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Management Discussion and Analysis
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SUMMARY

The Group once again achieved another year of high
business growth in 2006. It recorded a revenue of
approximately HK$2,384,835,000 from continuing
operations for the year ended December 31, 2006, a
substantial growth of 48.05% in comparison with the
revenue of approximately HK$1,610,785,000 from
continuing operations for the year ended December 31,
2005. Profit attributable to the equity holders of the
Company for the year 2006 was approximately
HK$44,130,000, an increase of 23.61% over the amount
of approximately HK$35,702,000 in the year 2005. As at
December 31, 2006, the Company had 481,676,687 shares
in its issued and paid up capital. Basic earnings per share
for the year 2006 was HK9.16 cents , an increase of
23.62% comparing with the basic earnings per share of
HK7.41 cents for the year ended December 31, 2005.

In 2006, the Group sold 520,000 tons of LPG, which
represents a growth of about 48.57% when compared
with the sales volume of 350,000 tons achieved in 2005.

MARKET SITUATION OF LPG
Market changes

While the demand for imported LPG in China remains
strong, the LPG market in southern China had gone
through a structural change in 2006. The market has been
gradually evolving towards the segregation between
imported LPG (for industrial or automobile use) and local
LPG (for household use). The change is brought about by
the following factors:

1. Since 2005, the international market price for LPG
had been continually rising. For the most part of
2006, the pre-tariff price for LPG arriving at China
ports ranged from about US$500 to US$600 per MT,
representing an average price 20% higher than the
2005 level. During this prolong period of price rising
imported LPG, which traditionally did not have any
obvious price advantage, had lost its competitiveness
further to local LPG because of the price differential.
Selling imported LPG became especially challenging.
Had it not been for the continuous appreciation of
RMB during the period (the importers could save
about 6% through settlement in foreign exchange
for payments to international suppliers), imported
LPG would have lost even more of its competitiveness
to local LPG.
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2. The supply of LPG from local refineries in southern
China was substantially increased in the year 2006.
In addition to the increase in production of the
existing plants (MaoMing Petrochemcials and
Guangzhou Petrochemicals), the commencement of
the operation of Hainan Refinery and Zhuhai Henggin
Gas Processing Plant added further supply to the
market. In 2006, the local supply increased from
500,000 tons to 1,000,000 tons, an increase of 100%
(equivalent to about 20% of the total demand for
LPG in Guangdong Province). It is estimated that in
the year of 2007, with the full operation of Hainan
Refinery and Zhuhai Henggin Gas Processing Plant,
the local supply of LPG could go up to 1,400,000
tons to 1,600,000 tons, equivalent to about 27% to
30% of the total demand in Guangdong Province.

3. Refineries in the north also increased their production
of LPG, and because of the more convenient
transportation facilitated by road network
improvement, LPG was channelled by trucks from
the north to the south in higher frequencies than
before. The daily volume reached between 400 tons
to 500 tons, or, on annual basis, 150,000 tons to
180,000 tons (equivalent to about 3% to 3.5% of
the total demand in Guangdong Province). At the
same time, the supply by barges increased too. The
volume is estimated to be approximately 200,000
tons for the whole year of 2006, being equivalent to
about 4% of the total demand in Guangdong
Province. The total volume channelled from the north
into Guangdong was between 350,000 tons to
400,000 tons, supplying about 8% of Guangdong’s
demand.

In Guangdong Province, the market share of imported
LPG had gone down to 73% from 90% despite the
substantial growth in demand for auto-gas (the estimated
daily demand for auto-gas as at the end of year 2006 was
about 700 tons, or approximately 250,000 tons on an
annual basis, all of which are required to be imported). In
the year 2006, Guangdong’s total import of LPG dropped
by 14.7% (2005 import volume: 4,474,000 tons; 2006
import volume: 3,816,000 tons). In 2007, it is estimated
that the market share of imported LPG will go down further
to only 60%.

If international price of LPG should remain above US$500
per ton in 2007, competition from local LPG would further
intensify. However, it is generally accepted in the LPG
industry that the global supply of LPG will increase from
currently 25,000,000 tons to 40,000,000 tons in 2 to 3
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years time. While the demand in most of the development
regions (Europe, Japan, Korea, etc.) is expected to be
stagnant, the increased volume will be channelled to China,
India and other regions in Southeast Asia. The price of
international LPG therefore is more likely to come down.
Also, new refrigerated vessels (VLGC) are to be launched
in 2007 and 2008 in greater numbers and shipping costs
would have to decrease. All these indicate a definite
possibility that CFR (Cost and Freight) price for cargoes
arriving at China ports will go down to the US$400 per
ton level at some point in future . When such time comes,
eventhough the price of local LPG would still be lower
than imported LPG, the difference would be significantly
narrowed. Because of its much better quality, imported
LPG will re-consolidate its lead in the LPG market of
Guangdong Province.

