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Possesses exclusive piped
gas development rights in 50
cities and regions in China
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Industry Overview

China’s sustained and rapidly growing economy over the past few years
has triggered off its expanding demand for energy. Traditionally, China is
both the largest consumer and producer of coal in the world and coal is a
dominant fuel in China and makes up 69% of the China’s primary energy
consumption. However, heavy use of coal leads to serious environmental
problem due to large emission of sulfur dioxide and carbon dioxide. Oil is
the second largest fuel after coal, accounting for 22.3% of the primary
energy consumption structure in China.

In view of ever rising oil price in recent years and the narrow import channel,
the Chinese government began to think about its own energy safety. As a
clean and safe energy, natural gas has distinct advantages over oil and its
derivative products in terms of price and environmental friendliness. Since
the 90s, the Chinese government began its strong encouragement of
exploration of natural gas and construction of gas infrastructure, resulting
in rapid growth of natural gas output and consumption over the past few
years. According to the statistics of China’s Association of Oil and
Petrochemical Industry, China’s natural gas output reached 49.953 billion m?
in 2005, which was up by approximately 21.9% over 40.978 billion m® in
2004. However, as China is a late starter in engaging in natural gas
consumption, at present natural gas only accounts for 3% of total energy
consumption in China, which is significantly lower than the present average
level of 23.8% in the world, and hence the market potential is enormous.
According to China’s “Tenth Five-Year” Plan for the petroleum industry, it is
expected that the natural gas demand in China will exceed 100 billion m3
in 2010, and will reach 200 billion m*® in 2020. By then, natural gas
consumption will reach about 10% of the total energy consumption in
China.

As a part of a city’s basic infrastructure, city gas is closely related to the
people’s living standards, city environment and social environment, and is
an industry that is enjoying great support from the Chinese government
and is opened to foreign participation. China is a late starter in developing
the piped city gas industry, which is primarily coal-gas based, natural gas
only takes up a small portion of the total energy consumption. The changing
energy consumption structure and the rising living standards of the people,
and in particular the commissioning of a number of important natural gas
projects such as the “West-to-East Pipeline”, “Sichuan-to-East Pipeline”
and “Shaanxi-Beijing Pipeline 2”, have opened up tremendous opportunity
for the development of the city gas industry.
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MANAGEMENT DISCUSSION
AND ANALYSIS

Business Review

The Group is principally engaged in the investment in, and the operation
and management of, gas pipeline infrastructure and the sale and distribution
of piped natural gas and compressed natural gas in China.

For the year ended March 31, 2006, turnover of the Group amounted to
HK$630,522,000 (year ended March 31, 2005: HK$411,389,000),
representing a year-on-year growth of 53.27%. Net profit was
HK$180,068,000 (year ended March 31, 2005: HK$132,382,000), an
increase of 36.02%. Profit attributable to shareholders amounted to
HK$156,736,000 (year ended March 31, 2005: HK$96,617,000), a year-
on-year growth of 62.22%. Basic earnings per share was HK6.15 cents
(year ended March 31, 2005: HK5.24 cents), representing a year-on-year
growth of 17.37%.

Development of New Projects

Since 2005, the Group has gradually sought for project expansions in
medium to large sized cities. Overall project quality was enhanced. As at
June 30, 2006, the Group had further secured a total of 11 city piped gas
projects (with exclusive concession rights) and acquired a gas company
with natural gas exploration and production rights. Most of the natural gas
projects acquired during the year are located in economically prosperous
medium to large sized cities with population over a million. This demonstrates
that the Group’s strengthened competitiveness in the industry, and our
operating and management capabilities are increasingly and widely
recognized by the local governments.

As at June, 2006, the Group has secured a total of 50 city gas projects
with exclusive operating rights in 11 provinces (autonomous regions and
directly-administered cities), two long distance pipeline projects and has
also invested in one natural gas production company, and it was also our
first time to invest in the Liaoning Province.

