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Management Discussion and Analysis
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BUSINESS REVIEW AND OUTLOOK

Changes in the external environment in 2003 had impacted
adversely the overall activities of the Group, in particular
the steel business.

The outbreak of the Severe Acute Respiratory Syndrome
(SARS) and the US-lraq war had seriously hampered cross-
border business dealings and caused disruption to logistics
and sales activities. An imbalance in supply and demand
was experienced in basic steel raw materials and fuel
worldwide whilst the price of various kinds of steel products
were subjected to huge fluctuations, ranging from drastic
fall in the second quarter to the upsurge in the fourth
quarter, leading to extreme volatility in the market. Freight
forwarding cost, especially sea freight, increased dramatically
as a result of the persistently high oil prices and under
capacity of non-containerised goods. Under these market
uncertainties, operating cost increased for many of the
operations in steel trading, warehousing, logistics services
and downstream steel products processing, who were the
main users of raw materials, and therefore the results were
adversely affected.

In the year under review, turnover of the Group was HK$3.89
billion, an increase of 4% as compared with that of 2002.
However, owing to the above-mentioned external factors,
performance of the Group's steel operation was seriously
affected. At the same time, provisions had to be made for
certain investment items. Consequently, overall turnover of
the Group was substantially below that of last year and a
loss was recorded.
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BUSINESS REVIEW AND OUTLOOK (continued)
Steel Business

Steel business has been the core business of the Group for
decades. The Group is making a full thrust in participating
in the industry's supply chain from three fronts, namely
international steel trading, warehousing and distribution,
as well as manufacturing and processing.

In 2003, this sector of business encountered exceptionally
harsh operating conditions, and despite enormous efforts
of the Group, the result was disappointing.

As to international trading and warehousing and distribution
businesses, the steel market in China in the first quarter
suffered an excess production capacity which was a
continuing effect caused by the global upsurge in steel
prices in 2002. The subsequent temporary imposition of
protective measures in restricting the import of steel by
China created massive stockpile within a short period of
time. The outbreak of SARS and the US-Iraq war grounded
business activities to a virtual halt and precipitated excessive
inventory further. Against a backdrop of weakened
sentiments and inactive trading, the market underwent a
turbulent time and prices crest-fell. Steel prices, in particular
steel plates, suffered the greatest plunge. For instance, the
price of hot-rolled plates fluctuated at a range of as huge
as 45%. In order to safeguard the long-term cooperating
relationship with major overseas steel suppliers, the Group
abided by business integrity and executed all procurement
agreements as far as possible. Every effort was made by the
Group's sales force and every market connection was
exploited to minimise the loss incurred in price differences
in executing those agreements. These notwithstanding, the
overall gross profit declined drastically. At the same time,
certain import wholesalers, in face with the uncertain
market, rescinded their orders and breached their
agreements, consequently leading to missed opportunities
of re-selling and loss for the Group to the detriment of the
overall performance of the business for the year.
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BUSINESS REVIEW AND OUTLOOK (continued)
Steel Business (continued)

In respect of steel manufacturing and processing business,
reduced cost and improved operating efficiency have been
achieved in the Group's steel pipe processing plant in
Dongguan after extensive investment in its expansion.
Production capacity has increased by 40% and operating
scale is gradually taking shape. Another newly established
coil centre began production in March 2003. The advanced
facilities of the production plant and the high quality of
the end-products have been well received by customers.
Despite the fact that the coil centre was still in its early
days, turnover in 2003 exceeded the original expectation
by 320%. The excellent start was achieved through two
efforts. Externally, the Group leveraged on the strong market
demand on high value-added steel plate processing and
managed to secure the confidence and orders of customers.
Internally, stringent control on cost and wastage was
exercised. Nevertheless, these two plants had to bear the
negative impacts caused by SARS and market volatility also.
For the steel manufacturing business, during the SARS
epidemic and the several months afterwards, orders were
postponed or cancelled by downstream customers, leading
to a sharp fall in sales and gross profit. When prices surged
upwards by a wide margin in the following six months,
downstream customers again were unable to shoulder the
increased price in the short term as this was beyond their
budget. In these circumstances, the Group, with a long term
view, adjusted its sales strategy duly and absorbed some of
the processing cost and transferred the benefits to customers
as a means to tide over the difficult period together. Despite
a decrease in the overall gross profit margin in 2003,
turnover of the business remained at the same level as last
year and a similar market share was maintained. The Group
has thus sealed the long term cooperation with its quality
end-user customers.
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BUSINESS REVIEW AND OUTLOOK (continued)
Property Development and Investment