Wholesale market situation

2006 was a difficult year for most of the LPG wholesalers
(mainly the coastal terminals) in southern China. In
response to the substantial increase in the supply of local
LPG and in order to avoid loss making, LPG wholesalers
generally reduced their import quantity. At the same time,
industrial users and auto-gas operators, who rely solely
on imported LPG, immediately became target customers
of most wholesalers. During the year, the wholesale price
maintained in the range of RMB4,800 to RMB5,700. In
November and December, as many local refineries were
shut down for maintenance, the wholesale price went up
to approximately RMB6,000 per ton. That allowed many
LPG wholesalers to make precious profit for the year.

Retail market situation

The LPG industry has benefit from the experience of 2005.
At the end of that year, retail price of bottled LPG (15 kg)
went up to a record high of RMB110 per bottle. The local
government tried to impose a ceiling price for both retail
and wholesale markets. Supply suddenly became very tight
and the price went up further. Within two weeks, as the
supply went back to normal, the price of bottled LPG
went down to around RMB100 per bottle. During the
entire year 2006, in most of the areas in the Guangdong
province the retail market was steady and the selling price
was in the range of RMB85 to RMB95 per bottle
(equivalent to RMB5,950 to RMB6,650 per ton),
approximately 15% to 23% lower than the record high.
The consumer has already adjusted to the price level and
there was no government price intervention during the
year. On the purchasing side, the increase of local LPG did
offer more choices to the market. As long as the quality
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was not extraordinarily sub-standard, retailers would
choose to use more local LPG, or mix the local LPG with
imported LPG. Therefore, purchasing costs were
substantially lower than the 2005 level and gross margin
widened. 2006 was certainly a profitable year for retailers.

BUSINESS SITUATION
LPG wholesale business

In mid-2005, the Group’s Zhuhai Terminal started to
incorporate “Joint Purchase” and “Bonded Export”
arrangements into our business expansion plan. These two
arrangements also effectively helped to mitigate market
risks in 2006 as mentioned above. “Joint Purchase”
arrangement actually involves the selling of LPG imported
by the Zhuhai Terminal to our business partners at costs
(including all the relevant taxes and tariffs) plus a premium.
Although the profit margin generated from Joint Purchase
arrangement is thin, the transactions are free of price
risk. “Bonded Export” is the re-export of refrigerated cargo
to the international market (mainly Hong Kong, Vietnam
and the Philippines) through pressurized barges during
the designated time. As there is no competition from local
LPG, and the time lag between the purchases and the
sales is somewhat shortened, price risk for Bonded Export
transaction was minimal.
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In our total purchase volume, 210,000 tons (approximately
40%) were “Joint Purchase” transactions, 35,000 tons
(approximately 6.7%) were “Bonded Export” transactions,
120,000 tons (approximately 23%) were inter-group sales
to the Group’s own retailing network, and the remaining
155,000 tons were sales to other domestic customers on
spot basis. By these methods, the Group had achieved
about 400,000 tons of wholesale volume. The profit margin
was slim, but the risk was effectively hedged (especially
when there is severe competition from local LPG).

We estimate that, in 2007, Joint Purchase volume will
maintain at the range of 200,000 tons to 250,000 tons;
Bonded Export volume will exceed 130,000 tons (at the
end of 2006, the Group had entered into LPG price index
based term supply contracts with various international
buyers); and the volume of LPG price index based term
supply contracts with local customers will exceed 100,000
tons. If we include the volume of spot wholesaling to the
local market, the total wholesale volume would go up to
600,000 tons. On the purchase side, in the first quarter
of 2007, the Group entered into two term supply contracts
(also on the basis of LPG price index) with two prominent
suppliers and secured the supply of over 250,000 tons. As
this purchase volume matches closely with the volume of
sales contracts (on the same basis of LPG price index),
price fluctuation risk is fully hedged.

In general, the Group will maintain its conservative
approach to operate its wholesale business and use
effective risk management techniques to achieve not less
than 40% growth in its business volume.

