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BUSINESS REVIEW

Overall review

In light of the slow down of the Hong Kong building
industry, the critical operating environment of the coal
market in the Mainland and EC120 helicopters still
consolidating their position in the market, the Group’s
turnover slipped from HK$720,658,000 for 2003 by 10%
to HK$645,024,000 for 2004. Nevertheless, by virtue
of the total commitment from all the staff of the Group
in improving cost effectiveness and the co-operation
from all parties concerned, the Group posted an
operating profit of HK$27,536,000 for the vyear,
representing even a growth of 17% as compared to
HK$23,607,000 for 2003. Profit attributable to
shareholders amounted to HK$13,564,000 (2003:
HK$12,878,000). Earnings per share was HK¢0.36
(2003: HK¢0.35).
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Facade contracting works

The depression of the Hong Kong facade works industry
for the last ten years was at its bottom in 2004. The
Group’s turnover in facade works for the entire year of
2004 was HK$523,464,000, representing 18% lower
as compared to HK$636,571,000 for 2003.

As a result of persistent stringent cost control measures,
certain projects generated profit margin better than
expected. Therefore, notwithstanding reduction in
turnover, overall operation achieved steady performance
and managed to contribute segment results of
HK$15,383,000 to the Group’s operating profit (2003:
HK$15,076,000).

After many years of depression, the Hong Kong building
industry bottomed out in the first half of 2004. New
contracts secured in the first half of 2004 amounted to
only HK$77,480,000, but further new contracts
amounting to HK$262,520,000 were secured in the
second half, resulting in an aggregate value of
HK$340,000,000 for the entire year (2003:
HK$508,000,000). The Group’s vigorous efforts in
developing overseas markets amidst the depressed
market conditions in Hong Kong have produced results.
After having secured a project in Singapore in early
2004, the Group has opened up a new page in its
overseas market developments by scoring a project in
Las Vegas, Nevada, USA in the second half of 2004.
New contracts secured in 2004 include the following
major ones:
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1. K Wah Centre, Shanghai
2. Museum Station, Singapore

3. Cyberport Residential Development (contract
numbers R311 and R411a)

4, Civil Aid Service Headquarter and Fire Services
Department Rescue Training Centre at Site 17 of
West Kowloon Reclamation, Yaumatei

5. NKML3, Kowloon Bus Station Depot

6. The Palazzo, Lido Casino Resort, LLC Tower, Las
Vegas, USA

7. CYTS Plaza, Beijing
8. Asia Aluminium Industrial City, Zhaoging

As at 31 December 2004, the value of remaining works
in hand was HK$474,000,000 (2003: HK$700,000,000).
The Group, fully prepared to capture the opportunities
arising from the rebounce of the Hong Kong economy,
has secured new contracts valued in excess of
HK$270,000,000 during the period from 1 January 2005
to the date of this report, including:

1. The Proposed Skyplaza Building at Hong Kong
International Airport, Lantau Island

2. No. 92-94 Queen’s Road Central, Hong Kong

3. Galaxy Starworld Hotel, Macau
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Generation and sale of electricity and steam
power

As mentioned in the interim report of this year,
Hangzhou Sealand Electric Power Company Limited
("Hangzhou Sealand”), under the auspices of the healthy
economic growth in the Mainland and its expanded
production capacity, has achieved tremendous business
growth. Turnover for 2004 amounted to
HK$121,062,000 (2003: HK$77,955,000) with increases
in the sales of electricity and steam power by 59% and
54% to HK$30,747,000 (2003: HK$19,290,000) and
HK$90,315,000 (2003: HK$58,665,000), respectively.
However, escalating coal prices, fuelled by short supply
across the country, lowered Hangzhou Sealand’s gross
profit by 40% from HK$12,709,000 for 2003 to
HK$7,568,000 for 2004. In order to cope with such
difficult operating environment, Hangzhou Sealand
together with other electricity and steam power suppliers
in the region have been having serious discussions with
the government authorities concerned. Following
intensive discussions, the local government has
established a special new subsidisation program pursuant
to which subsidies are paid to electricity suppliers in
the region in accordance with the volume of electricity
generated. During the year, Hangzhou Sealand received
subsidies equivalent to HK$3,035,000 (2003: Nil) which
were recorded as other revenue in the consolidated
financial statements.
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Well before the Group acquired interest in Hangzhou FRZZZZTFAREERKBRMNE
Sealand in 2000, an ex-shareholder of Hangzhou Sealand B EEHU UM B — 22 BT AR R R AN
owed Hangzhou Sealand an over-distributed profit /G HE —E 8 A A5 108,563,000/ JTHY

