Managing Director’s Statement
ESREERSE

REVIEW OF RESULTS

Turnover of the current period recorded an increase of HK$229.5 million

to HK$528.4 million, representing an increment of 77%.

The increase in turnover was mainly attributable to the HK$369.1 million
increase in turnover of listed securities trading and was partially reduced
by the HK$143.2 million decrease in turnover of dealing in distressed

assets.

The increase in turnover of listed securities trading was a result of the
realization of the China Construction Bank H shares (“the CCB Shares”)
acquired at its IPO.

Due to the realization of the CCB Shares, the corresponding acquisition
costs of the CCB Shares were recognized as direct operating expenses.
This was the main reason leading to the significant increase in direct

operating expenses in the current period.

The decrease in turnover of dealing in distressed assets was mainly due
to the fact that turnover of dealing in distressed assets in the previous
period included a performance return from the disposal of the Macau
Assets amounted to HK$100.0 million. Since the Macau Assets were all
disposed in the previous period, there was no such corresponding amount

in the current period.

Profit for the period attributable to equity holders of the Company was
HK$332.6 million. Compared to the previous period, the profit has

decreased by HK$22.4 million, representing a decrease of 6%.
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Managing Director’s Statement

BEEAKERE

REVIEW OF RESULTS (Continued)

There were significant changes in several major profit components, which
has a net effect leading to the mild decrease in profit attributable to
equity holders of the Company. The changes are explained in the

following paragraphs:

The gain from the realization of the CCB Shares together with the gain
from other held-for-trading investments, (i.e. trading in listed securities)
contributed HK$106.8 million increase to the profit. In addition, there
was an increase in the fair value of listed securities amounting to
HK$48.0 million. Moreover, fair value gain in investment properties also
contributed HK$32.8 million increase to the profit. These major items
have an effect of increasing profit for the current period by HK$187.6
million in aggregate.

The disposal of the Macau Assets was completed in 2005 and had
contributed HK$100.0 million performance return to the Group in the
previous period. No such performance return was recorded in the current
period. Interest income generated from the Cinda Portfolio decreased
by HK$43.2 million following the reduction in the amount of un-disposed
distressed assets in the Cinda Portfolio. Discount on acquisition of
additional equity interest in a subsidiary also decreased by HK$48.7
million. In addition, share of results of associates also decreased by
HK$20.4 million due to the decrease in profit contribution from Cll
Limited (“CIl"). These major items have an effect of decreasing profit

for the current period by HK$212.3 million in aggregate.
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Managing Director’s Statement

BEEAKERE

BUSINESS REVIEW & PROSPECTS

Property Investments, Development and Management

The operations of the Group's property leasing, property development
and property management were relatively stable during the current

period.

During the current period, the Group has increased its investment in
East Gate by acquiring the remaining 4.11% equity interest from the
minority shareholders of East Gate at a total consideration of HK$25.7
million. The acquisition resulted in a discount on acquisition of HK$24.7
million and was recognized as income in the current period. After the

acquisition, East Gate becomes a wholly owned subsidiary of the Group.

The Group did not recognize any sales of development property during
the current period. Despite the Group has commenced selling of the
development properties of East Gate Metro Garden and the Group has
already secured approximately HK$197.3 million contracted-sales in
aggregate during the current period, the Group will only recognize
sales and profit after the issuance of the relevant occupancy permits.
The Board expects that total sales amount for East Gate Metro Garden
will approximately be HK$423.1 million. The Group intends to complete
the selling of East Gate Metro Garden units in 2006. After the completion
of the sales of the East Gate Metro Garden units, the third phase,
which is also the last phase of the Tiexi development project, will

commence.

For the time being, the progress of the development project “Zi You
Xiao Zhen" is still at the stage of demolishing and relocating the existing
tenants. “Zi You Xiao Zhen” has a site area of approximately 320,000
square meters and can be developed into saleable units with gross floor
area of approximately 830,000 square meters in aggregate. The Group
intends to develop “Zi You Xiao Zhen" by four phases in four years’

time.