LPG retail business

In the year of 2006, the Group continued to expand its
retailing network by acquiring existing retailers in
Guangdong Province. In early 2006, the Group acquired
Baorun Bottling Plant, an LPG bottling plant and retail
depot operating in the area around Shenzhen and
Dongguan. After we took over the operation, the business
improved remarkably and its sales averaged about 100
tons per day, making it the LPG depot with the highest
turnover in the Group. At early 2007, the Group acquired
100% shares of Deging Nan Qiong Bottling Plant (with
lighters manufacturers as its major customers) and 51%
shares of Guangzhou Menghua Gas Company Limited.
These acquisitions further solidified the foundation for the
expansion of the Group’s retail network.
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In the year 2006, the Group’s 9 bottling plants and retail
depots in 7 cities achieved a turnover of approximately
170,000 tons. The gross margin had slightly improved from
the previous year, though it did not reach the level of
other retailers in the region. The main cause is that, for
logistics reasons, a major portion of their LPG supply came
from our Zhuhai Terminal. As the cargo from Zhuhai
terminal is mainly imported LPG, the purchase cost of our
LPG depots was therefore higher than other retailers who
relied more on local LPG.

Looking ahead into 2007, with Deqging Nan Qiong and
Guangzhou Menghua, the Group will be operating 14
bottling plants and retail depots in 9 cities. The retailing
turnover is expected to go up to about 230,000 tons.
Moreover, in line with the completion of the storage
expansion at Zhuhai Terminal in 2007, the Group’s bottling
plants are going to reduce substantially the purchase of
imported LPG from Zhuhai Terminal. These depots will be
able to source more local LPG to improve their profitability.

ELECTRONIC BUSINESS

In 2006, the Group maintained its electronics trading
business by exporting cell phones from the PRC to the
developing countries in the Indo-China regions. Though
electronics trading does not occupy major share of the
Group’s business, this line of business enjoys a high
development potential.

BUSINESS OUTLOOK

The Group’s LPG wholesale business is operated through
the Zhuhai Terminal. We believe that the competitiveness
of a terminal is highly dependent on its geographical
location and its throughput efficiency. Since the acquisition
of the Zhuhai Terminal in 2004, the Group had already
formulated a number of efficiency improvement plans for
the terminal’s operation. These include periodic dredging
of the sea channel, expansion of the storage capacity (in
the second half of 2007, the storage capacity will be
increased to 15,600 tons from the original 2,100 tons),
separate storage for propane and butane, and installation
of new mixing facilities that enables the terminal to meet
with specific requirements of the customers (to be
completed in the second half of 2007). We are also
conducting a feasibility study on the addition of two more
berths along the Terminal’s coastal line. If all these can be
completed in 2008, the throughput capacity of the terminal
would be enhanced from the original designed capacity
of 800,000 tons per annum to 1,500,000 tons per annum.
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In June 2006, the Group entered into a contract with
Caltex to build a 80,000 tons oil storage on a vacant site
at the Terminal. The project is now at the preparatory
stage. Construction is expected to start in the second half
of 2007 and be completed before the end of 2008. When
the above mentioned throughput efficiency improvement
plans are all implemented, the Terminal will be able to
handle 1,500,000 tons of LPG and concurrently 2,000,000
tons of oil products. That makes it the most efficient
terminal in southern China.

For the retailing business, the Group will maintain the
strategy to acquire 2 or 3 bottling plants in a year. The
goal is to achieve 350,000 tons of annual turnover in two
years time. We could take advantage in the trend of falling
of international LPG price to further improve our
profitability.

LIQUIDITY AND FINANCIAL RESOURCES

As at December 31, 2006, the net current assets of the
Group amounted to approximately HK$11,718,000 (2005:
HK$29,292,000) and the Group’s bank balances and cash
was approximately HK$151,034,000 (2005:
HK$57,479,000). At the balance sheet date, current ratio
was 1.01:1 (2005: 1.07:1), quick ratio was 0.94:1 (2005:
0.97:1), gearing ratio was 0.69:1 (2005: 0.53:1) which
was calculated based on total liabilities of approximately
HK$1,014,332,000 (2005: HK$442,181,000) and total
assets of approximately HK$1,461,813,000 (2005:
HK$832,644,000).

CONTINGENT LIABILITIES

The Group had no significant contingent liabilities at
December 31, 2006 and 2005.

PLEDGE OF ASSETS

At December 31, 2006, the Group pledged its bank
deposits amounting to approximately HK$313,657,000
(2005: HK$207,909,000) to secure general banking
facilities granted to the Group. The bank loans of the
Group comprise of an amount of approximately
HK$163,380,000 (2005: nil) drawn under a term loan
facility secured by a floating charge over the assets of the
Company, and by share mortgages of the issued capital
and floating charges over the assets of Sound Hong Kong
Limited, Sound Green Energy Limited and NewOcean
(Shenzhen) Energy Investment Limited all of which are
wholly-owned subsidiaries of the Company. In the year
2005, the Group has also pledged prepaid lease payments
for lands having an aggregate net book value of
approximately HK$2,045,000 to secure general banking
facilities granted to the Group.
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EMPLOYEES AND REMUNERATION POLICIES

As at December 31, 2006, 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 year ended December 31, 2006.
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