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MANAGEMENT DISCUSSION AND ANALYSIS
Operation Review

The Group's business is investment in properties, private equity
and securities. The Group's portfolio comprises high to low risk
investments. The diversity aims to smoothen out the overall risk
of the portfolio.

As at the end of 2005, the Group’s major investments are as
follows:

Investments Description

AsiaWorld-Expo The largest exhibition facility in Hong Kong

Retail Properties Retail shops in Mongkok and Causeway
Bay, the prime retail location in Kowloon
and Hong Kong respectively

CR Airways Limited  The third passenger airline in Hong Kong
("CR Airways") flying to cities in the PRC and Southern
Asia

Debts and Equities A portfolio of debts and equities

Oriental Cashmere A cashmere knitwear manufacturer
Limited (“OCL")

During 2005, the retail property market had a strong run,
registering growth in both rental and in value. Both our
investments in equity and high-yield bonds reported a small profit.
However, the fluctuation in the high yield bond market in 2005
has diminished the return of our bond portfolio, due to
depreciation of some of our bonds. The route expansion pace of
CR Airways is satisfactory. However, one should note that a start
up airline is a capital intensive business that requires a relatively
long development period before it can generate significant profit.
OCL experienced some hiccups due to the switching of customers
resulting in late orders and increased freight charges, and the
unexpected result of the long anticipated lifting of textile quota
in 2005.

Investment Review

As at 31st December, 2005, the Group’s major investments
were in AsiaWorld-Expo, Argyle Centre, CR Airways Limited,
Oriental Cashmere Limited (a cashmere manufacturer in the
People’s Republic of China (the “PRC")), high-yield bonds and
equity securities.
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AsiaWorld-Expo

In August 2003, the Group acquired a 37.85% interests in a
private sector consortium (“JVP") to invest with the Hong Kong
Government and the Airport Authority to develop and operate
AsiaWorld-Expo, a 66,000 sqm permanent exhibition center
located at the Hong Kong International Airport, with a capacity
of expanding into a 100,000 sgm exhibition facility. JVP owns
13.5% interests in AsiaWorld-Expo.

AsiaWorld-Expo is a column-free structure under one roof,
with a dedicated Mass Transit Railway station — the “AsiaWorld-
Expo Station”. The facility was officially opened in December
2005. Bookings are well into 2009, with revenue exceeding the
budget originally planned at the time of our initial investment.
Its world-class specifications attracted a number of major
international exhibitions to relocate to Hong Kong:

1. International Telecommunication Union’s (ITU) Telecom
World annual convention, the world’s biggest telecom show,
will be held in December 2006. ITU has been traditionally
held in Geneva before.

2. Asian Aerospace, Asia Pacific's foremost aerospace
exhibition, has selected AsiaWorld-Expo as its venue for
September 2007. Asian Aerospace has been traditionally
held in Singapore before.

3. China Sourcing Fairs, held previously in Shanghai, will
relocate to AsiaWorld-Expo in April 2006. The fairs showcase
the latest products from quality suppliers from China, Hong
Kong and the rest of Asia. The China Sourcing Fairs comprise
of three separate shows: Electronics & Components, Fashion
Accessories and Gifts & Home Products.

In addition to exhibition, a world-class entertainment hall
(named Arena) is purpose-built for concert and entertainment
events which can house up to 14,500 spectators. Acclaimed local
artist Ms. Chan Po Chu and international rock band Oasis already
performed in the Arena.

In September 2005, with the approval of independent
shareholders, we acquired an additional 22.15% interest in JVP
from Yu Ming Investment Management Limited (“YMIM"),
increasing the Group’s interests in JVP to 60%.
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Retail Properties

The Group's focuses property investment in retail space on
prime location only. In 2005 the Group added two properties to
its portfolio, with completion in November 2005 and February
2006.

Properties Status

Argyle Centre The Group owns 153 shops in Argyle Centre

Mongkok (over 34,000 sqft), with a virtually full
occupancy rate and a steady growth in
rental income.

Ginza Plaza The Group acquired over 14,000 sqgft of

Mongkok retail space in Ginza Plaza in November

2005, with full occupancy.
Po Wing Building The Group completed acquisition of the
property in February 2006. The property
represented a rare opportunity of 30,000

Causeway Bay

sqft vacant property in the heart of
Causeway Bay. The Group is highly
optimistic of the prospect of this property.

High-Yield Bonds

The Group has invested in high yield bonds for years, which
served to provide enhanced return at times when the market
was generally volatile. The risk of high yield bonds is offset partly
by its high coupon rate as well as the discounted purchase price.
In the past, the Group has made good return in high yield bonds.

In 2005, interest income and capital gains have more than
offset the depreciation in value of our holdings, and yielded a
moderate return to us. However, as we have returned to a
relatively high interest rate environment, the enhancement offered
by high yield bonds has diminished. In view of the exceptionally
volatile market in 2005, the Group will carefully review its strategy
in high yield bond and alternative debt instruments.
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The Group holds 21 bonds, with exposure between HK$0.2
min and HK$9.1 min for each bond. The following is an analysis
of the exposure in different markets and credits.