equivalent to HK$8,563,000. As the ex-shareholder was 8 53 F) o B3 PR 5% A IR BR K BE 7 7 ] By
unable to confirm when the over-distributed profit would RRIEZEREEER ZEHEERAE
be repaid, the amount was fully provided for when its | L B A M B i 2 B B BB B o PO
equity interest was acquired by the Group. During the NIZFERIMMNES —BEESTSRAEZ
year, pursuant to a previous resolution of the board of ERXRFATAFMEERARBESR"
directors of Hangzhou Sealand that the said receivable P B A RIEBERBZ IR ZER
would be repayable by CATIC as referred to below, the Bl 2 SRIBRAR & B 15 2= HP DA H i
amount was settled in full by CATIC. Thus, the amount m IR e

recovered was reflected as other revenue in the

consolidated financial statements.

By virtue of its past experience, the hard work of its BEMMEBBENLR 28ETH

staff members and the full support from the local BHREMWBFOR DK T M E

government during the difficult times, Hangzhou Sealand BRERFN —FINHAERREERR

was able to deliver a segment profit of HK$15,604,000 ¥ o fEIEH 15,604,000 ( = F

(2003: HK$11,511,000) to the Group for the year. T =4:11,511,0008 7T ) BB F B
5t o

During the year, all the shareholders of Hangzhou REN BMMNEHEZEBRRE SRR
Sealand unanimously agreed to increase their equity N—ZZTMFEREIREEZTRKRRE
interests in Hangzhou Sealand by way of capitalisation B FFIR B 2 LN G L E - LAE M
of the dividends otherwise payable to them in 2004 NG E AR ERERE 2 BR15
according to their respective shareholding percentages. Big mMEE 2dMEREARE
This would enable Hangzhou Sealand to utilise its 50,000,0007C # M &= A B ¥
internal resource more effectively. After the capital 59,700,0007t °

injection, Hangzhou Sealand’s issued share capital was

increased from RMB50,000,000 to RMB59,700,000.
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( MA-60 Aircraft #7605 H#

Aero-technology

Albeit order for EC120 helicopters was gradually on the
rise during the year, Project EC120's performance
remains adversely affected as the overall helicopter
market is still consolidating in 2004. Having considered
the profit and cashflow forecast of Project EC120, the
Group made a provision for impairment of
HK$4,000,000 (2003: HK$2,000,000) against the
financial asset thereunder. Taking into account this
provision for impairment and accrued income in respect
of an exclusive distributorship of certain helicopter
engines as mentioned below, the aero-technology
business posted an operating loss of HK$775,000 for
the year. For 2003, on the basis of profit warranty of
not less than RMB6,500,000 in respect of Project EC120
and the abovementioned impairment of HK$2,000,000,
the Group took in a contribution of HK$3,965,000 to
operating profit.
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K-8 Trainer K-8 48 # )

On 24 December 2003, the Company entered into an
agreement with an independent third party to pay
US$5,000,000 (equivalent to approximately
HK$39,000,000) for the exclusive distributorship of
certain helicopter engines produced by the third party
in the following three years. The amount was paid in
full on 20 January 2004. As the helicopter engines are
of latest hi-tech models, the responses from the market
are encouraging. Pursuant to the agreement, the average
annualised return to the Company on the paid amount
of HK$39,000,000 shall not be less than 8% per annum
or effectively US$1,200,000 in aggregate for the three
years ending 31 December 2006. Accordingly, the Group
has accrued for the year a profit of US$400,000
(equivalent to approximately HK$3,120,000) which was
credited to other revenue.
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( S-92 Helicopter S-92E F##

