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REVIEW OF OPERATIONS

During the reporting period, the Group continued to be engaged
principally in its core business of trading of building materials and
engineering equipment. The financial performance of the Group remained

largely affected by the level of construction activities in Hong Kong.

The Group’s turnover amounted to HK$321.2 million in 2004,
representing a decline of approximately 14% compared with 2003 (2003:
HK$373.4 million). This was mainly attributable to the reduced activities
in the construction industry. Despite the continued downturn in prices,
the Group successfully improved its gross profit margin before cost
provisions to 17.8% (2003: 17.3%) through its focus on higher value
added activities. The gross margin was adjusted to 17.8% (2003: 18.0%)
after taking into account the negative impact of further cost provision
of HK$0.03 million (2003: write back cost provision of HK$2.4 million)
for contracting business. Operating expenses was also reduced by some
9.3% to HK$65.1 million (2003: HK$71.8 million) which included the
provision for bad debts and stock obsolescence of HK$2.8 million (2003:
HK$1.5 million) and HK$0.5 million (2003: HK$0.4 million)
respectively. As a result, the Group reported a profit attributable to
shareholders of HK$2.5 million (2003: profit of HK$1.2 million), after
crediting properties revaluation gain of HK$2.8 million (2003: revaluation

loss of HK$1.5 million).

With the change in strategic focus, the Group had scaled down its
air-conditioning activities. The Group negotiated with customers to
successfully cancel certain contracts of low margin and long lead time
in the engineering field with amount of around HK$90 million.
Outstanding orders on hand as at end of the year were thus reduced to
HK$101.4 million (At 31 December 2003: HK$251.2 million). It was
largely caused by our reduced activities in air-conditioning equipment.
It also reflected the shorter delivery lead time required from the Group’s

repositioned activities.
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SEGMENTAL INFORMATION

Revenue from building products business was HK$265.9 million, a
decrease of 14.8% compared with HK$312.0 million of last year. This
was mainly due to the reduced construction activities. However, we
recorded growth in construction chemical and marble operations. These
higher value added activities also contributed to the improved gross
margin of 18.1% before cost provision adjustments (2003: 17.3%). Gross
margin after cost provision adjustments was 18.8% and 18.3% in 2004

and 2003 respectively.

Turnover of engineering equipment business was reduced by 10% from
HK$61.4 million to HK$55.3 million mainly because of our decision to
scale down the air-conditioning trading operations. This was partially
compensated by the increase in turnover of air distribution products —

one of our strategic focuses.

The Group recovered doubtful debts of HK$2.6 million in air-
conditioning contracting works and this was recorded as other revenue
in the consolidated financial statement. We also continued with our
conservative policy and made additional cost provisions of a similar
amount. As a result, operating contribution of engineering equipment
was decreased from HK$9.8 million to HK$6.9 million.

CAPITAL COMMITMENT

In view of the growth in our marble export business, the Group committed
to purchase around 30,000 sq.m. of land in Dongguan of PRC to build a
new marble processing factory. Total consideration amounted to RMB1.8
million of which 50% was paid in 2004. We estimate that total capital
expenditure for the new factory project is around HK$18.0 million and

the Group will finance this project from internal resources.
LIQUIDITY AND FINANCIAL RESOURCES

The Group maintained a healthy balance sheet at the end of the year
with cash in hand of HK$84.4 million, mostly placed in time deposits
with reputable financial institutions. The Group had no bank borrowing
as at 31 December 2004 and maintained zero gearing throughout the
year (At 31 December 2003: Nil). We will continue to manage our
cashflow cautiously and expect to meet our future financial requirements
by internal resources and bank credit facilities. In managing the foreign
currency risk, the Group adopts a conservative hedging policy through

booking of forward foreign exchange contracts with its principal bankers.
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CONTINGENT LIABILITIES

Certain subsidiaries have given undertakings to the banks that they will
perform certain contractual non-financial obligations to third parties. In
return, the banks have provided performance bonds and letters of
guarantee to third parties on behalf of the subsidiaries. As at 31
December 2004, the amount of guarantees outstanding was HK$2.5

million (At 31 December 2003: HK$16.2 million).

BANKING FACILITIES WITH ASSETS PLEDGED

A property with a net book value of HK$51.0 million at the year ended
31 December 2004 held by a subsidiary of the Group was pledged to a

bank to obtain banking facilities.

EMPLOYEES

At the end of the year 2004, the Group had approximately 300 and 100
employees in the PRC and Hong Kong respectively (2003: 225 and 115
respectively). The Group continues to provide remuneration packages
and training programmes to employees with reference to prevailing
market practices. The Group also adopted a new share option scheme
on 11 July 2002 under which the directors of the Company, subject to
the compliance of the Rules Governing the Listing of Securities (“Listing
Rules”) on The Stock Exchange of Hong Kong Limited (“Stock
Exchange”), were authorised to grant share options to eligible persons
as incentive. Details of share options granted during the year were

disclosed in the Report of the Directors’ of this report.

OUTLOOK

The encouraging news that the Hong Kong economy recovered strongly
fuels optimism in the property market. The Group will continue to focus
on its traditional higher value added activities and expanding its newer
activities including marble export, construction chemicals and air
distribution products. We expect our new marble factory to give us
sufficient capacity to meet the growing demand from our overseas
customers. With a healthy balance sheet and a flexible organizational

structure, the Group remains confident in its future.
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