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BUSINESS REVIEW

Results

During the year ended on 31 December 2005, the total revenue for the
Group was approximately HK$35,169,000 (nine months ended 31
December 2004: HK$29,753,000). Profit attributable to shareholders was
approximately HK$13,845,000 (nine months ended 31 December 2004:
HK$45,684,000).

Market Overview

The market was locked in a tight trading range for the most period of the
year whereas the activities were mainly dominated by derivative-linked
trading. Genuine activities from retail investors were limited due to lack
of direction but gradually improved in the last quarter of the year as they
were encouraged by the strong rally in major overseas stock markets.
The investment confidence and interests were rekindled by the successful
listing and the superb post listing performance of the sizeable new shares.
Public response to the new shares was enthusiastic and subscriptions
in some issues have locked up hundreds billions of dollars in the capital
market. The long-awaited share reforms of A-Shares had finally started
and the initial feedback was positive. These induced a series of corporate
activities on the related H-Shares including privatization of some H-
Shares and triggered another round of shopping for the H-Shares.
Coupled with the renewed speculation on RMB appreciation, more funds
were attracted to Hong Kong to chase the bank and insurance stocks. In
February of 2006, the HIS Services Limited announced its revolutionary
change of preparing to accept H-shares conditionally as the constituent
stocks for its Hang Seng Index calculation in its next review after six
months. The sentiment on H-Shares was further heat up. Many funds
have to increase their weightings in those potential target H shares to
meet the future possible change of the constituent stocks of the Hang
Seng Index. Prices of these stocks went up by more than 50% in a short
period of time since October 2005. 2005 also represented a year of
resource commodities in which prices of all major resources commodities
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including oil, metal and precious metals shot up tremendously amid the
strong demand from the persistent global economy growth. Crude oil
price breached US$70 per barrels. Gold price made a 25 year-high of
over US$600 per oz. Other metal prices continued to hit record highs.
The strong performance in various commodities markets underpinned
the investments in the resources stocks which all recorded impressive
price appreciation and maintained an irrevocable upward movement.
The successful listing of Link REITS in Hong Kong stock market marked
a milestone of introducing a new type of listing securities and helped to
attract additional sources of funds to invest in property business backed
with high dividend payout. Likewise, it also helped to provide an additional
fund raising vehicle for those property companies and have boosted up
the investment interests in property counters. More REITS are expected
to be listed in future. Yet, most of other local stocks remained stagnant
and were generally ignored by the investors. Hang Seng Index registered
a paltry gain of 4.54% to 14,876 and was the poorest performer among
the major Asian markets. On the other hand, H-Index increased
substantially by 12.4% to 5,330 after successive new highs. The up-
trend extended to the first quarter of 2006 and continued to hit a record
high at 6,700 level. Turnover of H-shares also escalated rapidly and in
some days closely matched that of the blue chips.

The whole broker industry benefited from the sharp improvement of
overall market activities. Hong Kong topped the most active derivative
trading market among the major international stock markets. The daily
trading of warrants in the active days took about 20% of the total market
volume. Coupled with the related cash hedging, total turnover of the
market rose by 13.9% to a new record of HK$4,498 billion for 2005.
Nevertheless, the Group A brokers still dominated the market and took
the lion share of the volume. In fact, they played an important role in
dictating the directions. The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”) decided to implement its second and third stages of
further narrowing the price spreads of the small price counters. Such
narrow price spreads might curtail the day-trade activities of small
investors with limited capital. Meanwhile, the Securities and Futures
Commission of Hong Kong (the “SFC”) proceeded with the proposal of
capping the securities collateral re-pledging limits at 180% and eventually
to 140% after a period of 12 months. The new rules theoretically aimed
at shaping a healthy development for the industry but it will inevitably
increase the capital requirements of the broker operators and naturally
their interest burden. The return on investment in the industry looks less
attractive as compared to the increasing risk liability. When the market
suffers correction in volume, we would see the continued withdrawal of
more marginal operators and further consolidation of the industry.

— = ——
e

=

=)

Bl THm SEEMERAARY  SERKRHE
BXB TR saEROMNKREHSREAIEHAE -
BEAZ—EHRY - BETEERMIER L7 -
RS AFERN LT EANRREE - BBHRSIE
ZESREANBIREXRNMEET - TEB A
EARRMUBINIEETA  RARTEE THE
RERDER  BHRRREEEZETES L
™ e R - KEHHAMAA D RIBEHTAT
AEEIINNEERR - BEEHIAMAL54%
£14,876%  EEEZDNMBFREEE - B—
FHE HEBEBAFSERNELA124%E
5,330% - ABLEZ ST FEHZET WHEE
81 76,7002 K FM#F = - HIRA R I& 2 INA R
A EXERFEHREERIELER -

