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FINANCIAL REVIEW

The Group mainly finances its project outlays with the cash
inflows from its ongoing projects. Furthermore, banking
facilities are utilised for the issue of documentary credits for
purchases of materials, and bid bonds and performance
guarantees in accordance with contractual terms. As at 31
December 2005, banking facilities extended by banks for
facade contracting works in respect of documentary credits,
bank guarantees, overdrafts and revolving term loans
amounted to an aggregate of HK$261,633,000 (2004:
HK$226,000,000) which was secured by certain time deposits,
available-for-sale investments and property with an aggregate
net book value of HK$79,110,000 (2004: HK$79,512,000).

The bank borrowings of Hangzhou Sealand as at 31 December
2005 amounted to RMB76,500,000 (2004: RMB75,000,000).
Interest costs on bank borrowings rose from RMB3,418,000
for last year to RMB4,558,000 for this year. Out of the above
bank borrowings, RMB76,500,000 (2004: RMB52,000,000)
was guaranteed by independent third parties and secured by
pledge of certain of its generation plant and related structure
with an aggregate net book value of HK$7,600,000 (2004:
HK$7,456,000) as at 31 December 2005.

As at 31 December 2005, the Group had cash in hand of
HK$140,078,000 (2004: HK$205,041,000) and total liabilities
of HK$442,305,000 (2004: HK$358,658,000). At the same
time, the gearing ratio (i.e. total borrowings to equity
attributable to equity holders of the parent) was 33% (2004:
17 %).

The Group’s monetary assets, liabilities and transactions are
principally denominated in Hong Kong dollars, Renminbi or
US dollars. The exchange rate of Renminbi to Hong Kong
dollars has been relatively stable throughout the year although
China introduced in a managed floating exchange rate system
based on market supply and demand and investment to a
package of currencies on 21 July 2005. In addition, Hong
Kong dollars is being pegged to US dollars. Therefore, the
Group’s exposure to foreign exchange risk is minimal. The
Group closely monitors its foreign currency positions and takes
necessary measures if the situations so justify.
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MATERIAL ACQUISITIONS AND
INVESTMENTS

(a)

On 29 March 2004, Florex Investment Limited
("Florex”), a wholly-owned subsidiary of the Company,
entered into an agreement (the “Agreement”) with
CATIC (H.K.) Limited (“CATIC (H.K.)"), a substantial
shareholder of the Company, to acquire from CATIC
(H.K.) (i) its 45% equity interest (the “Shares”) in CATIC
International Support Limited (“CISL”), an exclusive
overseas agent of China National Aero-Technology
Import & Export Corporation (“CATIC"), the Company's
ultimate holding Company, for distribution and trading
of aircraft components and the provision of related
services; and (ii) its 45% interest in a shareholder’s
loan (the “Loan”), with an aggregate sum of
HK$50,000,000, to be advanced by CATIC (H.K.) to
CISL. Pursuant to the Agreement, the aggregate
consideration for the acquisition, which is limited to
the lesser of HK$100,000,000, or to be determined on
the basis of a price-earning ratio of 6.7 times of 45%
of the average audited net income of CISL for the two
years ending 31 December 2006.

Pursuant to the Agreement, a put option has been
granted by CATIC (H.K.) to Florex, under which Florex
is entitled to sell back to CATIC (H.K.) the Shares and
the Loan at Florex’s absolute discretion at any time
commencing on the completion date and up to the
fifth anniversary of the date of completion.

The Agreement is conditional upon (i) the Loan being
firstly advanced by CATIC (H.K.) to CISL; and (ii) the
approval by the independent shareholders of the
Company at a special general meeting.

However, after several extension of the date by which
the conditions of the Agreement must be fulfilled (the
“Long Stop Date”) from 30 June 2004 to 31 December
2005 finally, as an agreement on terms which are
mutually acceptable in relation to the exclusive
distributorship was failed to be reached, Florex and
CATIC (H.K.) mutually agreed that all parties would be
mutually released from their rights and obligations
under the Agreement which was lapsed after 31
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December 2005, as referred to the announcement of
the Company dated 29 December 2005.

On 17 December 2004, Billirich Investment Limited
("Billirich™), a wholly-owned subsidiary of the Company,
entered into separate agreements to purchase an
aggregate of 885,000,000 shares of Millennium,
representing approximately 26.42% of its then issued
share capital, from two independent third parties for a
total cash consideration of HK$30,975,000. The
acquisition was completed in January 2005. On 22 April
2005, Millennium changed its name to Sino Gas.

On 25 May 2005, the Company was notified by Sino
Gas that Sino Gas proposed to raise fund by issuing
not less than 6,699,033,510 ordinary shares and not
more than 7,499,033,510 ordinary shares at a price of
HK$0.02 per ordinary share by way of the proposed
open offer on the basis of two ordinary shares for
every Sino Gas ordinary share held. The Company has
irrevocably undertaken to take up or procure to take
up 1,770,000,000 ordinary shares. The aggregate
consideration for the subscription amounted to
HK$35,400,000 which was funded by the Company’s
internal resources. The open offer had become
unconditional at 4:00 p.m. on 16 August 2005. After
completion, the Company held 2,655,000,000 shares
of Sino Gas, representing approximately 26.42% of its
then issued capital.

On 4 January 2006, Sino-Aviation Investments Limited
("Sino-Aviation Investments”), a wholly-owned
subsidiary of the Company, entered into an agreement
("JV Agreement”) with Chengdu Aircraft Industry
(Group) Corporation Ltd (“Chengdu Aircraft”) and
CATIC for the establishment of a joint venture to
engage in the research and development, design and
manufacture of, and provision of technical services for,
parts and components for commercial aircraft.
According to the JV Agreement, the total registered
capital of the joint venture will be RMB100 million
(equivalent to approximately HK$96 million), of which
40%, 45% and 15% will be contributed by Sino-
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Aviation Investments, Chengdu Aircraft and CATIC
respectively. The JV Agreement will be effective
conditional upon, (i) internal approval obtained by each
of the three parties; and (ii) the obtaining of the
relevant approvals from the relevant PRC authorities.
Further details of the transactions are set out in the
circular of the Company dated 26 January 2006.

EMPLOYEES AND REMUNERATION
POLICY

As at 31 December 2005, there were 1,552 (2004: 890)
employees in the Group. The Group formulates its employees’
remuneration packages and incentive performance bonus
scheme according to the performance and experience of the
individual staff concerned and the prevailing market salary
levels. In addition, the Group has established a share option
scheme under which share options may be granted to eligible
employees with outstanding performance.
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