Property development and investment business constitutes
one of the core ongoing businesses of the Group.

The Group's development, Times Square in Yangzhou, Jiangsu,
having a total gross floor of 68,800 square metres, has
been in operation for more than one and a half years since
opening of its first phase and at present, has been fully
leased out. In addition to the 300 plus shops engaged in
retail of clothing, jewellery, watches and cosmetics, other
major tenants include restaurants, supermarkets, electrical
appliances city, digital cinema complex, book city, piano
shop, business leisure centre and KTV.

The small portion of floor space sold is managed through
the same property management company with the same
system as the other tenants. In this way, sale-and-leased
back or leasing arrangements are all under a uniform
operation, management and planning. This ensures the stable
long term development of the mall and the ultimate
enhancement of its asset value.

The Group's investment property in Mongkok, Hong Kong
has been leased to a major well-known local retailer
throughout. During the SARS epidemic, the Group offered
certain relief measures to help the tenant through the
difficult period. Following the gradual recovery of the
economy in Hong Kong and the introduction of private
individual travel by China, retail business is picking up again.
The tenant also recorded satisfactory performance and has
extended its lease with the Group.
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BUSINESS REVIEW AND OUTLOOK (continued)

The Group's management deeply regretted and was
disappointed at the less than satisfactory performance for
the year 2003 and for failing the support of the
shareholders, the business associates and the management.
However, the management firmly believes that the Group's
strategy in participating and investing in the steel business
is long-term. The unsatisfactory performance in 2003 is
but temporary and the worst is over now. Through this
experience, the Group has learned a very instructive lesson
from the market and is in the process of implementing a
range of internal adjustments and improvements. It is
gratifying to note that in this very turbulent year, the Group
had managed to consolidate its market share and reinforce
its relationship with major suppliers, customers and banks
on the strengths of its outstanding reputation and
professional staff. All these have laid a solid foundation for
the long term development of the operation and
improvement of performance in future.

Outlook

The global economy is projected to recover further in 2004.
The Group is set to benefit from this in driving forward its
business and improving its overall profit performance.

For the steel business, contracted orders received by the
Group's trading department at the end of 2003 for execution
and delivery in the first quarter of 2004 has already reached
HK$1 billion, attaining an obvious improvement in gross
profit. As to the Group's two processing plants, orders for
the first quarter were fairly substantial and production,
sale and profit positions were more promising than
anticipated.
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BUSINESS REVIEW AND OUTLOOK (continued)
Outlook (continued)

The Group is fully convinced that global demand for steel
will continue to hold steady and that the macro-economic
conditions in China will remain robust. Though recently the
Chinese Government has imposed control measures to stamp
out the low-level, repetitive investment behaviour of certain
sectors, including the steel industry, China has embarked
onto the heavy industrial development phase and thereby
fostered a cluster of high growth industries, such as
residential property development, shipbuilding, automobile,
oil pipelines, infrastructure construction, machinery and
telecommunication equipment, which all consume massive
volume of steel. The rapid development of these industries
will accelerate a corresponding growth in steel consumption.
This will generate a steady demand as well as extend the
demand cycle. Shortage in raw materials and fuel resources
necessary in steel production in the global context, such as
iron ore lumps, coke, scrap will remain acute and basic
relief seems not forthcoming. Shortage in electricity and
transportation will also limit the development in full
capacity and cost control for the steel industry in China.
These fundamental factors will eventually prop up the price
of steel at a high level for an extended period. At the same
time, in the next few years, the strong and prolonged
demand of new construction projects will necessitate the
continual import of high-technology and value-added steel
products, which domestic production lines are incapable to
provide, to China in addition to raw materials.
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BUSINESS REVIEW AND OUTLOOK (continued)
Outlook (continued)