The Group is also considering making investment in new development

projects in Beijing including “Si He Yuan" properties.
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Managing Director’s Statement

BEEAKERE

BUSINESS REVIEW & PROSPECTS (Continued)

Infrastructure Investments

For the current period, profit contribution from Cll was HK$39.8 million
(2005: HK$58.8 million). The decrease in profit contribution was mainly
due to the reduction in toll fee income from road and bridge projects
as a result of disposal of those road and bridge projects in the previous

periods.

During the current period, Cll has entered into an agreement to dispose
its entire interest in Jiangxi #320 State-road project at a total
consideration of RMB250.0 million (equivalent to approximately
HK$238.1 million) and recognized a gain in the amount of HK$1.3
million. Cll expects to receive the whole amount of the sale proceeds in

the second half year.

The strategy of Cll is to dispose all the road and bridge projects when
opportunities arise. At 30 June 2006, ClI was still holding two road and
bridge projects with a total carrying value of approximately HK$150.4
million in aggregate.

The Taian Natural Gas Pipeline project

Cll 'holds an 80% effective interest in the Taian Natural Gas Pipeline
project. The carrying value of the project as at 30 June 2006 was
approximately HK$90.1 million. The operation of the project was

relatively stable during the current period.

During the current period, Cll invested in a new energy project by
investing in LB MR BB A A, Cll holds a 74% effective interest
in the project and has invested RMB74.0 million (equivalent to

approximately HK$70.5 million) to the project.

X¥BEEREE (B
ERBERRE

RAERE - P EMNZTER A39,800,000% T
(ZZEZTHF: 58,800,000/ 7T) - BFEE A
PHFERARMNEEERRIBRIEB%RE
BEEBRARBDHHK

RAHRE > FEB R —BHHEE B3 W-
KB AR ¥ 250,000,000 (H E R4

238,100,000/ 70) H B HE R FH320EEM 2
HHEs - WHER —IRETER1,300,000% LAY
wo PEBHIRTHF2BURRARER
I o

FENKEEEBIAERER  2HHEHR
BRREREE -R_TTRFRA=TH
PEDATAEMEEELBRER - BEHAE

#1150,400,000/& 7T ©

FRAMREEHEE

FERAFLAAREEEE80%HE MiEH °
ZHER-ZZETRFRA E-i—EIE’\JEEETE\O?%
90,100,000/ 7 - RANEAME - ZIE B BK &
BHERE

RABE  PEZBRERTBIRRBERAD
AR AN —HEREE - FEREZER
TA%E W RBZIEHFBEERAARYK
74,000,000t (18 & 7 4770,500,000% 7T) °

8 | Silver Grant International Industries Limited]| 8 2 B X B % 5 B 2 7



Managing Director’s Statement

BEEAKERE

BUSINESS REVIEW & PROSPECTS (Continued)

Infrastructure Investments (Continued)

The United East Petrochemical project

Cll holds a 25% effective interest in the United East Petrochemical
project. The carrying value of the project as at 30 June 2006 was
approximately HK$112.6 million. For the current period, profit
contribution to ClI from the project was limited and the profit amounted

to only HK$1.5 million.

Cll'is negotiating with the holding company of the local partner for a
long term and secured supply of crude oil for the project’s refinery
business. Cll has confidence to reach an agreement for the supply of
the crude oil in 2006.

Financial Investments

Distressed Assets Business

The Cinda Portfolio

For the current period, the Cinda Portfolio has contributed approximately
HK$46.8 million (2005: HK$90.0 million) interest income to the Group.
Up to 30 June 2006, the principal amount of distressed assets in the
Cinda Portfolio that has been disposed was approximately HK$20.3
billion in aggregate, representing 37.4% of the total principal amount
of the Cinda Portfolio. The amount of cash recovered was approximately
HK$793.4 million in aggregate. The effective cash recovery rate was
approximately 3.9%.

During the current period, the total principal amount of distressed assets
in the Cinda Portfolio that has been disposed was approximately HK$1.7
billion and the total amount of cash recovered was approximately
HK$128.5 million. The cash recovery rate for the current period was
approximately 7.6%.
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Managing Director’s Statement

BEEAKERE

BUSINESS REVIEW & PROSPECTS (Continued)

Financial Investments (Continued)

Distressed Assets Business (Continued)

The Cinda Portfolio (Continued)

The Board has confidence in recovering a cumulative cash amount in
excess of RMB900.0 million, an amount greater than the original
acquisition cost in the second half-year. The Board also has confidence
in disposing all the remaining distressed assets in the Cinda Portfolio in

the first half year of 2007 and achieving a very good net cash return.

