Management Discussion and Analysis &

REVIEW OF OPERATIONS

The Directors would like to report that the Group’s audited
consolidated revenue for the year ended 31 December 2005 grew
by 32.5% to HK$418.0 million from the previous year with the
commencement of commercial operations of the Group’s slag
powder plant in Liuzhou and the cement and berth facilities in
Fuzhou. The Group's profit attributable to shareholders of the
Company for the year was HK$50.0 million, whereas that for the
prior year of HK$328.1 million included exceptional gain on the
merger of KG Telecommunications Co., Ltd. and Far EasTone
Telecommunications Co., Ltd. (“FET") of HK$75.6 million and an
unrealised gain on FET shares of HK$231.1 million in contrast

with the corresponding HK$4.9 million in 2005.

Hong Kong

The Group’s cement distribution business in Hong Kong continued
to operate in a highly challenging environment during the year.
Stagnancy in both private and public construction sectors
continued. While sales quantity remained stable, the effect of
selling price increments during the year was more than offset by
the increase in import cost of cement, thereby thinning margins
and eroding profit. The selling prices of ready-mixed concrete
businesses carried on by the Group's associates started to rise
considerably from the second quarter of 2005 and increased

their contribution to the Group's profit.

Mainland China

Anhui King Bridge Cement Co., Ltd. ("AKB"), the Group’s 60%-
owned subsidiary which runs a slag powder grinding plant in
Wuhu with an annual production capacity of 700,000 metric
tonnes, recorded a decline of profit as a result of significant
reduction of selling prices due to continuing macroeconomic
austerity measures and keener competition brought about by

new competitors in the market.
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Upon completion of the berth facilities in Fuzhou, Fujian province
in February 2005, the Group’s cement grinding plant which has
an annual production capacity of 1.5 million metric tonnes started
commercial operations in March 2005. The Fuzhou operation
started to turn around by the end of 2005 in line with previous
expectation. Effective distribution channels have been built and
sales volume has been on the rise. In December 2005, the Fuzhou
cement plant achieved a monthly sales volume exceeding 100,000

metric tonnes.

The joint venture for a 700,000 metric-tonne
slag powder plant with Guangxi Liuzhou Steel
(Group) Corporation in which the Company’s
subsidiary has a 60% equity interest commenced
commercial production in October 2005 and
that it has generated profit ever since. Slag
powder is becoming more popular in the target

markets of Guangdong and Guangxi Provinces.

Construction of the Group’s wholly-owned large-scale cement
manufacturing base in Yingde, Guangdong Province, which will
have an annual production capacity of 4 million metric tonnes,
was in line with expected progress and was complete in December
2005.

The Philippines

The Group owns cement distribution facilities in Manila and
renders cement handling services. The Philippine operation
continued to produce a steady stream of income to the Group

during the year.
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Other significant investments held
The Group’s shareholding in FET has been partially disposed of

and a gain of HK$12.6 million was recognised for the period.

A net decrease in fair value of HK$0.6 million was recognised for
held-for-trading investments upon stating them at market prices

as at 31 December 2005.

Liquidity, financial resources and capital structure
The Group adopts prudent treasury policies in managing cash

resources and bank borrowings.

Total unrestricted cash and bank balances of the Group as at
31 December 2005 amounted to HK$185.7 million, of which
91.5% were denominated in HK$, US$ or RMB and 8.5% in
NT$. Highly liquid short term investments, classified as held-for-
trading investments, with a market value of HK$628.2 million as

at 31 December 2005, were also held by the Group.

The maturity profile of the Group’s bank borrowings as at

31 December 2005 are as follows:
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Amount repayable: ERUTHEEZE2S®:
Within one year —F2ZA 574,964 559,888
Within two to five years MERFZA 606,593 9,305
Beyond five years hFE2E 52,486 2,326
Total bank loans RITERAE 1,234,043 571,519
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Out of the bank loans as at 31 December 2005, HK$913.2 million
was denominated in HK$, HK$77.6 million in US$ and HK$243.2
million in RMB. All of the bank loans are of floating rate

structures.

The Group’s financial position remained healthy, with net current
assets of HK$253.1 million as at 31 December 2005 and gearing
ratio, calculated based on total bank borrowings and total assets

as at 31 December 2005, of 46.6%.

CHARGE ON ASSETS

As at 31 December 2005, a time deposit of HK$6.0 million were
pledged by the Group as margin for issuance of letter of credit
for the purchase of plant and equipments and time deposits of
HK$7.4 million were pledged to secure bank acceptances draft

granted by banks for the purchase of raw materials.

FOREIGN CURRENCY EXPOSURES

The Group utilised various methods to mitigate foreign currency
exposures arising from the currency mismatch of construction
material purchases and sales. To protect the benefits of
shareholders, cost-efficient hedging methods will be considered

in future foreign currency transactions.

No foreign exchange contracts were outstanding as at

31 December 2005.
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EMPLOYEES ==

As at 31 December 2005, the Group had 613 full-time employees. RZEERF+TZA=Z+—H AKEHKE
Total wages and salaries of the Group for the year then 6I3EREE AKERBEERILFE T
ended amounted to HK$24.0 million. Discretionary bonuses, BN E S 4T E24,000,0008 - EEEN W
recommended by management and reviewed by the remuneration EAEENMEBIINNBARZEREEERFES
committee, are payable to employees in Hong Kong and senior CERBARBEMMNBEELAL YHTWEE 2
management of overseas subsidiaries based on performance. In  fTE I KRR E B BB AR AL EA
addition, the Company’s directors may invite employees, including AMBARIRBEARZEE BRIERITES
executive directors (in which case approval of independent non- (EWBRATERBIYIENITESHIE) I
executive directors is required), of the Company or any of its ARERRRIRO 2 BRE-FN RTEER
subsidiaries and associates to take up options to subscribe for EBECZHARITHEEREDLARS MESK
shares of the Company. During the year, all outstanding options EENEERTEMFTERE-

granted to directors and employees lapsed and no new options

were granted to directors or employees.