In view of market demands, the Group will source raw
materials such as iron ore lumps, pig iron, scrap, fluxes
from North and South America, Russia, Ukraine, Japan, India,
Australia and South Africa as well as build up long term
stable supply relationship with major domestic steel mills.
A special procurement and sales system integrating various
resources will be instituted with the particular requirements
of the automobile, IT and home appliances industries in
mind and will focus on the marketing of specialised steel
plates and sheets. At the same time, the Group reckons
that the prospect of the steel processing industry in
producing ancillary products for foreign enterprises investing
in China is very promising, in particular processing of
products related to galvanised steel sheets, stainless steel
and silicon steel sheets. Building on the two existing
processing plants in the Pearl River Delta, the Group will
strive to develop this business sector more actively. The
Group plans to establish a steel coil processing plant in the
Yangtze River Delta in 2004 to target customers in the IT,
home appliances and automobile industries. The
management envisages that while exercising prudence in
risk management, the Group's steel business will maintain a
stronghold in the market in 2004 which will generate a
better operating performance and profit return to the Group.

In respect of the property business, Times Square in
Yangzhou, Jiangsu, is an excellent RMB asset with long
term potential in value appreciation. In 2004, as the planned
functions of the mall gradually take shape and the
enrichment of business formats, combining shopping, leisure,
catering, entertainment and tourism in one place becomes
a reality, the mall attracts a customer flow of several tens
thousands every day and has become the most trendy place
for consumers. This has enabled a higher rental from new
tenants and in renewal of existing leases. Benefited from
the robust economic development of the Yangtze River
Delta, coupled with the promising potential of increase in
value of this prime asset and being under no financial
pressure to sell, the Group had not carried out any major
property sale activities in the last two years. The
management firmly believes that the project is yielding
returns gradually and it will be able to secure a long-term
stable cash flow and satisfactory investment return.

10

ANNUAL REPORT

CEERE (4)
RE (&)

HERMSNFR NEEE 5 EFT# 00 Y
MY A ER RRERMEERE.
It -REH SRB- BA EE BN mE
FEE AV ERIE - 3 7 HL B ) K B SR R 0
RABEHERER TERIET - KEE
TERNBHRFR BETRERNRBNL
HER A Y ETERRYEE RN
mGEHE-R AEEEFTHIRIBE
ERECEEMGLENMBE N TREXEN
ERAS LERFEPIEESHMIMEERN
WHZ2EWHR THMWR -BMAFERT
EINTHEB - AEERERTI=AMNER
METMEER - EERMIARZER
BB —_TTNEFERI =AM —FR
BEES R HIT REMTETENN
SMITIH-ERERY EFERBLE
R R REEMHEBEE _TTOF
REBERFBEANTHENE LERRFHN
SEXRRNBNER-

ERMWEXBIE IHEMNERESEE
EREAEENNBEARKEE-—ZTF
s BEZESNEMBNTE KE%
RENEE BY KE B8R RE KEHR
— B EAARREABEAR BHAT
EHEREAEEG EEMERNKILE
HHEFPHESMH —WEHANBEEKTE
BRARERT -XERRI=AMEEN
BR ERFESBNINRBBEHHEEL
BENERT AREEBENMFLRIN
ETAENNEHEE TS EEERE &
HE RS ABKE BREmRERRTE
MR RMEBMNRER R

2003F I



LIQUIDITY AND FINANCIAL RESOURCES

The Group continued to keep its working capital of high
liquidity. As at 31 December 2003, the cash and bank
balance of the Group was approximately HK$196,036,000
(2002: HK$314,335,000).