Set out below are the 11 city piped gas projects which the Group acquired
during the last fiscal period up to June 2006. Of these projects, Dalian is
provincial-level city; Liuzhou, Fangchenggang, Baoji, Yangzhou, Fushun,
Conghua and Dianjiang are local-level cities; whereas the remaining are
county-level cities:

Province City/Districts

Anhui Guzhen

Hebei Wangdu, Tangshan Nanbao
Guangxi Liuzhou, Fangchenggang
Shaanxi Baoji

Jiangsu Yangzhou

Liaoning Fushun, Dalian
Guangdong Guangzhou Conghua

Chongging Dianjiang
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The above new projects cover a connectable population of approximately
8,822,000 (approximately 2,757,000 households). Up to June 20086, all
the city gas projects of the Group cover a connectable population of
approximately 23,034,000 (approximately 7,198,000 households). This
represents an increase of 58.0% compared to 2005.

Of the 50 city gas projects owned by the Group, Dalian is one of the cities
with the largest population and the most prosperous economic development,
and represents another breakthrough of the Group after Yangzhou in Jiangsu,
Liuzhou in Guangxi and Baoji in Shaanxi. Dalian has an area of 12,574
square kilometers, and a population of over 6 million. Dalian is named the
economically strongest city amongst the three provinces in North-East China
by ranking the seventh according to the statistics relating to the top 100
cities with comprehensive strengths in China carried out by the National
Bureau of Statistics in 2004. Dalian Gas Company is the gas company
which was set up in China in the earliest days after Shanghai Gas Company.
It has a history of about 100 years, with an existing coal gas client base of
approximately 650,000 and an industrial and commercial client base of
about 6,000. Our investment in this economically most prosperous city in
the north-eastern part of China, being our first investment in this regjon,
demonstrates the recognition of the Group’s competitiveness by the local
government there, and our capability in investing and managing large scale
city gas projects.

Chongging Ding Fat Industries Company Limited is a company principally
engaged in the exploration, collection, transportation, purification and sale
of natural gas. It has the exploration right which was approved by The
Ministry of Land and Resources to explore natural gas in Dianjiang County,
Chongging, China and currently owns 40 natural gas wells with an annual
capacity up to 150,000,000 mé. In addition, the company has also entered
into cooperative agreement with PetroChina, which is also producing gas
in the same region, under which PetroChina will supply natural gas to the
company. Our investment in Chongging Ding Fat further enhances our
competitiveness, and marks the Group’s important first step in moving up
the industry ladder vertically.

Looking into the next financial year, the Group will continue to base its
investment in the city gas distribution sector on a reasonable level of
investment returns, and will actively look for investment opportunities in
medium to large sized cities in order to expand our customers base, further
strengthen our project portfolio, and increase the quality and return of our
projects. In the upstream exploration and transportation areas, the Group
will look for opportunities to invest in small scale natural gas liquefaction
facilities in the central and western region of China in order to build up its
own captive gas supply according to the needs of its downstream projects
S0 as to meet their demands and to further strengthen our competitiveness
for project tender.
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MANAGEMENT DISCUSSION
AND ANALYSIS

Natural gas storage tank (left)
AR (L)

Piped natural gas (right)
BEBRAR(A)

Construction of Piped Gas Networks

Construction of city gas pipeline networks is one of the Group’s principal
businesses. The Group builds city main pipeline network and branch pipeline
network to make gas connection to residential users and industrial and
commercial users, and charges these users with gas connection fee and
gas usage fee.

During the financial year, the Group had completed 7 processing stations,
8 medium to high pressure regulating stations, high pressure pipelines of
approximately 107 km, city medium to low pressure pipelines of
approximately 1,842 km and branch and customer pipeline network of
approximately 1,443 km.

Natural gas projects in Wuhu, Huainan, Suzhou, Yangzhong, Yichang,
Suizhou, Xiaogan, Yicheng, Yumeng, Hanchuen etc are in operation and
have contributed to the Group’s revenue. As at March 31, 2006, the Group
had 28 projects supplying natural gas. The Yangzhou project and the
Liuzhou project of the Group are under construction, and are supplying
piped coal gas and LPG to their customers during this construction period.