BRELCEZENEETSEDEBER - 55
EXEZEBERTHRDERKEERNITEIARZSM
e ERWFERMNA T  RREBFHNEBAZSE
AR IS B RIEEX20% © H0_E RS R AL 22 )
BE —TTRAFMEMNERIKEE EA13.9% -
E 44,9808 B TR BIFT L8, o AT - B
MAEEMS  BHEEXRENTEALSD - FE
L METSER T TEBEREENTESN - B
BEERXZMERAR ([BRZ]) AEERE =
REZBBRE-—SPEEHEREEZENEHL  #F
WEEZAEEROERBRN/NDEREENIA
BEEEE - AR BABAFLRHESHERZE
2([BEEHIEBEEEFRESREEZ LR
REAIS0%MER - YR T ZEARBEKRA
140% ° FHRAIER LEESITEGARES
B EEEREEMELITHERER U
HAMBEE BETENEMORKRETLR - A
IR EBIFRRS| N TE - EWiHaRE IR
B HEEZRETEEMEEETHRLY - M7
E¥NerRAE—TSHNES -

BEEEERARA




Management Discussion and Analysis
EEER W R DM

The positive factors for 2005 are likely to extend to 2006. The global
economic recovery remains intact. In particular, Japan jumps out from
the prolonged slump and adds additional growth momentum to the global
economy. The speculation on RMB is not cooling down and continues to
attract inflow of hot money into the domestic economy. Neither will China
slow down to liberalize its financial policy by encouraging more outflows
of funds to reduce the surplus balance of payment. A series of measures
has been initiated to allow more insurance companies to invest overseas
and the scheme of QDII (Qualified Domestic Institutional Investor) is
also gradually carried out. In any case, the liquidity in the domestic capital
market remains abundant and that enables the domestic interest rate to
resist further upward pressure. H-Shares and China related counters
are still the focus of investment. H-Shares hit successive historic records
and the respective turnover also increased impressively. The growing
dominance of H-shares was well accepted by the market and its
surpassing over localized blue chips appeared to be a matter of time. In
view of the bullish investment sentiment, more listings of new issues are
in the pipeline. China Industrial and Commercial Bank and Bank of China
representing the biggest ones in the fund raising amount, shall draw the
greatest attention. Most likely it will bring another climax to the equity
market. It is expected that the stock market for 2006 will continue to be
active but may become more volatile as the movement is now being
exaggerated by the leverage effects of active relevant derivative trading.

Securities, Futures and options brokerage Business

During the year, revenue for the Group’s securities broking business
and futures broking business as well as the underwriting commission,
which accounted for 42.4% of total operating revenue, was
HK$14,910,000 (nine months ended 31 December 2004:
HK$12,299,000). Profit for the division was 914,000 (nine months ended
31 December 2004: loss of HK$2,860,000). The division turned around
to profit mainly attributing to the improvement of overall market turnover
in the last quarter of 2005 and written back of bad and doubtful debts of
approximately HK$1,458,000. As the active market situation carried
forward to 2006, performance is expected to achieve further significant
growth in the coming year. Nonetheless, the market conditions remain
tough especially in facing the very fierce competitions from the banks.
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Securities Margin Financing

During the year, interest income generated from securities margin loan
portfolio accounted for 6.39% of the Group’s revenue was to
HK$2,246,000 (nine months ended 31 December 2004: HK$1,702,000).
Profit for this division reached HK$3,685,000 (nine months ended 31
December 2004: loss of HK$175,000). Profit was mainly contributed by
the written back of bad and doubtful debts of approximately HK$3,313,000
and profit registered gains in line with the increase of the trading activities
of the clients. The Group maintained consistently prudent and flexible
margin financing policy to minimize its risk exposure in the volatile market
environment in order to achieve high profitability for our shareholders.

Financial Management and Advisory Services

Revenue generated from financial management and advisory services
was HK$16,258,000 for the year (nine months ended 31 December 2004:
HK$ 13,946,000). Because of the stagnant global equity markets in the
first half as well as fierce competitions from new competitors, the division
faced new challenges during the year. In order to remain competitive,
the Group, through the launch of TV advertisement and re-development
of its websites, has taken steps to strengthen the corporate image and
widen our product awareness to our target investors. At the same time,
the division extends its service platform to new asset management
business and MPF business in order to satisfy various clients’ needs. In
the coming years, the division will expand its consultant teams and explore
the Greater China market in order to consolidate its leading position
within the industry.

Investment Banking

Operating revenue generated by the investment banking business was
HK$1,640,000 this year (nine months ended 31 December 2004:
HK$1,371,000). Profit for the division were HK$324,000 (nine months
ended 31 December 2004: loss of HK$619,000). The growth in revenue
can be attributed to the recovery of the Hong Kong financial market and
the consequent rise in demand for investment banking services from both
public and private companies. During the year, the division secured a
number of financial advisory mandates to provide corporate finance
advisory services to both listed and unlisted companies. In addition, the
division has also acted as financial adviser or independent financial adviser
to several disclosable transactions executed by listed Hong Kong
companies. With the stable recovery of the Hong Kong market, as well as
the positive prospects emerging from the PRC, the division will take
advantage of these opportunities by continuing to position itself as a premier
boutique investment bank and offer tailor-made and cost effective services
to our corporate clients.