The Huarong Portfolio

In January 2006, the Group completed the acquisition of a portfolio of
distressed assets with a total principal amount of RMB36.4 billion
(equivalent to approximately HK$35.0 billion) including booked interest
("The Huarong Portfolio”) from China Huarong Asset Management
Corporation (“China Huarong”) at a total consideration of RMB546.6

million (equivalent to approximately HK$526.6 million).

The Huarong Portfolio comprises a total of 11,126 borrowers located in
a total of 27 provinces, directly administrated municipalities and
autonomies in the PRC. The Group has set a target to complete the

disposal of the Huarong Portfolio in two years' time.

The Huarong Portfolio was held through a jointly controlled entity —
Platinum One Limited (“POL"). POL was owned equally by Citigroup

Financial Products Inc. and the Company.

POL has appointed China Huarong to serve the disposal of and collection
of the Huarong Portfolio. Huarong in return is entitled to receive a
management fee calculated at 10% of the cash recovered. China
Huarong is also entitled to share the profit generated from the disposal

of the Huarong portfolio according to a defined profit sharing scheme.
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Managing Director’s Statement

BEEAKERE

BUSINESS REVIEW & PROSPECTS (Continued)
Financial Investments (Continued)

Distressed Assets Business (Continued)

The Huarong Portfolio (Continued)

In the current period, POL and China Huarong focused on the preparatory
and planning works for an effective disposal and collection scheme.
Therefore, the disposal of the distressed assets in the Huarong Portfolio

was limited.

Up to 30 June 2006, the principal amount of distressed assets in the
Huarong Portfolio that has been disposed was RMB879.6 million in
aggregate (equivalent to approximately HK$837.7 million), representing
approximately to 4.4% of the total principal amount of the Huarong
Portfolio. The cash recovered was RMB19.0 million in aggregate
(equivalent to approximately HK$18.1 million). The effective cash recovery

rate was approximately 2.3%.
New Distressed Asset Portfolio

The Group is currently considering the investment potential of several
assets portfolios and expects to conclude at least one of them in the

near future.
Other Financial Investments

The Group will utilize an appropriate portion of the temporarily idled
funds to invest, on a medium-term basis, in listed securities. The Board
will make judgment and will invest very selectively in listed securities

with good capital appreciation potentials.

During the current period, the Group has invested RMB100.0 million
(equivalent to approximately HK$96.1 million) to acquire a 12% equity
interest in a Chinese medicine manufacturer known as Tong Ji Tang.
The principal business of Tong Ji Tang is manufacturing of a patented
drug to cure osteoporosis. Tong Ji Tang has planned to seek a listing on

an appropriate overseas stock market.
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Managing Director’s Statement

BEEAKERE

GROWTH STRATEGIES

The Group maintains its established strategies of making balanced
investments in the Group’'s three core-businesses: properties,

infrastructure investments and financial investments.

The recent macro-economic measures imposed by the PRC Central
Government, which is mainly to cool down over-investments in fixed
assets in respect of natural resources exploiting and real estate
investments. In the opinion of the Board, the measures will not have
significant adverse effect on the Group’s business for the time being.
The Group has adequate internal resources to finance its property
investments and the Group’s development properties are targeted for
selling to the local middle-class customers. These customers are real

users and are least affected by the recent measures.

However, the Board believes that these measures will continue for a
certain period of time. The Board will keep their eyes open and take
appropriate actions should these measures be further extended and

raised.

FINANCIAL REVIEW

Exchange Exposure & Hedging

At 30 June 2006, the Group had an outstanding convertible note
denominated in USD in the amount of USD52.5 million (equivalent to
HK$409.5 million).