As at March 31, 2006, the Group had completed a total of 25 processing
stations, 20 medium to high pressure regulating stations, high pressure
pipelines of approximately 412 km, low to medium pressure pipelines of
approximately 3,025 km and branch and customer pipeline network of
approximately 3,470 km. Designed daily gas supply capacity of our
processing stations reached 6,140,000 m%day.

Residential Customers

During the year, the Group acquired a number of large city gas projects
with urban population over a million. These cities are economically
prosperous and their citizens have high demand for real properties. This
will enhance the development of residential customer base of the Group.
During the year, the Group completed natural gas connections for 141,543
domestic households, an increase of approximately 7.0% compared to
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last year’s figure. The average connection fee of residential users was
RMB2,372, a growth of 7%, and such increase was due to the higher
affordability of the local residents and the higher connection fees approved
by the local governments in those economically developed cities in which
the Group has acquired the city gas projects.

During the year, the Group acquired a total of 253,419 residential users,
and these users were primarily from the Yangzhou, Liuzhou and Baoji
projects. As at March 31, 2006, the Group had a total of 806,103
residential users, an increase of 96.1% compared with the last period,
representing 11.2% of the total connectable domestic households.

Industrial and Commercial Customers

As versus residential users, industrial and commercial users have much
bigger demand for gas, and are the focus of the Group’s business direction.
During the financial year, the Group completed natural gas connections for
20 industrial customers and 142 commercial customers and acquired 17
industrial customers and 764 commercial customers. Industrial users are
primarily in industries ranging from glass and porcelain making, metal
processing, petrochemical and building materials production, and
commercial users are from industries such as catering, hotels, schools,
shopping malls etc.

As at March 31, 2006, the Group has acquired and connected 72 industrial
customers and 1,395 commercial customers, representing a growth of
105.7% and 185.3% respectively compared with the last period. During
the financial year, the connection fee for industrial users was calculated on
the basis of the contracted daily gas volume at the average rate of RMB17
per m3, and the average connection fee paid by commercial customers
was RMB51,451 per customer. The lower connection fee for industrial
users is mainly because of bigger discounts offered to them to incentivize
their connections.

Since both projects in Dalian and Fushun, Liaoning had accumulated
substantial numbers of connected customers, subsequent to the Group’s
acquisition of these piped gas projects, the Group accumulates more than
1.60 million residential customers as well as 11,000 industrial and
commercial customers.

Connection fee represented approximately 51.65% to the Group’s total
turnover for the financial year under review.

Sale of Piped Gas
Connection fee is a one-off income, whereas the Group’s ultimate profit
comes from the sales income of piped gas.
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MANAGEMENT DISCUSSION
AND ANALYSIS

During the financial year, natural gas sales income from the projects in
Wuhu, Dangyang, Yichang, Suizhou, Xiaogan, Huainan, Beijing Xiangke,
Suzhou, Baoji and Yangzhong were recorded. The Group sold in total
172,319,750 m? of natural gas, a substantially increase of 364.5% as
compared to last year, of which as to 32,024,390 m?® was sold to residential
customers, 126,007,760 m?3 to industrial users, 12,408,070 m3 to
commercial users, 313,050 m® CNG to vehicle drivers, and 1,566,480 m?
to other users.

During the year, gas sold to industrial users represented 73.1% of the
total natural gas volume sold, and those to commercial users and
residential users were 7.2% and 18.6% respectively. With industrial
customers being our core customers base, the Group is presented with
a big potential for gas sales growth in the future, and as local governments
are generally more relaxed in controlling the tariffs for industrial users, it
makes it much easier for us to pass through our upstream cost increase
to them so as to mitigate price fluctuation risk.

