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Review of Operations

The Group continued to be engaged principally in its core business of
trading of building materials and engineering equipment with its
financial performance remained highly correlated to the level of
construction activities in Hong Kong. For the year 2005, the Group
recorded a turnover of HK$292.4 million with gross profit of HK$58.7
million (2004: HK$321.2 million and HK$57 million respectively). The
decline in turnover was mainly caused by our decision to cancel certain
low margin engineering equipment orders at the end of last year.
However, gross profit margin improved from 17.8% to 20.1% as a result
of the Group’s focus on high value added trading activities. Operating
expenses were maintained at the same level as last year. However, if
the net write-back of provision for impairment of receivables of HK$1.6
million (2004: HK$2.5 million) is excluded, operating expenses reduced
by 1.3% over last year. Accordingly, the Group’s profit attributable to
shareholders for the year was improved to HK$1.6 million (2004:
Group’s loss attributable to shareholders was HK$0.9 million, as
restated).

The Group continued to consolidate its market position in Hong Kong
and successfully enhanced its coverage in the Mainland and Macau.
As aresult, the Group’s outstanding orders on hand at the year end
amounted to HK$133.8 million, representing an increase of 32.5% over
the end of last year (At December 2004: HK$101 million).

Segmental Information

Revenues from the building products business were HK$257.9 million,
representing a decrease of 3% compared with HK$265.9 million in the
last corresponding period. Turnover of plumbing fixtures, tiles and
construction chemicals was HK$19.5 million lower. The decrease in
sales revenue was partially offset by the HK$11.2 million improvements
in export operations. Despite the decrease in turnover, gross profit
improved by 3.6% from HK$50.2 million to HK$52 million because of
the improved margin in nearly all areas.

Turnover of the engineering business decreased by 37.5% to HK$34.6
million because of our decision to cancel certain low margin orders at
the end of last year. However, gross profit decreased from HK$6.9
million to HK$6.6 million only because the low margin orders have
been cancelled. In order to capture future growth opportunities, the
Group has located several new air handling products from Europe and
North Asia for launch in 2006.
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Adoption of New and Revised Financial
Reporting Standards

Due to the requirement to adopt the new and revised Hong Kong
Financial Reporting Standards on 1 January 2005, the Group has
incorporated prior year and opening adjustments in its 2005 profit and
loss account. Further details of the implications have been provided
in the notes to the financial statements.

Capital Commitment

The Group commenced the construction work of its new marble
processing factory in Dongguan. Upon completion of the new factory
by the end of this year, we expect to triple our production capacity and
shall be able to meet the increasing overseas demand of marble mosaic.
We estimate that the total capital expenditure for the new plant will be
approximately HK$20 million, of which HK$11.1 million had been paid
or was payable as at the end of the year. The Group expects to finance
this project from internal resources and bank credit facilities.

Foreign Exchange Exposure and Financial
Hedging

The Group adopts hedging policies for managing its risk exposure to
foreign currency fluctuations and forward exchange contracts have
been arranged with the Group’s principal bankers to mitigate exchange
risks. Further information of the forward exchange contracts is
disclosed in the notes to the financial statements.

Liquidity and Financial Resources

The Group maintained a healthy balance sheet with no bank borrowing
and zero gearing as at year end (At 31 December 2004: Nil). The Group
remained conservative in working capital management and recorded
a positive cash flow of HK$10.8 million from operations. As at the end
of 2005, cash balances amounted to HK$70.4 million (At 31 December
2004: HK$84.4 million). The decline in cash balances was largely caused
by the payment of a HK$9.9 million final dividend declared in 2004
and capital expenditure of approximately HK$10 million for the new
factory in the Mainland.

Most of the Group’s cash balances are placed in time deposits with
reputable financial institutions. The Group will continue its
conservative cash flow management policy and expects to meet its
future financial requirements through internal resources and bank
credit facilities.
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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 these subsidiaries. As
at 31 December 2005, the amount of guarantees outstanding was
HK$2.4 million (At 31 December 2004: HK$2.5 million).

Banking Facilities with Assets Pledged

A property with net book value of HK$52 million at year ended 31
December 2005 held by a subsidiary of the Group is pledged to a bank
to obtain banking facilities.

Employees

At the end of the year, the Group had approximately 300 employees in
the Mainland and 110 employees in Hong Kong and Macau. The Group
continues to provide remuneration packages and training programmes
to employees with reference to prevailing market practices. Under the
existing share option scheme of the Group, subject to the compliance
with the Rules Governing the Listing of Securities (the “Listing Rules”)
on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”),
the directors were authorised to grant share options to eligible persons
as incentives. Details of share options granted have been disclosed in
the “Report of the Directors” of this annual report.

Outlook

We expect market conditions to remain competitive in Hong Kong. The
Group will continue to focus on building our own proprietary
businesses and explores growth opportunities in Macau and the
Mainland. With a healthy financial foundation and a dedicated
professional team, the Group remains cautiously optimistic that it will
take full advantage of the economic recovery.
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