Except for the above, the Group’s principal assets, liabilities, revenues
and payments are denominated in HKD and RMB. Despite the recent
mild appreciation of the RMB exchange rate, the Board believes that
the RMB exchange rate will only appreciate by a small percentage in
the foreseeable future. In addition, HKD is pledged to the USD and
such currency peg is unlikely to break in the foreseeable future. In this
regard, the Board believes that exposure to exchange rate fluctuations

will not have material adverse effect on the Group.
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Managing Director’s Statement

EERKERS

FINANCIAL REVIEW (Continued)

Exchange Exposure & Hedging (Continued)

The Group’s policy is not to engage in any speculative activity other
than making appropriate arrangements for hedging purposes where
the business requires. There was no hedging transaction contracted for

by the Group during the current period.

Working Capital & Borrowings

The Group's total borrowings excluding convertible notes as at 30 June
2006 amounted to approximately HK$578.9 million of which
approximately HK$572.6 million was short-term bank loan. The remaining
was long-term mortgage loan. Over 90% of the short-term bank loan
was represented by the working capital loan to East Gate and the
remaining was the current portion of a long-term mortgage loan. Interest
rate for the short-term bank loan was charged at floating rate and the
prevailing applicable interest rate was 5.85% per annum. The interest
rate for the long-term mortgage loan was charged at floating rate and
the prevailing applicable interest rate was 5.88% per annum. The Group
also has convertible notes with a total outstanding amount of
approximately HK$619.4 million. Approximately 35% of the convertible
notes were due within one year and the remaining were due after three
years. The convertible notes have a coupon rate of 1.5% per annum
but interest was charged to the consolidated income statement at a
notional market rate of 4.48% per annum according to the Group's

accounting policy adopted.

At the balance sheet date, the cash and bank balances including the
restricted bank balances was HK$799.0 million. In addition, the Group
has net current assets in the amount of HK$700.8 million. Moreover,
the Group has unutilized banking facilities in the amount of HK$313.8
million. In this regard, the Board is confident that the working capital
of the Group is adequate for daily operations and the Group has a

healthy financial position.
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Managing Director’s Statement

BEEAKERE

FINANCIAL REVIEW (Continued)

Working Capital & Borrowings (Continued)

At 30 June 2006, the Company has a convertible note with an
outstanding principal amount of HK$220.0 million. The conversion price
of the note is HK$2.2 per share which is higher than the market closing
price of HK$2.075 at the balance sheet date. Unless the note is converted
in full, any unconverted principal amount will be repayable on 23
November 2006. The Group has adequate internal resource to repay

the note, if necessary.

Capital Structure

At 30 June 2006, the shareholders’ fund of the Group was HK$4,303.7
million, representing an increase of HK$460.7 million or 12.0% compared
to that as at 31 December 2005.

During the current period, the Company raised additional capital in the
amount of HK$241.9 million from the issuance of a total number of
118,000,000 new shares at premium pursuant to the exercise of
convertible note and share options, which has an effect of increasing

the overall capital.

During the current period, the Company paid HK$108.4 million to
shareholders of the Company as final dividend for the year 2005, which

has an effect of reducing the overall capital.

Human Resources

At 30 June 2006, the Group employed approximately 1,400 employees
in Hong Kong and in the PRC. The Group offers its employees
competitive remuneration packages, which are consistent with the
prevailing market practice. The Group’s remuneration policies remain
unchanged during the current period. Total staff cost for the current
period was HK$26.3 million (2005: HK$20.1 million).
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Managing Director’s Statement

EERKERS

FINANCIAL REVIEW (Continued)

Capital Commitments & Contingent Liabilities

The Group did not have any material capital commitment as at 30 June
2006. Moreover, the Group did not incur any new contingent liability,

which is material during the current period.

PURCHASE, SALES OR REDEMPTION OF THE
COMPANY'S LISTED SECURITIES

During the six months ended 30 June 2006, the Company did not
repurchase any of its listed securities. Neither the Company nor any of
its subsidiaries purchased or sold any of its listed securities during the

current period.

APPRECIATION

On behalf of the Board, | would like to express my appreciation and
gratitude to our shareholders for their supports and all the Group's
employees for their hard working and dedication in carrying out their

duties and in achieving the Group’s business goal.

By order of the Board of
Silver Grant International Industries Limited
Gao Jian Min

Managing Director

Hong Kong, 8 September 2006
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