MHEBERARA A

Management Discussion and Analysis

Business Review and Outlook

The Group is principally engaged in property development,
property investment and property rental activities in the PRC.

During 2006, the Group’s major investment property remained
at Liwan Plaza and primary property under development was
Jiangnan Nam Fong Garden Phase Il, Guangzhou. During the
year under review, the Group has disposed of certain units in
Liwan Plaza and a subsidiary, Guangzhou Suinan Property
Development Company Limited (“Suinan”) which only asset
were certain units of Liwan Plaza. As at 31 December 2006,
The total units of Liwan Plaza owned by the Group amounted
to approximately 29,408 sq.m. and generated a recurring
rental income of approximately HK$1,100,000 per month.

Apart from Suinan, the Group entered into an agreement with
an independent purchaser on 13 November 2006 to dispose
of the entire interest in Nam Fong Guangzhou Plaza Limited
(“GZ Plaza”), the holding company of Guangzhou Xiunan
Property Development Company Limited (“Xiunan”) which sole
asset is a development project, namely, the Yue Xiu Plaza
and assign the loan due by GZ Plaza to the Group to the
purchaser. Such disposal was completed in January 2007.

On 7 April 2006, the Company and Zhang Sugian (38 =)
(who is an independent investor) entered into a subscription
agreement pursuant to which the Company agreed to allot
and issue to Zhang Sugian (58 %% ) 272,000,000 new
ordinary shares of HK$0.1 each at a subscription price of
HK$0.1 each subject to conditions that, among others,
granting of the listing of and permission to deal in the new
ordinary shares to be obtained from the listing committee of
the Stock Exchange on or before 30 September 2006. Such
long stop date was extended to 30 September 2007. Net
proceeds of approximately HK$27,200,000 (representing a
net price of HK$0.1 per Subscription share) under such
subscription are to provide additional general working capital

for the Group to develop its existing and future business.
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Future Plans

In the coming year, the Board intends to retain Liwan Plaza
as its main investment properties and will focus on the
development of Jiangnan Garden |l.

Apart from Jiangnan Garden Il, the Company will continue to
explore quality properties with a view to expanding its land
bank should suitable opportunities arise.

Financial Review
Turnover and segmental information
Rental income

The Group’s turnover represents rental income generated.
Rental income decreased by 48.6% to approximately
HK$23,406,000 in 2006 from approximately HK$45,551,000
in 2005. The decrease in rental income is mainly due to the
disposal of certain investment properties in Liwan Plaza.

Gross profit

Gross profit decreased by 60.3% to approximately
HK$16,089,000 in 2006 from approximately HK$40,524,000
in 2005, mainly due to the decrease in rental income received.

Other income

Other income decreased by 11.7% to approximately
HK$58,855,000 in 2006 from approximately HK$66,637,000
in 2005, as there were the bank loan interest waived and the
reversal of provision for other tax made in 2005.

Administrative expenses

Administrative expenses increased by 17.4% to approximately
HK$13,965,000 in 2006 from approximately HK$11,899,000
in 2005 mainly due to the increase in legal and professional
fee during the year.
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Other operating expenses

Other operating expenses decreased by 80.2% to
approximately HK$10,885,000 in 2006 from approximately
HK$54,976,000 in 2005, primarily attributable to the decrease
in claims, surcharge and penalties and allowances for doubtful
debts during the year.

Finance costs

Finance costs decreased by 22.1% to approximately
HK$519,000 in 2006 from approximately HK$666,000 in
2005, primarily attributable to the continuing repayment of
loans during the year.

Profit before tax

Profit before tax increased to approximately HK$66,664,000
in 2006 from a loss before tax of approximately
HK$164,923,000 in 2005 as a result of the gain of disposal
of a subsidiary of approximately HK$123,323,000 and
cumulative effect of the foregoing factors.

Income tax

Income tax in 2006 was approximately HK$6,596,000 while
the income tax credited in 2005 was approximately
HK$493,450,000, primarily attributable to the write back of
over-provision of income tax in 2005.

Liquidity and capital resources
Cash position

As at 31 December 2006, the Group’s bank and cash balances
amounted to approximately HK$8,218,000.

Borrowings, charges on group assets and gearing ratio

As at 31 December 2006, the Group has a short-term
borrowings together with accrued interest of approximately
HK$10,000,000 which was secured by the investment
properties of the Group with carrying amount of approximately
HK$15,500,000 and was interest bearing at 5% per annum.
Such secured loan was fully repaid in January 2007.
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The gearing ratio as at 31 December 2006, expressed as total
borrowing over the total equity was maintained at 2.31%
(2005: 3.49%).

Disposal of a subsidiary

Save as disclosed in the note 26 to the financial statements
of the Company, there were no other disposals for the year
ended 31 December 2006.

Contingent Liabilities

Save as disclosed in the note 27 to the financial statements
of the Company, there were no other significant contingent
liabilities for the year ended 31 December 2006.

Foreign Exchange Rate

The Group conducts its business almost exclusively in RMB
except that certain receipts of sales proceeds and the
borrowings are in HKD. The conversion of RMB into HKD or
foreign currencies has been based on the rates set by the
People’s Bank of China. The value of RMB against the HKD
dollar and other foreign currencies may fluctuate and is
affected by factors such as changes in China’s political and
economic conditions. However, the Board considers that the
effect of the exposure of the Group to the foreign exchange
risk is minimal.

Staff and Remuneration Policies

The Group had approximately 40 employees in Hong Kong
and the PRC for the year. They are remunerated according to
the job nature, market conditions, individual performance and
qualifications. Other staff benefits include year end bonus.

Professional Tax Advice Recommended
If the shareholders of the Company are unsure about the tax
implications of purchasing, holding, disposing of, dealing in,

or the exercise of any rights in relation to, the shares of the
Company, they are advised to consult an expert.
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