During the financial year, the Group recorded natural gas sales income
of HK$273,044,103, representing approximately 43.3% of the Group’s
total turnover for the year. The gas sales income was approximately
258.24% higher than that of the same period last year.

As at March 31, 2006, the daily natural gas supply capacity of the Group
reached 756,209 m?3, representing a growth of 87.5%, of which the actual
domestic usage was approximately 111,948 m®/day, actual industrial usage
approximately 439,873 m3/day, actual commercial usage approximately
143,988 m?/day, and actual CNG vehicles usage approximately 41,843
ms/day. As at June 30, 2006, the daily natural gas supply capacity of the
Group exceeded 1,000,000 m3.
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In the past financial year, the average selling price (pre tax) was RMB1.73
per cubic meter for residential customer, RMB1.57 for industrial customer,
RMB2.22 for commercial customer, and RMB2.35 for CNG vehicles.

The core business of the Group is natural gas supply. In the past two years,
the Group was able to switch the coal gas and LPG customers in Wuhu,
Huainan, Yichang, Yangzhong and Suzhou to use natural gas. In this financial
year, the Group acquired the Yangzhou project and the Liuzhou project
which are still using coal gas and LPG, and we are planning to switch them
into natural gas within the next two years. During the financial year, coal
gas and piped LPG sales income from Yangzhou Zhongran and Liuzhou
Zhongran were recorded. A total of 4,058,960 m? of coal gas and piped
LPG was sold during the financial year, a decrease of 89.6% compared to
the last period, of which 3,885,120 m® was sold to residential customers
and 173,840 m?3 was sold to commercial customers.

Natural Gas Joint Venture Companies
As at March 31, 2006, revenue contribution from the Group’s major
subsidiaries and jointly-controlled companies are as follows:

To the Group’s

Joint Venture Company Revenue total revenue

(HK$'000) (%)
Wuhu Zhongran 121,307 19.24
Dongyang Zhongran 82,578 13.10
Suzhou Zhongran 60,812 9.64
Nanjing Zhongran 55,925 8.87
Yichang Zhongran 49,432 7.84
Huainan Zhongran 30,932 4.90
Beijing Zhongran Xiangke 28,251 4.48
Pizhou Zhongran 25,950 4.12
Tangshan Xiangke 24,832 3.94
Yangzhong Zhongran 19,477 3.09
Yangzhou Zhongran 19,409 3.08
Suizhou Zhongran 16,336 2.59
Qingzhou Zhongran 14,725 2.34
Liuzhou Zhongran 13,076 2.07
Total 563,042 89.30%

CNG Refilling Stations

In the past years, international oil price has increased continually, causing
a significant increase in oil price within China. Fuel costs for vehicles also
increased. In addition, car emissions are causing a tremendous problem
to the environment, raising an alarm for the Chinese government to impose
more stringent control over the emissions for environmental protection
reasons. Under such a circumstance, natural gas becomes a new energy
source for car use, and is particularly welcome by bus and taxi companies.
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MANAGEMENT DISCUSSION
AND ANALYSIS

In order to develop the CNG refilling business for vehicles, the Group
and GAIL, one of its existing shareholders, have commenced discussion
about investing in this CNG refilling stations opportunities in China. In
addition, in this financial year, the Group has acquired the Baoji project,
which owns four CNG refilling stations in the city of Baoji in Shaanxi
Province, with a daily supply capacity in excess of 40,000 m3. Also, in
Wuhu City of Anhui Province, the Group has, through its wholly-owned
subsidiary which has a joint venture with the local bus operator, built
two CNG refilling stations, and is in the process of completing another
two.

For the current financial year, the Group will invest further in refilling stations
for vehicles with an aim to generate more income and higher return from
natural gas sales.

