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Management Discussion and Analysis

RESULTS OF OPERATIONS

In 2004, the Group reported turnover of HK$25 million and net loss
of HK$12.7 million or loss per share of HK0.75 cents as compared
to net profit of HK$27.4 million or earnings per share of HK1.61
cents in 2003. Principal factors affecting these changes, which were
discussed further in the followings, were decreased sales and
impairment loss from certain production assets and intangible assets
as a result of continued deterioration in the Group’s income, which
was particularly marked in the third to fourth quarters 2004.

Turnover was HK$25 million in 2004, a decrease of HK$73.5 million
or 75% as compared to HK$98.5 million in 2003, primarily due to
the decrease in sales resulted from weak demand on our products
and increased competition. The gross profit margin in 2004 decreased
to 44.4% from 56.4% in 2003.

In 2004, the Group received rental income of HK$1.0 million in
respect of its investment properties at Ma Wei District, Fuzhou,
Fujian Province, the PRC (2003: nil). The rental income accounted
for 3.8% of the Group’s total revenue. Portion of the premises in
the Group's production facilities not utilised was leased to a third
party commencing January 2004 and was classified into investment
properties.

Total expenses increased by HK$0.7 million to HK$24.9 million in
2004 as compared to HK$24.2 million in 2003. The differences in
total expenses were as follows:

- Selling expenses decreased by HK$5.4 million or 53% to
HK$4.7 million in 2004 from HK$10.1 million in 2003, which
was mainly attributable to the lower advertisement cost in
2004;

- No listing expenses were incurred in 2004 (2003: HK$4.5
million);
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- General and administrative expenses were increased by
HK$0.7 million to HK$10.3 million in 2004 from HK$9.6
million in 2003, which was attributable mainly to increases
of HK$1.6 million from the higher depreciation charges and
the indirect taxes for properties in the PRC, but offset by
saving resulting from the reduction of staff costs of HK$0.4
million;

- Research and development expenses were HK$0.2 million in
2004 as compared to nil in 2003. However, expenses may
increase in future depending the number of studies for
potential products;

- Impairment losses were HK$9.6 million in 2004 as compared
to nil in 2003. The losses consisted of HK$8 million and
HK$1.6 million related to property, plant and equipment
and intangible assets respectively. The impairment charges
of assets were necessary to reduce the carrying value of
these assets to the management’s estimate of their net
realisable value, based on valuation made by an independent
professional valuer, in light of the current market conditions.

BUSINESS REVIEW

The Group is a provider of quality chemical pesticides based on
propulsive agent technology. The Group’s products are sold solely in
the PRC.

Intense market competition resulted in a disappointing year in our
Group’s business. The Group has been battered by continued severe
market conditions and the resultant excess supply of chemical
pesticides. In addition, highly volatile weather conditions have led
to customers to reduce inventories to low levels. The result has
been a first year of losses for the Group.

During 2004, the Group maintained good relationships with its
customers even though the business faced difficult conditions due
to increased competition. The Group has continued to promote its
products through its sales service centers and performed
demonstrations and training programs to farmers in rural areas, but
significantly reduced advertisement programs. The Directors believe
that these activities would benefit the Group in longer term.
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In the new product development areas, new pesticide and insecticide
were still in late development stage. The research and development
of new products is lengthy and costly and the success of new
products is highly unpredictable. Nevertheless, the Group will increase
its focus on research and development of new products in order to
expand its product mix and profit margin, as well as to bring better
returns to shareholders.

In March 2005, the Group entered into an agreement with an
independent third party to acquire 20% interests in a pharmaceutical
business in China at a consideration of HK$45 million subject to
adjustment. The acquisition was terminated subsequently due to
the condition precedents under the agreement are not fully satisfied.
The termination of the acquisition did not have any material impact
on financial positions and business operation of the Group. The
HK$45 million which was intended to fund the acquisition under
the agreement would be used for possible future investment projects.

LIQUIDITY, FINANCIAL RESOURCES AND CAPITAL STRUCTURE

Liquidity and capital resources

Net cash used in operating activities was HK$6.3 million in 2004 as
compared to net cash provided from operating activities of
HK$37.0 million in 2003. This was attributable to decreases in net
profit and other payables. At 31 December 2004, the Group's
working capital was HK$148.0 million (2003: HK$145.6 million)
and its working capital ratio was 35.7 to 1 (2003: 13.2). The higher
working capital in 2004 was due to decreases in other payables.

At 31 December 2004, the Group had cash and bank balances of
HK$150.9 million (2003: HK$156.5 million). The directors believe
that the Group has sufficient working capital to meet its present
requirements.

Capital structure of the company
The Group is financed by the shares issued and retained earnings.

There was no change in capital structure of the Company during
the year.
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Material acquisitions and disposals of investments

The Group had no material acquisitions or disposals of subsidiaries
or affiliated companies during the year.

Significant capital expenditures

There were no significant capital expenditures during the year.

Details of charges on the Group’s assets

The Group had no charge on its assets at 31 December 2004 (2003:
Nil).

Contingent liabilities

The Group had no material contingent liabilities at 31 December
2004 (2003: Nil).

INDEBTEDNESS

Borrowings and gearing ratio

As at 31 December 2004, the Group did not have any bank facilities
in place and there were no bank borrowings outstanding. The Group’s
gearing ratio, measured by total borrowings to the shareholders’
funds, was zero (2003: Zero).

Foreign exchange exposure

The directors believe that the exchange rate risk of the Group is

minimal because the Group’s business transactions are principally in
Renminbi in the PRC, which was relatively stable during the year.
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EMPLOYEE INFORMATION

As at 31 December 2004, the Group had 54 full time employees of
whom 5 were based in Hong Kong and the remaining in the PRC.
Staff costs, including retirement benefit, were HK$4.8 million in
2004 (2003: HK$5.1 million). The decrease reflected the Group's
effort to reduce costs. The Group’s employees were remunerated
according to the nature of their duty and market trend, with
discretionary bonus and benefit of retirement scheme, share options
and necessary training. The Company would grant share options to
employees based on performance evaluation in order to provide
incentive and reward to them.

AUDIT COMMITTEE

The audit committee was formed in June 2001. The audit committee
meets regularly with the management to review the accounting
principles and practices adopted by the Group and discuss internal
control and financial reporting matters including review of the interim
unaudited consolidated financial statements and the annual audited
financial statements for the year ended 31 December 2004. The
audit committee comprises three independent non-executive
directors, namely Mr. Sun Juyi, Mr. Jiang Ming Le and Mr. Chan Sai
Kuai.

PROSPECTS

The Board does not expect signs of sustainable improvement in the
market conditions in the near term, and assuming that difficult
business conditions are to maintain as previous year, the Board
anticipates that sales will be adversely affected. The Group will
adopt with firm measures to control costs.

We have maintained our commitment and have been exploring new
business opportunities that would bring better return to shareholders
in the long term. In March 2005, the Group entered into an
agreement in relation to the intended acquisition of equity interests
in a pharmaceutical business in China. Although the acquisition was
terminated subsequently, the Company will continue to look for
other business opportunities that will complement and enhance the
value of business of the Group.
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