Ratlng Weighting of the Bonds Industry Weighting of the Bonds

7.97%  Retail 23.83%

Caal 7.76%  Auto 20.50%
Caa2 33.13% Industrial 14.53%
Caa3 5.22%  Chemicals & Pharmaceuticals  12.63%
Ca 22.29%  Entertainment 11.32%
WR 23.63%  Telecom, Media & Technology 11.55%
Utilities 3.27%

Food - Confectionary 2.37%

CR Airways

CR Airways has been expanding routes at a satisfactory price,
but continues to run at an operating loss. CR Airways is flying
scheduled flights to Sanya, Haikou, Nanning, Jinan, Guilin and
Kunming. It is also designated the right to fly scheduled flights
to Wenzhou, Meixian and Tianjin. Outside the PRC, it is also
flying scheduled flights to Laoag (Philippines) and chartered
services to Clark and Subic Bay (Philippines).

It is also licensed to fly to 30 PRC cities and 8 Southeast
Asian cities. Once the licensed routes are designated, the potential
PRC market will increase to cover a population of more than 250
million within the catchment area.

OoCL

On 14th June, 2005, the Company completed its investment
in 25% in OCL for HK$47,190,000. OCL is the third largest
cashmere knitwear manufacturer in the PRC with a good profit
in 2004. The lifting of the textile quota system did not bring
about an open market as one had originally anticipated. The
rush to oversupply the US and EU markets backfired and triggered
the abrupt imposition of import limit in the second half of 2005.
To meet the new import limit deadline, as well as the late orders
placed by replacement customers, OCL incurred materially more
freight cost. Together with the cost of redirecting late shipments
that missed the deadline to other markets, exceptionally profit
of OCL fell significantly by 90%. In this respect, impairment of
goodwill was made as at 31st December, 2005.
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Prospects
With the increase in retail space in prime location, the Group
expects to increase both rental income and value of its properties.

AsiaWorld-Expo is particularly encouraging as a number of
international organizers relocate their major international
exhibitions there.

CR Airways is an investment aiming for a significant capital
gain in the medium term, but where recurrent income would not
be forthcoming in the first few years due to its start-up position
and loss-making position.

The PRC textile industries in general experienced turbulence
in 2005 as a result of the removal of textile quotas at the end of
the Multifibre Agreement on 1st January, 2005. OCL is currently
negotiating to acquire one of the major cashmere manufacturers
in the PRC, which may or may not materialize.

Incentive Fee

The investment management agreement dated 5th March,
1997 as extended by a supplemental agreement dated 30th
January, 2002 was premised on the principle that incentive fees
should be paid on “realized profit”. The agreement had not
anticipated the recording of investment properties revaluation in
the profit and loss account, as required by the new HKAS 40
“Investment Property” with effect from 1st January, 2005.

For the sole purpose of computation of incentive fees, YMIM
agrees to maintain the adoption of the old HKSSAP 13
“Accounting for Investment properties” in which the unrealised
gain arising from the revaluation of investment properties (the
“Unrealised Gain”) is not dealt with in the income statement,
but as movements in the investment property revaluation reserve.
On the eventual disposal of the relevant investment properties,
the relevant portion of the investment property revaluation reserve
realised in respect of the previous valuations will be released to
the income statement. As a result, the computation of the
incentive fee should not take into account any Unrealised Gain
recognised in the income statement but should be based on the
surplus of the sale price over the acquisition costs at the time
the relevant investment properties are actually disposed of.
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However, as the Group already recorded an accounting profit
for property revaluation surplus in share of results of associates
in 2005, it is possible that no accounting profit would be reported
when the relevant properties were disposed of in subsequent
years at a price well above its acquisition cost. In that case, an
incentive fee computed on, inter alia, the basis of such “realized”
disposal profit would still be payable to YMIM in the year of the
disposal, irrespective of the Group’s reported profit in that year.

Financial position

The Group has leveraged itself in increasing its investment in
retail investment properties. As at the end of 2005, borrowing
amounted to approximately HK$485,000,000.

Foreign exchange exposure

As at 31st December, 2005, most of the Group's investments
are based in Hong Kong dollar and United States dollar and are
therefore not exposed to significant foreign currency risks. The
Group invests in Euro denominated debt securities from time to
time, and it is the Group’s intention to hedge the currency
exposure of debt securities to an extent considered appropriate
by the investment manager.

Guarantee

The Company has given a guarantee to a bank to secure the
outstanding indebtedness due by the holding company of the
Argyle Centre, for an amount attributable to the Group’s equity
interests. The amount of outstanding indebtedness due by the
property holding company to this bank as at 31st December,
2005 was approximately HK$445 million (as at 31st December,
2004: approximately HK$230 million).

The Company has given a guarantee to a financial institution
to secure borrowing facilities available to a wholly-owned
subsidiary in the amount not exceeding equivalent US$15 million.
The outstanding indebtedness as at 31st December, 2005 was
approximately Euro 1.1 million (as at 31st December, 2004:
approximately Euro 4.4 million).

Staff costs
The Group's total staff costs for the year under review

amounted to approximately HK$332,000 (2004: HK$358,294).

Fung Wing Cheung, Tony
Chairman

Hong Kong, 24th March, 2006
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