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GENERAL

The Group had another year of high growth in business
and recorded a revenue of HK$1,615,479,000 for the year
ended December 31, 2005, a substantial growth of 57.8%
comparing with the revenue of HK$1,023,782,000 for the
year ended December 31, 2004. Net profit attributable to
the equity holders of the Company for the year of 2005
was HK$35,702,000, a substantial increase of 76.9% over
the amount of HK$20,178,000 in the year 2004. As at
December 31, 2005, the Company has an issued and paid
up capital of 481,676,687 ordinary shares. Basic earning
per share for year 2005 was HK7.41 cents, a growth of
69.2% comparing with the basic earnings per share of HK
4.38 cents for the year ended December 31, 2004.

The Group achieved 350,000 MTs of sale of LPG in 2005,
an increase of 34.6% from 260,000 MTs for the year
2004.

MARKET SITUATION
General Situation

In the year 2005, after years of growth the import volume
of LPG in China saw its first year of decline, by 3.8%
from 6,409,000 MTs in the previous year to 6,166,500
MTs. Decrease in import does not mean the demand for
LPG in China had decreased accordingly. When domestic
production of LPG is taken into account, the total
consumption of LPG in China for the year was
approximately 22,076,000 MTs, an increase of 4.5% from
the amount of 21,130,000 MTs in 2004. In addition,
Guangdong Province is traditionally the window through
which most of the LPG import is channeled into China. Its
import volume in 2005 was 4,474,000 MTs (72.60% of
the nation’s LPG import volume), an increase of 3.6%
from 4,320,000 MTs (66.60% of the nation’s LPG import
volume) in 2004. We are not able to obtain the actual
consumption volume in Guangdong Province, however,
according to the estimate by our operation, there was
substantial increase of LPG delivered from the refineries in
the north to the south. Also, there was growth in output
from the two refineries in Guangdong (Maoming
Petrochemical and Guangzhou Petrochemical). Therefore,
we estimate that the increase in consumption of
Guangdong was somewhere between 4% to 5%, which
is consistent with the growth of China as a whole, and
that Guangdong’s uptrend of LPG consumption continues.
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Wholesale Market

Traditionally, the supply of LPG in Southern China is mainly
from sea terminals and refineries (Maoming Petrochemical
and Guangzhou Petrochemical) in Guangdong. In 2005,
when the price of LPG in the international market
continued to increase, it occasionally created a significant
price difference between imported LPG and domestic
production. Substantial profit could be made from selling
LPG from the north to markets in the south. As a result,
the supply from refineries in eastern and northern China
increased substantially and adversely affected the wholesale
price in Southern China. The impacts are as follows: (1)
on some occasions, the wholesale price was forced to
drop substantially in a short period of time; (2) loyalty of
the bottle filling plants to their suppliers (i.e. the terminals)
had been loosened; (3) terminals with small storage
capacity were less flexible towards drastic market changes.
For 2005, the wholesale price in Southern China had in
general increased from about RMB4,400 per MT in January
to about RMB5,850 per MT in December, a 33% increase.
At the same time, the terminals’ cost (including the tariff
and VAT) of import had increased from about RMB4,000
per MT in January to about RMB5,700 per MT in December,
a 42.5% increase. Although the demand in the wholesale
market continued to grow, refineries in the north became
new competitors and in the second half of the year
(especially the forth quarter) the competition adversely
affected the gross profit margin of the wholesalers in
Southern China.

Retail Market

In the year 2005, the retail market of LPG in Southern
China had been seriously affected by the continuous surge
in wholesale price. Retailers operated at increasing
operating cost. Those retailers that were located far away
from the terminals had the additional burden of higher
transportation costs. As the increase in cost was much
faster than the selling price adjustment, in the latter part
of 2005, the profit margin shrunk speedily. In some areas,
the purchase cost was even higher than the retail price.
More serious, because of the frequent adjustment of the
retail price (the price of a 15 kg bottle increased from
RMB65 at the beginning of the year to RMB100 at the
year end), the government made its first intervention in
retail price since the year of 2002 (the price then was
RMB72 per bottle) and requested retailers to keep the
price of bottled LPG below the RMB100 level before
Chinese Spring Festival. That created a short term chaos
in the form of disrupted supply and panic purchase in the
market. Later, with the change of attitude of the
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government, market order recovered within a short period
of time. However, some retailers in certain areas had
already suffered great loss. In the whole retail market,
only auto LPG operators received subsidies from the
government and their hardship was reduced. In the year
2005, the Guangzhou government required taxis and
public buses to switch from gasoline or diesel to auto
LPG. That significantly contributed to the increase in
consumption of LPG in Guangdong Province. The
government however put tight control on the price of
auto LPG. Despite the increase in purchase cost, the
government had not released the control.