Gross Profit Margin and Net Profit Margin

During the financial year, the Group realized revenue of HK$630,522,000
(2005: HK$411,389,000), an increase of 53.27% as compared to last
year and gross profit of HK$305,354,000 (2005: HK$247,404,000),
representing 48.4% of the Group’s overall gross profit margin (2005:
60.1%). The Group realized net profit of HK$180,068,000 (2005:
HK$132,382,000), representing an overall net profit margin of 28.6%
(2005: 32.18%).
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Left: Mr. Ali Sultan, Magbool bin Mohammed of
Oman Oil Company S.A.O.C (left) and Mr. Liu Ming
Hui, Managing Director of China Gas (right), signed
a Share Subscription Agreement

Bl : fIEEXRAMA A Ali Sultan %4 (&)
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Right: Mr. Liu Ming Hui, Managing Director of China
Gas (left) and Mr. J. K. Jain, Director (Finance) of GAIL
(India) Limited (right), signed a Heads of Agreement
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Strategic Shareholders

In the past two years, besides Hai Xai Finance Holdings Limited, the
principal shareholder of the Company, the Group has successfully brought
in China Petroleum & Chemical Corporation, GAIL (India) Limited and
Oman Oil Company as strategic shareholders of the Company.

Besides the financial supports from these strategic shareholders, the
Company also has strategic cooperation with them. For Oman Oil Company,
our cooperation involves formation of a joint venture company and to
consider the importation of liquefied natural gas, crude oil and other energy
products from energy companies in Oman and other middle-east countries.
Discussion and negotiations over the form, nature and amount of the
cooperation are continuing.
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Human Resources

A team of excellent employees is vital to the success of a corporation.
The Group remains faithful to “people come first” management concept.
It has put in place a system of recruitment and internal training which is
subject to ongoing modification from time to time. This system provides
mechanism for upgrading the professionalism and competence of our
staff at all levels and also creates a platform for knowledge exchange
and experience sharing among our staff. The Group recruits and retains
capable people through enhancing job satisfaction and attractive
remuneration package.

The Group has carried out many measures to attract and train employees.
During the financial year, the Group had recruited top graduates from various
prestigious universities included Harbin Institute of Technology (HIT). At
the same time, Gas Technology Research Institute of China Gas and HIT
has provided over 20 on-job training programs for the Group’s general
staff and senior management. Six career training programmes for the
Group’s ground-level staff had been conducted at the training base of the
Group at Suzhou, with more than 200 employees attended. Furthermore,
the Group has established a second training institute namely Management
Institute of China Gas (*FEAREIZERR) in early 2006 which is mainly
providing training courses for the Group’s middle-level management staff.
As at June 2006, the Institute had provided three programs to a total of
113 people from middle-level management. The training covers areas such
as production safety, market development, customers service, financial
management and application of information technology. We believe that
by providing adequate and practical training to the Group’s employees
would be able to broaden their professional knowledge and perspectives
and upgrade their technical and management standards.

As at March 31, 2006, the Group has approximately 4,464 employees,
representing an increase of approximately 155.1% over last year. More
than 99% of the Group’s employees are located in the PRC. Remuneration
is determined by reference to their qualifications and experiences of the
staff concerned and according to the prevailing industry practice in the
respective regions in which it operates. Besides basic salaries and pension
funds, some employees are entitled to discretionary bonuses, merit payment
and share options which depend on the financial results of the Group and
the performances of individual employees. Share Options were granted to
eligible staff in this financial year. The Group also provided extensive
trainings including orientation tours for new employees and different
levels of technical and management courses for the Group’s management
and employees.

Excellence in Corporate Management

The Group’s management team is committed to upgrading its management
standard and transparency. In recognition of the effort by the Group’s
management, it has been awarded in May 2006 with the “First
Outstanding Enterprise Achievement Award” under the award title
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MANAGEMENT DISCUSSION
AND ANALYSIS

“Capital’s Outstanding PRC Natural Gas Supplier” by Capital, one of the
best-selling and authoritative Chinese financial magazines in Hong Kong.
The award panel was comprised of members from the editorial committee
of Capital and 10 leading figures in the business community. The Award
demonstrates that the management standard of the Group is recognized
by the investors at large. On the other hand, the Group has also been
elected by a dedicated gas industry portal in China — “ &A%~
(Gasshow.com) as one of the “Top Ten Most Impressive Enterprises” in its
“2005 Gasshow Performance Ranking”. The election evidences the
recognition of the Group within the gas industry in China and among the
consumers. The election was conducted through website members’
recommendations and online ballot. The election criteria included the yearly
performance, integrity, contribution to industry’s development and capacity
in technological and managerial innovation of an enterprise.