?ztfem
"EJL =

HEREETME

FEAN - KREE %%ﬁ%ﬁﬁmAMHE%AE
2,246,000 T (B2 =-EEMF+_-_A=+—8H
IER@EA 1,702,000 L) - (hAE B W=
6.39% ° ANEK D EFEA3,685,0008 7T (B &2
—EENF+_AZ+—HILAEAR : EiE
175,000/ 7T) © B3P RIZIR B 43,313,000
TREREEMEE GG BFBEEA
B AEE-BHBEERBEINRIECME
B - L Eﬂﬁ&&%m%%%$%ﬂ 27K
¥*%ﬁ&k$$Wﬁmmgﬂ@ﬁo

MBEERBARSE

FERN - KEFBE
16,258,000 7T (B =

2 R AR 2
L

B/ EA ;13,946,000 7T) - AR 2 ERALT
R EFFEBERR - I EREMESEF AR

B AEBIFIRNFERNEEFORE - B
REEFN  AEECEBHHERESRENH
HEBY KRERMNBEARTR - RKEKR
BEREEHEEMNRM - R - KAEHEFT
ﬁ%ﬁ%ﬁﬁA%EiﬁM§Fgﬁ¥ﬁ&ﬁﬁ
SEB  WRRTRAEFPHFTEE - RARKEEF

$%W%%%%%E@ﬁ%ﬁ&ﬁ%ﬁ¢%ﬁ
% UWEBERANREMWA -

RERTT

REE RERERITEBHNZERRA
1,640,000 0 (B2 —2ENF+=-A=+—H
IEAER ¢ 1,371,000 70) - AEHKDEFEE
324,000 (HZ2_TZWNF+_A=+—HL
NEA : E518619,000%7T) - WS MRHARE
BERTHERRMEEALEATHRERITR
TR B KILMATE - FEA - ANEBPIEIE ZIHES
AL BLEWRIFEEMARRESENFERE
AR o BbAh » REFIMEEBR A LT AREITH
ZIAATHBRI SNV SBREMIB LI EERE T
E-BEERBMIGRPER - mt#n%%%m
EHEAT= HMEFReLks  BEKH
RS EBREN = m&ﬁﬁﬂ'lﬁmﬁgﬁh
HEBHFTEREN AR EN R

BEEEERARA

1"



Management Discussion and Analysis
EEENWE D

Material Acquisitions and Disposals of Associate Companies

On 7 April 2006, Surewin Management Limited (“Surewin”), the
wholly-owned subsidiary of the Company and Holley International (Hong
Kong) Limited (“Holley”) entered into a joint venture agreement to invest
in Oriental Victor Limited of 50% interest. This joint venture company is
in the process to obtain 30% interest in the exploration and production
rights of oil in and throughout the Oil Field in Egypt (the “Qil Field”) and
expects to possess of the concession rights of the Oil Field by the
Egyptian Government around May 2006. Upon having obtained 30%
interest in the exploration and production rights of oil in and throughout
the Qil Field, Surewin will beneficially own 15% net effective interest in
the exploration and production rights in relation to the Oil Field. In order
to fulfill part of the capital commitment for participating in the exploration
and production of the oil field in Egypt, Surewin is required to contribute
approximately US$7,000,000 (approximately HK$54,600,000) by way
of shareholder’s loan in stages according to the budgets of the Oil Field.

In order to finance the shareholder’s loan, the Company has on 13 April
2006 entered into the placing agreement to issue 17,000,000 new shares
of the Company at HK$1.73 each and grant the option to subscribe for
the option shares of up to an aggregate of 17,000,000 shares of the
Company at the exercise price of HK$1.85 each during the option period
of one year.

Holley, the strategic partner of the joint venture company, is a wholly-
owned subsidiary of Holley Industry Group Company Limited (“Holley
Group”). Holley Group is a private enterprise in PRC with diversified
international business and Holley Group recorded a total sales of
RMB11,000 million in the year 2005. With the international network and
resources of Holley and same intention to further the business in the oil
industry, we believe that we are in a better position to further our business
in the oil industry in the future. The investment in the joint venture
company can provide an opportunity for the Group to expand its business
and diversify the Group’s current business and broaden its earning base
in the long run.

Apart from this, there was no material acquisition and disposal of
companies during the year.
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Liquidity, Financial Resources and Funding

The Group generally finances its operation with internally generated cash
flows. The Group has no bank borrowings apart from occasional utilization
of overdraft facilities. As at 31 December 2005, the Group has cash and
cash equivalent (excluding the pledged fixed deposits of general
accounts) of HK$36,973,000 (31 December 2004: HK$47,718,000).

Human Resources

As at 31 December 2005, the Group employed a total of 126 staff (31
December 2004:123) of which, 81 were commissioned based (31
December 2004: 82) and the total related staff cost amounted to
HK$10,642,000 (nine months ended 31 December 2004: HK$7,422,000).
The Group maintained minimum overhead expenses to support the basic
operation and dynamic expansion of its business. The future staff costs
will be more directly linked to the performance of business turnover and
profit, enabling the Group to respond flexibly with the changes of business
environment.

Final Dividend
The Board does not recommend the payment of any final dividend for

the year ended 31 December 2005 (nine months ended 31 December
2004: Nil).

NAM KWOK LUN
Deputy Chairman and Managing Director

Hong Kong, 25 April 2006
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