of approximately HK$200,000,000 had
been utilized by the buyers of the Group’s
properties under development.

The Company had no material contingent liabilities
as at the balance sheet date.
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OUTLOOK

According to available statistics, there are signs revealing
a continued growth of the economy of the PRC. The
People’s Bank of China advised that due to the existing
moderate inflation, there will be no immediate plan to
increase interest rate. The implementation of currency
policy, rising growth in spending, rising national income
and positive returns from fixed asset investments together
result in an expected economic growth of 8%-9% for the
year of 2006.

As the demand for Beijing property market is not only
limited within the boundary of Beijing, coupled with the
boost from favourable factors such as the 2008 Olympic
Games, the market demand continued to grow. The
impedient government policy on land management led to
a shortage of land, resulting in undersupply in the Beijing
property market. Despite the many developers in Beijing
property market which resulted in intensifying competition,
it is difficult to solve the supply-demand mismatch in the
coming two or three years. It is believed that achieving
steady growth will be the main direction for the Beijing
property market in 2006. Therefore, it is crucial to grasp
property development opportunity in the coming years.
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For the watches and timepieces business, 2006 is the
last year of its third Five-Year Plan of EBOHR Luxuries.
The subject for the year is “Reaching the height”, laying
down a solid foundation for the commencement of the
fourth Five-Year Plan in 2007. On practical front, the
company will devote more efforts in expanding sales
network and agent and distribution business for “FILA”
watches. In addition, the company will strive to establish
cooperation with famous international brands. Leveraging
on the company’s edge on its sales network and the
awareness of the international brands, it will explore a
win-win development model and seek for new heights
for its business growth. At the same time, in order to
enhance the efficiency and success of design, research
and development, the company will introduce and execute
the PLM synergetic design platform and technology
management system, which is the most advanced system
in international design sector. The system will help EBOHR
Luxuries establish foundation for leading in watch design
and technology as well as future development beyond its
peers.

On 6 April 2006, the Company entered into a joint venture
agreement with Citychamp Dartong Company Limited and
TEOFTE#AR D BB A7 (Jiangsu Qingjiang Electrical
Holdings Company Limited) in respect of establishing a
L8R KB E B R A A (Jiangsu
Dartong M&E Co., Ltd.) (“Jiangsu Dartong”) in which the
Company invested RMB25,000,000 and thus holds 25%

of interest therein. Jiangsu Dartong is mainly engaged in

joint venture company -

the production and sales of electrical wires and cables,
machinery with common usage, mechanical and electrical
appliances, mechanical equipments, including the
utilization of advanced technology with international
standards in operations, production and sales and

marketing of special enamelled copper wires products.
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The operation strategy of Jiangsu Dartong ahead is to
achieve growth internally and externally. The company
will put emphasis on development of product mix and
fund raising. The funds from strategic investors will
strengthen the capital base, the financial capacity and
development capability. Leveraging on the advancement
in technology know-how, effective management and well-
known brands, the company will implement various
measures, including merger and acquisition, external
expansion at low cost, enhancement of production scale,
reduction of operating cost, improvement of operating
efficiency and control. These measures are in line with
the Group’s diversification strategy and will strengthen

the solid foundation for future business growth.

Moreover, in the past few years, the PRC enamelled
copper wires industry developed rapidly. Such rapid
growth was mainly attributable to the PRC accession to
WTO and the gradual shift of world manufacturing base
to the PRC. As a result, the PRC predominates in global
production and sales of home appliances, automobiles,
motors, electronic information and communication, turning
China into the largest sales and production of enamelled
copper wires in the world. In view of these, the Group
will focus on the production and sales of enamelled

copper wires business in 2006 and the coming years.

In 2006, the Group will continue to engage in existing
property development business, production of watches
and timepieces. For timber business, the priority is to
adjust the production mix and to select the production
base. In addition, the Group will capitalise business
opportunities arising from enormous demand for
enamelled copper wires in the PRC and continue to
identify other potential opportunity, so as to diversify the
Group’s businesses, expand the Group’s revenue source,
and generate returns for shareholders.
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EMPLOYEES AND REMUNERATION POLICY

As at 31 December 2005, the Group has approximately
2,000 full-time staff in Hong Kong and the PRC. The
remuneration packages offered to the employees are
determined and reviewed on an arm’s length basis with
reference to market condition and individual performance.
The Group also provides other benefits to its employees,
including year-end double pay, medical insurance and
retirement benefits, and incentive bonus are offered with
reference to the Group’s operating results and employees’
individual performance. All employees of the Group in
Hong Kong have joined the provident fund scheme.

APPRECIATION

The Directors would like to take this opportunity to
express our gratitude to all shareholders, customers,
bankers, professional consultants, the management as a
whole and all staff for their dedication and contribution

to the Group during the year under review.

Shang Jianguang
Chief Executive Officer

Hong Kong, 26 April 2006
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