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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. The Group also established a
new marble processing factory in the PRC to process and distribute marble

products.

For the year 2006, the Group recorded a turnover of HK$297.6 million with
gross profit of HK$65.7 million (2005: HK$292.4 million and HK$58.7 million
respectively). The improvement was mainly attributable to the increase in
turnover of plumbing fixtures. Gross profit margin improved from 20.1% to
22.1% as a result of the Group’s focus on high value added trading and
manufacturing activities. Other income increased because of the recovery of
bad debts previously written off (HK$0.9 million) and administration fees
collected from an associate (HK$0.8 million). Operating expenses increased
slightly to HK$65.4 million (2005: HK$60.5 million) largely because of the
increase in salary, depreciation charges of the new factory and lease expenses of
the new showroom. The Group also recorded losses of HK$1.5 million (2005:
Nil) on disposal of a subsidiary and a residential property in Shanghai. After
taking into account the fair value loss on revaluation of investment properties
of HK$0.8 million (2005: Nil) and the share of loss of HK$1.8 million (2005:
Nil) of an associate, the Group’s profit attributable to shareholders for the year

was improved to HK$2.1 million (2005: HK$1.6 million).

The Group continued to consolidate its market position in Hong Kong and
successfully enhanced its coverage in the Mainland and Macau. As a result, the
Group’s outstanding orders on hand at the year end amounted to
HK$164.6 million, representing an increase of 23% over the end of last year

(at December 2005: HK$133.8 million).
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Segmental Information

Revenues from the building products business increased 2.3% to HK$263.8
million (2005: HK$257.9 million) largely attributable to the higher turnover
of plumbing fixtures. This was partly offset by the decrease in construction
chemical sales of HK$10.2 million (the operation was transferred to a new
joint venture with Bostik Australia Pty Ltd (“Bostik”) in March 2006. The
joint venture is reported in the financial statements as an associate of the Group).
In line with the increased turnover and improved margin on the trading activities,

gross profit improved from HK$52.0 million to HK$59.4 million.

The engineering division’s turnover of HK$33.8 million was comparable with
the last corresponding period. Gross profit decreased slightly from HK$6.6
million to HK$6.3 million. The Group has added to its portfolio certain air
distribution products that will enhance air quality and energy efficiency. We
expect that these products will enable us to meet the increasing demand for

environmental protection equipment.

Capital Commitment

The construction work on the Group’s new marble processing factory in
DongGuan was completed in August 2006 and the plant was in full operation
at the end of the year. There was no material outstanding commitment for the

factory as at end of the year.

On 8 March 2006, Arnhold & Company, Limited, a wholly owned subsidiary
of the Company, Bostik and Bostik Holding Hong Kong Limited entered into
a shareholders agreement in relation to the formation of a joint venture (the
“Joint Venture”) details of which were disclosed in the Company’s circular dated
4 April 2006. We estimate that the Group’s obligations to provide a shareholders’
loan to the Joint Venture will be approximately HK$12.5 million of which
HK$7.0 million had been paid or was payable as at the end of the year. The
Group expects to finance the funding requirements of this Joint Venture from

internal resources and bank credit facilities.
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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 2005: Nil). The Group remained
conservative in working capital management. As at the end of 2006, cash balances
amounted to HK$52.7 million (at 31 December 2005: HK$70.4 million).
The decline in cash balances was largely caused by the capital expenditure of
the marble processing factory in the PRC and the shareholder’s loan to the

Joint Venture used to build the 40% owned new Bostik factory.

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.

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 2006, the amount of guarantees
outstanding was HK$3.1 million (at 31 December 2005: HK$2.4 million).
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Banking facilities with assets pledged
A property with net book value of HK$51.0 million at year ended 31 December
2006 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 395 employees in the
Mainland and approximately 116 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 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 of the Company
were authorised to grant share options to eligible persons as incentives. Details
of share options granted are disclosed in the Report of the Directors of this

report.

Outlook

The Group has made encouraging strategic progress and invested for future
growth opportunities by allocating more resources to Macau, Manufacturing
Operations and the Joint Venture. At the same time, we continue to focus on
business efficiency enhancement, working capital control and expenses
management. All of these initiatives will continue to drive our growth in 2007

and we are optimistic about the future.
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