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Review of Operations

A strategic change

In February 2000, 357.24 million newly issued
shares of Arnhold Holdings Limited were offered.
Upon completion of the subscription, the Company
was renamed i-Onyx Limited in May 2000 with the
intent to participate in the rapidly expanding
technology sector, whilst running the existing
building materials and engineering equipment
business of the Arnhold Group as a separate
subsidiary.

Since May 2000, i-Onyx’ major strategic investors
now include GEMS Oriental and General Fund
Limited, a regional private equity investment
vehicle,
Management
investments

managed by General Enterprise
Services Limited and whose

range from
telecommunications, media, to energy and natural
resources, real estate and finance; and the Usaha
Tegas Group, a conglomerate whose activities
include media,
broadcasting,

telecommunications, real estate, and power.

technology,

satellite communications and

fixed and wireless

In August 2000 a further 37.8 million new shares
were placed with several investors led by the Israel
Corporation and the Ofer family; an Israel
technology, finance, real estate, tourism, chemicals,
shipping and oil conglomerate.

Prudence in a year of valuation changes

In a period that has seen the Nasdaq index reduce
50% from over 5,000 in March 2000 to 2,500 in
December (and subsequently fall below the 2,000
level in March 2001), all but a lucky few have made
investments in technology companies that have not
seen a substantial valuation decrease.

i-Onyx has, through its immense network of
contacts, examined a large number of potential
investments (over 200), and whilst many were
deemed to be good long-term companies, the
conservative investment approach suggested that
these were over-priced.
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AS a result i-Onyx has not invested significantly,
and has maintained a healthy cash balance of
approximately US$53 million.

Prior to July 2000, i-Onyx made two investments.
A USS$5 million commitment has been made to the
Wit Soundview Dawntreader Fund II (for which
USs$1.75 million had been called-up as at December
2000). The other investment is for USS$1 million in
the Beijing based multi-media company and
publisher, China Interactive Media Group. Although
there is no requirement to write down these
investments, and both remain in a sound position,
in line with the company’s prudent investment
approach approximately USS$1.5 million has been
set aside into an investment revaluation reserve
recognizing the abnormal events in the valuation
of technology stocks.

Outlook

Looking forward we will continue with our prudent
investment strategy that focuses on opportunities
which offer significant upside potential but
structured in a way to give us adequate downside
protection.

Timing will be critical and whilst we believe, from
the deals received over the last few months, that
valuations are coming into line with cash flow
projections we will not invest unless there is an
excellent case to do so. In general, the outlook for
many industries and businesses remains uncertain
given a weaker global economy, and we will be
highly cautious and patient before we make any
further significant commitment.

We are also more likely to target larger and later
stage deals with their inherently lower risk profile.
This will enable a closer relationship between
i-Onyx and the investee company and give us
greater ability to add real value. Whilst technology
stocks continue to be a focus of the investment
community, consider
opportunities in other sectors as well, again
reflecting market conditions and the broad industry

knowledge and base of our Strategic Investors.

i-Onyx will potential
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Finally, we intend to minimise administrative
expenses using the existing network and managerial
resources of the three major shareholders.

Arnhold

As the Group’s technology investments only began
in May 2000, the financial results in the Profit and
Loss Account largely reflect the performance of
the Arnhold Group, which continued over the last
year to be managed as a separate subsidiary by
Mr. Michael Green. Segmental information about the
Group’s turnover and operating profit is disclosed
in the Report of the Directors.

Both turnover and profit were adversely affected
by the sustained economic downturn in Hong Kong.
However, the Arnhold business remains in a solid
position with outstanding order book as at end of
31 December 2000 of approximately HKS$435
million, representing an increase of 2.2% over last
year.

In general the year 2000 was another difficult year
for the construction and property sector. The
sluggish demand and fierce competition has
continued to drive down prices which has in turn
reduced profit margins. However, the Group’s
continuous effort to control costs and improve
efficiency has helped to minimise the impact, to
the extent that on a consolidated basis i-Onyx Ltd
remains profitable.

At year-end, Arnhold has retained its leading
the Hong Kong market in
conglomerate marble and plumbing fixtures. With a
sound financial base, and a strong market position
we believe, looking forward, that Arnhold is well
prepared to benefit from the improving economic
environment.

position within
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Liquidity and Financial Resources

For the period under review, the Group issued
395,040,000 ordinary shares to strategic investors.
The net proceeds after
approximately HK$406 million.

eXpenses were

It was intended that the net proceeds would be
used to expand the business of the Group to
include investments in the technology sector.
However, the Group has adopted a conservative
investment strategy and only committed around
HKS$47 million to technology related investments.
Given the recent reduction in the valuation of
technology companies, the Group has set aside
HKS$ 12 million as an investment revaluation reserve.
The Group has also continued with its prudence-
based approach in hedging Arnhold business
foreign currency exposure through forward foreign
exchange contracts.

The Group has placed most of its surplus funds in
time deposits with reputable financial institutions.
As at the end of 2000, the Group maintained a
healthy balance sheet with a cash balance of
around HKs416 million and a gearing ratio of 0.7%
(1999: 2.1%) - a calculation based on short and
long term interest bearing bank/other borrowings
of HKS$5 million (1999: HKS$6 million), and the
shareholders fund of HK$693 million (1999: HK$295
million). As detailed in note 25 to the accounts,
certain assets of the Group have been used to
secure bank loans. The Group also has contingent
liabilities as at the end of the year for which details
are set out in note 27 to the Accounts.

Employees

AS at 31 December 2000, the Group employed
around 390 employees in both Hong Kong and the
Mainland. The Group continues to provide
remuneration packages, including share options,
to employees with reference to prevailing market
practices. Information on the share option scheme
and the Group’s remuneration expenses are set out
in the Report of the Directors and note 4 to the
accounts respectively.
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