During the year, CATIC Siwei Co., Ltd. (“CATIC Siwei")
(an associate which is engaged in the provision of aero-
photographic services in the Mainland) achieved a
breakthrough in sales by successfully signing several
aero-photographic service contracts with a government
department in the Mainland. Accordingly, CATIC Siwei’s
turnover for the year reached HK$31,739,000, which
represented an increase of 40% when compared to
HK$22,592,000 for last year. Sales of automobile
navigation and mobile phone positioning services by

( Y-12 Multi-purposes Aircraft & 127 # )
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EC-120 Helicopter EC-120E F+# )

C

China Nav-Info Co., Ltd. (“China Nav-Info”) (an associate EMNRGRMBEMEFRMEET
in the business of utilising geographical information {37 25 fin 25 on M2 B2 £t 48 A AR 745 25 75 ) i
system and global positioning system technologies to ERE) EEHEM R FHRAERBEAR
manufacture location-based navigation products and FHHEBREFYABRIEE
provide related services) increased more than 9 folds to 25,049,000 T (= 2 T = F :
HK$25,049,000 (2003: HK$2,463,000). As both of these 2,463,000/8 7T ) < M % FHE 2 A A
associates are in the hi-tech sector requiring higher initial HESRETE VHAZERRS
setup costs, they have not yet been able to make any REEDRERAEERBEEFER -
profit contribution to the Group for the year.

C MA-60 Aircraft #7#fH60% #
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PROSPECTS

The overall Hong Kong economy rebounced in the
second half of 2004. The building industry has already
begun to turn around and the Group, taking advantages
of the opportunities, is confident of capturing further
new contracts. After having secured projects in
Singapore and the U.S., the Group is optimistic of
winning projects in other overseas markets such as
Japan. The Group remains committed to its long-term
market strategy “Resolutely standing rooted to Hong
Kong whilst facing the world, Actively pursuing
developments of overseas markets and Prudently
selecting projects in the Mainland” which serves to
facilitate long-term steady growth by cushioning the
impact on overall performance as may be brought by
the cyclical ups and downs of individual markets.

The introduction of macro-austerity measures in 2004
had led to an amelioration in the overheated economic
growth in the Mainland. This helps to maintain a steady,
continuing economic growth in the Mainland and hence,
a great demand for electricity and steam power.
Hangzhou Sealand has well prepared itself to meet such
opportunities by continuously expanding its electricity
and steam power generation capacity and boosting its
productivity, speeding up the installation of infrastructure
to increase steam power supply to customers and
introducing quality management to improve operational
efficiency and cost-effectiveness. With all these in place,
Hangzhou Sealand would be able to contribute more to
the profit of the Group.

The overall market of helicopters has been undergoing
consolidation for more than two years. Recently the
order for EC120 helicopters is gradually on the rise.
Thus, Project EC120 would have a positive effect to the
Group's profit.
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China is going to host the Beijing Olympics in 2008 and REE SRR T NFEIL R R
the Shanghai Expo in 2010. Run-up preparation work REBGLRN_T-ZFHELBETHE
for these events and the growth of an affluent consumer ABEe ZEIREZABPEETIER
sector will increase the demand for intelligent electronic MEBEREE RBRYKEETEE
devices and the relating products, which would be able BEHETEERRARAEERY

to bring in better financial performance to the Group. BRAEMEE BA KBS R EEF A
=
CHANGES OF DIRECTORS EERE

Mr. Li Zhaoxi was appointed as an independent non- TEREER_ZETENFALA="TH
executive director and a member of the audit committee REZERARAIZBIIFENTES
of the Company with effect from 30 September 2004. MEZELZEGKBE - B_TZTRFMA
With effect from 8 April 2005, Mr. Yang Chunshu and NBE BHEEEERTFRZTHFHER
Ms. Yu Li resigned, and Mr. Liu Rongchun and Mr. Diao NEIZHTES MBAKELERAE
Weicheng were appointed, as executive directors of the BAEBRZEARARA ZHITES

Company.

APPRECIATION )

| would like to take this opportunity to express my AAZRAMBEFLRE2BBELAES
appreciation to my fellow directors and all our staff for —FRELZERER - B H T B RE
their support, hard work and dedication over the past BBTFRTIARIDHE-

year.

By Order of the Board AEEEm

Fu Shula FE

Chairman ISR

Hong Kong, 12 April 2005 B —_ETETRFMNA+T=H