The Group's current ratio, as a ratio of current assets to
current liabilities, and the gearing ratio, as a ratio of total
liabilities to total assets, as at 31 December 2003 were 1.30
and 0.64 respectively (2002: 1.56 and 0.57 respectively).

As at 31 December 2003, the bank borrowings of the Group
were approximately HK$779,126,000 (2002:
HK$603,137,000). Excluding the short-term loans on trade
finance amounted to approximately HK$446,578,000 (2002:
HK$287,341,000), the maturity profile of other bank
borrowings as at 31 December 2003 was as follows:

EERIUERVEER
AEB—WNERFBESABENEEE S
R-_EE=F+-_A=+—H HrEEEH
e RIRTT4 644088 196,036,0007T (= F
T — 4 #1314,335,0007T) °

MN-_BE=%+_A=+—0 KA&£BZ R
PR (RBEERRHEGHAL) RBE
th&R (paFREESEMRL) H51B1.30K
0.64(ZZEZ=F: H 5l H1.56%£0.57) °

NRZEZ=F+_A=+—H KEB R
TE R ARET79,126,000C (ZTF =
F B #603,137,00070) - T EHESEE
B A A1 446,578,000 (ZEZT —4F:
5% 287,341,0007) R_ZTEE=F+=H
=+ —H EMBTERZERFHOT:

2003 2002

HK$ million HK$ million

BEEET B EE T

Within one year —&FR 141 82
In the second year F_F 114 42
In the third to fifth year F-FEZFERF 38 139
After the fifth year hF& 39 53
332 316

All the Group's bank borrowings were denominated in Hong
Kong Dollar, US Dollar and Renminbi, bearing interest at
prevailing market rates. No material exchange risk is
expected on the bank borrowings and no financial
instruments have been used for hedging purposes during
the year.
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CHARGE ON ASSETS

As at 31 December 2003, the following assets were pledged:
(i) certain leasehold land and buildings with a net book
value of approximately HK$105,300,000 (2002:
HK$108,028,000); (ii) certain motor vehicles and machinery
of approximately HK$10,737,000 (2002: HK$8,396,000); (iii)
certain investment properties with a net book value of
approximately HK$362,980,000 (2002: HK$261,752,000); (iv)
certain properties held for sale of approximately
HK$27,220,000 (2002: HK$2,910,000): (v) certain inventories
of approximately HK$21,822,000 (2002: HK$17,678,000)
released under trust receipts bank loans; and (vi) certain
bank deposits amounted to approximately HK$3,961,000
(2002: HK$40,503,000).

CAPITAL COMMITMENTS

As at 31 December 2003, the Group had no capital
commitments (2002: capital commitments contracted but
not provided for amounted to approximately HK$8,345,000).

CONTINGENT LIABILITIES

As at 31 December 2003, the Group had the following
contingent liabilities: (i) guarantee for general banking
facilities granted to an associate amounted to approximately
HK$21,730,000 (2002: HK$21,730,000): (ii) Mainland China
land appreciation tax amounted to approximately
HK$17,820,000 (2002: HK$14,891,000); and (iii) guarantees
given to bank for mortgage facilities granted to the buyers
of the Group's properties amounted to approximately
HK$29,689,000 (2002: HK$21,220,000).

STAFF

As at 31 December 2003, the Group employed 720 staff.
Staff remuneration packages are structured and reviewed
by reference to market terms and individual merits. The
Group also provides other staff benefits which include year
end double pay, contributory provident fund and medical
insurance. Share options and discretionary bonus may also
be granted to eligible staff based on individual and Group
performance. Training programmes for staff are provided as
and when required.
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