LPG WHOLESALE AND RETAIL BUSINESS
Wholesale Business

The Group’s LPG wholesaling continued to grow at a high
rate in the year 2005. The import volume of the Group’s
Zhuhai sea terminal (NewOcean Energy (Zhuhai) Company
Limited) was 310,000 MTs, a 121.4% increase from the
140,000 MTs in the year 2004. Utilization of the deep
draft sea terminal in Zhuhai was optimized and by virtue
of joint purchase arrangement and efficient logistics, the
deficiency brought about by our small storage capacity
was minimized. In 2005, the sea terminal in Zhuhai became
one of the top ten LPG terminals in China (in terms of
import volume). It ranked 8th, rising from 12th in 2004
and 19th in 2003. In addition, in December 2005 the sea
terminal in Zhuhai, having been granted the status of
bonded terminal, achieved export of 3,500 MTs to Hong
Kong and became one of the suppliers of auto LPG to the
operators in Hong Kong.
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As the import and wholesale volume of the Zhuhai sea
terminal had reached a significant level, the Guangdong
Oil & Gas Association tracked NewOcean Energy (Zhuhai)
Company Limited’s daily price quotation as a constituent
for calculation of the South China LPG Price Index. That
indicates; (1) the Group has established a solid position in
the LPG market of Southern China, (2) the Terminal is
achieving good economy of scale.
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In November 2005, the Zhuhai sea terminal started
construction for its storage expansion. Foundation work
has now been completed and the procurement of steel
plates for the new tanks (partly to be imported from Japan
and partly from domestic suppliers) had been made. When
the expansion is completed by the end of 2006, the storage
volume will be increased to 15,600 MTs from the existing
2,100 MTs. By then, the laytime for discharging refrigerated
cargo will be shortened from 5 days to 2 days and the
purchase cost will be reduced by US$5 to US$6 per MT,
bringing profit margin improvement. In the first quarter
of 2006, the Group already achieved an import and
wholesale amount of 150,000 MTs. The amount for the
whole year is estimated to be not less than 500,000 MTs.

Retail Business

The LPG retail business of the Group was approximately
140,000 MTs, a 7.7% increase from the 130,000 MTs for
the year 2004. 60% of the supply was from the Zhuhai
sea terminal and 40% was from domestic suppliers in
surrounding area of the bottle filling plants. As a fact
growth of retailing slowed down in 2005 because of the
continuous increase of the LPG purchase price, which drove
up the costs and reduced the profit margin. Therefore,
the Management had decided to integrate the existing
market, reduce the input of resources into the existing
market, and explore other areas for expanding bottle filling
plants. In the year 2005, in addition to acquiring the
remaining 30% shares of the Chaoyang Depot in Guilin,
the Group entered into contract to acquire 100%
shareholding of the bottle filling plants of Baorun at
Shenzhen (the acquisition was completed on March 31,
2006). For the year 2006, the Group aims to achieve an
amount of 200,000 MTs for retail business. Also, the
Management believes that, as the international price of
LPG will reduce in the year 2006, the profit margin of
retail business will be improved. The established and
expanded retail client base will bring favorable profit to
the Group (in February and March of 2006, the
international LPG price had decreased substantially).

ELECTRONIC BUSINESS

Starting from January 2003, the Group contracted out the
manufacture and sales operation of the electronic business.
In the year of 2005, the Group maintained its general
trading of electronic components as this line of business
did not require much of the Group’s resources and had
not increased any investment and operating risk. Limited
volume of the electronic components trading will be
maintained in 2006.
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BUSINESS OUTLOOK

It is anticipated that LPG prices on the international market
will go down in 2006. However, because of the fluctuation
of international crude oil price, LPG prices will still be
unstable.

In 2006, the Group’s business strategy is:

1. For wholesale business, the Group will work to enter
into term supply contracts with reputable customers
on cost-plus price mechanism. In the expansion of
the wholesale business, the Group will mitigate price
risk in order to gain thinner, but safe and reasonable
profit;

2.  For retail business, the Group will continue its existing
strategy to look for potential bottle filling plants to
acquire.

In the coming year, the Group will endeavor to complete
the construction work for the expansion of the storage
capacity at the Zhuhai sea terminal. The Group will also
utilize the vacant land at the terminal to develop its
petroleum depoting business, and to finalise its plan to
enter into co-operation with a multinational oil company.

LIQUIDITY AND FINANCIAL RESOURCES

As at December 31, 2005, the net current assets of the
Group amounted approximately to HK$29,292,000 (2004:
HK$29,968,000) and the Group’s bank balances and cash
was HK$57,479,000 (2004: HK$55,937,000). At the
balance sheet date, current ratio was 1.07:1 (2004: 1.21:1),
quick ratio was 0.97:1 (2004: 1.19:1), gearing ratio was
0.53:1 (2004: 0.30:1) which was calculated based on total
liabilities of HK$442,181,000 (2004: HK$154,776,000) and
total assets of HK$832,644,000 (2004: HK$514,113,000).

CONTINGENT LIABILITIES

The Group had no significant contingent liabilities at the
balance sheet date.

At December 31, 2004, the Company was a guarantor to
an agent for import of LPG under an agency agreement
entered into between a subsidiary of the Company and
the agent. The guarantee was not utilised by the agent at
December 31, 2004.
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PLEDGE OF ASSETS

At December 31, 2005, the Group pledged its bank
deposits amounting to HK$207,909,000 (2004:
HK$3,004,000) to secure general banking facilities granted
to the Group. The Group has pledged prepaid lease
payments for lands having an aggregate net book value
of HK$2,045,000 (2004: HK$2,082,000) to secure general
banking facilities granted to the Group.

EMPLOYEES AND REMUNERATION POLICIES

As at December 31, 2005, the Group employed
approximately 310 full time employees in Hong Kong and
the PRC. The Group remunerated the employees based on
their performance, experience and prevailing market
practice. Employee benefits provided by the Group include
a provident fund scheme, medical insurance scheme and
an employee share option scheme.

PURCHASE, SALE AND REDEMPTION OF THE
COMPANY'’S LISTED SECURITIES

Neither the Company nor any of its subsidiaries purchased,
sold or redeemed any of the Company’s listed securities
during the 12 months ended December 31, 2005.
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