Market Risk

On December 23, 2005, the National Development and Reform Commission
issued the “Notice on reforming natural gas wellhead price to establish a
pricing mechanism and making appropriate increase in natural gas wellhead
price in the recent period”, which provided that adjustments to wellhead
price of natural gas would be pegged with the price changes in coal,
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(left) Natural gas compressed to smaller volume
with high pressure (about 200-250 bar), transported
by trucks to cities or factories for consumption

(B BARARBEZRER NS BRE K
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(right) Natural gas liquefied at critically low
temperature (about -162°C), transported by
ships or trucks to LNG terminal where it is
gasified to become PNG

(B) RARUBERE (49-162°C) R1L#
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petroleum and LPG. From a long-term perspective, the objective of the
policy is to establish a market-oriented pricing mechanism in natural gas
market and to support sustainable development of the industry. In the
short-term, as the retail pricing of natural gas is still under the control of
local governments, an upward movement in natural gas wellhead price
would affect the profitability of the urban area gas supply industry to a
certain extent. To ensure the Group’s investment return, subsequent to
the issuance of the notice, various measures have been taken by the Group
to mitigate the impact of this policy. Firstly, in the supply to industrial and
commercial customers where regulation on tariffs is less rigid, the Group
has negotiated and agreed with its customers to align price movements
between upstream and downstream prices, such that if the upstream
wellhead price of natural gas has risen, the Group may also adjust its
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retail price in accordance with the separate agreements entered into by
the Group and its industrial and commercial customers, thereby mitigating
the impact of price movement on the Group itself. Secondly, in the area
of domestic gas and CNG prices where regulation is more stringent, the
Group has been proactively seeking to negotiate and coordinate with
local governments so as to successfully apply for adjustments of natural
gas retail prices. As of today, negotiation with all commercial and industrial
customers has been completed and gas supply contracts have been re-
executed on terms which enable price-alignment mechanism. As far as
domestic gas prices are concerned, applications for increase of gas tariffs
and for price alignment have been made to local governments for most of
our projects which were affected by the increase in the upstream cost. As
of today, approvals for price alignment systems have been granted by Hubei
Government for the 7 city gas projects invested by the Group in Hubei.
Approval for increase in natural gas retail prices including the prices on
domestic gas and motor vehicle CNG gas has also been given by Shaanxi
Government for the Baoji project in Shaanxi.

Financial Review

Liquidity

As at March 31, 2006, the total assets of the Group was HK$5,093,888,000
increased by approximately 85% as compared to March 31, 2005.

As at March 31, 2006, cash on hand was HK$1,727,130,000
(March 31, 2005: HK$712,015,000). The Group’s total bank and other
borrowings amounted to HK$2,011,452,000 (March 31, 2005:
HK$1,323,446,000) of which approximately 17.2%, 9.5%, 45.1% and
28.2% would be due within one year, from first to second year, from second
to fifth year and after the fifth year, respectively.

The Group has a current ratio of approximately 3.37 (March 31, 2005:
3.19) and the net gearing ratio was 0.38 (March 31, 2005: 0.72). The
calculation of net gearing ratio was based on the net borrowings of
HK$801,865,000 (total borrowings of HK$2,528,995,000 less bank
balances and cash of HK$1,727,130,000) and the net assets of
HK$2,120,766,000 as at March 31, 2006.

Capital Structure

During the year, the Group had entered into subscription agreements with
Oman Oil Company, Templeton Strategic Emerging Markets Fund Il, LDC
(“TSEMF 11”) and FMO respectively, and a total of 343,000,000 shares
had been issued to these investors with net proceeds of approximately
HK$401,000,000. These proceeds were mainly used for the new projects
development and general working capital of the Group.
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MANAGEMENT DISCUSSION
AND ANALYSIS

The Company also issued convertible bonds at 1% per annum coupon due
June 29, 2010 with an aggregate principal amount of US$40,000,000
(the “Bonds”) in June 2005. On issuance, the initial conversion price of
the Bonds was HK$1.731 which is subject to adjustment in the event of
any shareholding dilution to take place. The Bonds have been listed on
The Hong Kong Stock Exchange from June 1, 2006 and none of the
Bonds had been converted as at June 30, 2006.

Financial Resources
In October 2005, the Group obtained a 9-year term loan of US$50 million
from FMO and PROPARCO both being development finance institutions
dedicated to providing financing solutions for small to medium-sized
companies in developing countries. This is an unsecured bank loan based
on floating interest rate.

ERFBmE
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Ms. Yu Xiao Ping (left), President of

the China Development Bank's
Shenzhen Branch and Mr. Li Xiao Yun

(right), Chairman of China Gas

Holdings Limited, signed a Development
Capital Cooperation Agreement
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In January 2006, China Development Bank, the country’s policy lending
bank, granted a credit facility of RMB20 billion to the Group. The facility
may be drawn by the group in the next 5 years, with a tenor of 15 years
and a grace period of at least five years. Interest rate of the loan is fixed by
reference to the official rate of The People’s Bank of China for long term
borrowing of over 5-year and may be adjusted downward as appropriate.

The Group does not anticipate any material foreign exchange exposure
since its cash, borrowings, revenue and expenses are denominated in
Hong Kong dollars, RMB and US dollars. Besides, the Group believed
that RMB appreciation will continue in the foreseeable future. Since all
the operating income of the Group is denominated in RMB, we expected
the Group will benefit from repaying foreign currency debt by RMB funding.

However, as financial loans granted to the Group for development are
based on floating interest rates, the Group entered into interest rate
swap contracts in early 2006 for these loans in order to hedge against
the interest rate exposure. Interest on the US$60 million syndicated loan
arranged by Societe Generale as lead arranger was originally charged at
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the floating rate of LIBOR+150bps. At present, the Group would only need
to pay interest at a fixed annual rate of 5.06% pursuant to the interest rate
swap. Interest on the US$50 million development capital loan provided by
FMO and Proparco was originally charged at the floating rate of
LIBOR+235bps. At present, the Group would only need to pay interest at
a fixed annual rate of 5.73% pursuant to the interest rate swap. These
interest rate swaps substantially reduce the Group’s interest rate risk and
help make savings of its finance cost.

The Group’s operating and capital expenditures are funded by operating
cash income, subscription monies from strategic investors, bank loans,
the Bonds, development capital debt and the syndicated bank loans. The
Group has sufficient sources of funds to meet future capital expenditure
and working capital requirements.

Charge on Assets

As at March 31, 2006, the Group pledged part of its fixed assets and
investment properties having a net carrying value of approximately
HK$371,867,000 (March 31, 2005: HK$399,393,000) and certain
investments in subsidiaries to banks to secure loan facilities granted to the
Group.

Capital Commitments

Capital commitments in respect of the acquisition of property, plant and
equipment and construction materials contracted for but not provided in
the financial statements as at March 31, 2006 was HK$453,224,000
(March 31, 2005: HK$661,157,000) and HK$175,573,000 (March 31,
2005: HK$405,968,000) which would require part of the Group’s present
cash resources and external funding. The Group has committed to acquire
interests in certain PRC enterprise and to establish certain sino-foreign
joint venture companies in the PRC.

Contingent Liabilities

As at March 31, 2006, the Group did not have any material contingent
liabilities (as at March 31, 2005: Nil).

Liu Ming Hui
Managing Director

July 21, 2006
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