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REVIEW OF OPERATIONS

The year under review underpinned our operating philosophy: we are
clear in our strategy and focus, engaging principally in property
development and investment businesses in the cities of Suzhou and Beijing
to deliver the best value and quality to our customers. We generally lay
our emphasis on projects with gross development floor areas of 30,000-
80,000 square metres. This allows for a shorter turnaround cycle and quicker
cash inflow and, in turn, gives a good boost to our internal rate of return
in an effective way. This helps set New Heritage apart from its competitors
and takes the Group onto the path of continuous growth.

Strong underlying performance in the property market in China and
customers’ quest for quality and variety in design in new developments
has enabled us to establish a solid foothold in Suzhou, backed by our
well-known reputation for thoughtful design and architectural layout as
well as superior property management services provided for our developed
residential properties. Further, the Group is also on the lookout for
expanding into the property development arena in addition to investment
business in Beijing.

In 2005, New Heritage reported a revenue of HK$149.1 million, which
was down 24.6% owing to a reduction in the number of properties disposed.
Yet the Group’s gross profit margin continued to improve, moving up
from 25.9% in 2004 to 47.4% in 2005. This was a result of prevailing market
conditions and maintenance of a good cost structure.

Total gross floor area of development properties sold and delivered, which
included 11,868 square metres at Suzhou Garden Court and 7,530 square
metres at Suzhou Garden Place, lowered by 54.64% as compared to a total
of 42,761 square metres of development properties sold a year earlier.
Average selling price per square metre posted an increase of approximately
72%.
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During the year under review, New Heritage acquired the entire issued
share capital of New Heritage Investments Limited, with the latter becoming
a subsidiary of the Group that holds a 30.05% interest in Beijing Landmark
Towers Co., Ltd. (“BLTCL”). BLTCL owns Beijing Landmark Towers, a first
class commercial complex located in a prime district of Beijing, BLTCL has
a track record of delivering encouraging cash dividend payouts over the
past years, and it starts to contribute to the Group subsequent to the
acquisition.

Land Bank at a Glance

New Heritage had an attributable gross floor area 102,428 square metres
in its land bank in Suzhou on 31 December 2005. The figure included a
site added to the Group’s land bank upon a successful auction which
culminates in a conclusion of an Assignment of the Right to Use State
Land Contract with Suzhou Land Resources Bureau dated 10 October 2005
in relation to the acquisition of a piece of land for residential and
commercial purposes in the Wuzhong District of Suzhou. This translates
into a gross floor area of approximately 62,000 square metres.

Additionally, New Heritage signed two letters of intent with two prospective
partners in 2005 respectively with regard to joint development of sites
located in the New District and old city district of Suzhou. Respective
gross floor areas involved in these two prospective development projects
would be around 30,000 square metres and 11,600 square metres.

Property Development

Most of New Heritage’s land reserves in Suzhou are destined to be
residential properties, offering distinctive architectural designs and a variety
of unit sizes to cater to the different preferences of prospective customers.
It is our commitment to fulfilling the “quality living” experience of customers
that has earned New Heritage a recognised brandname and an enviable
reputation, giving us a competitive edge over other players in the market.

During the year under review, the Group sold an attributable HK$141.7
million worth of properties in Suzhou. The encouraging response generated
from the sales activities vindicated the upbeat market trend and a higher
demand for quality housing on the back of a rise in per capita disposable
income of Suzhou citizens. Suzhou Garden Towers, with aggregate gross
floor area of approximately 30,000 square metres available for sale, will
be introduced by the Group in 2006. The Group is confident in the sales
of Suzhou Garden Towers.
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Status of Major Developments

Suzhou Garden Villa

The first development project undertaken by the Group in Suzhou. The
total development comprised a residential area of 73,044 square metres,
in the form of residential apartments, villas, classical courtyard houses,
and a commercial area of 9,500 square metres. Most of the residential
units have been sold and as at 31 December 2005, the Group still holds
one villa & 2 residential apartments for sale purpose and 18 apartments
and the commercial retail plaza are still held by the Group for investment
purpose.

Suzhou Garden Court

Located in the New District of Suzhou city and completed in 2004, Suzhou
Garden Court sold part of its apartments in the same year. During the year
of 2005, an additional gross floor area of 11,868 square metres of developed
residential properties were sold and handed over. As at 31 December
2005, the Group still holds a residential unit for sale purpose.

Suzhou Garden Place

Situated also in the New District of Suzhou city, and representing an
aggregate gross floor area of 7,530 square metres, Suzhou Garden Place
started its pre-sales in September 2005 after having commenced construction
in May of the same year. The 11-storey building offers single level and
duplex apartments to buyers having a taste for both relaxing and
sophisticated lifestyles. As at 31 December 2005, all 60 residential units at
the site were sold and delivery completed.

Suzhou Garden Towers

Suzhou Garden Towers, located in a prime site of the New District of
Suzhou city, commenced construction in 2005. Designed as twin high-rise
apartment towers erected over a retail commercial podium, the prestigious
development is a metropolitan style residential and commercial complex
with shops and car parks as added convenience for dynamic city dwellers.
The development will go on pre-sale in the first half of 2006 and completion
and delivery are expected in the same year. The Group intends to hold the
retail commercial podium for investment purpose.

Wuzhong District project

Site acquisition occurred in October 2005 and site delivery is expected in
April 2006. This site will be developed into residential properties with a
gross floor area of approximately 45,000 square metres and a shopping
arcade with a gross floor area of approximately 17,000 square metres. The
Group expect construction of this project will be completed in 2007 and
sales programme will also be launched in same year.
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Investment in an associate

During the year, Beijing Landmark Towers Co., Ltd., an associate of the
Group contributed a profit of approximately HK$8 million to the bottom
line, which comprises rental and operational returns derived from its office
towers, service apartments, business hotel and retail podium.

Beijing Landmark Towers is a remarkable asset: a multi-purpose business,
accommodation and retail joint venture entity which has become an eye-
catching landmark in the Chaoyang District of Beijing since its completion
in 1990 and enjoys a high occupancy rate.

During the period under review, Beijing Landmark Towers has undergone
a facelift by having a large number of its hotel rooms renovated and a
fully equipped conference centre added to the existing premises. The new
conference centre, with purpose-built facilities and a capacity for 1,000
people, would help satisfy the ever demanding needs for conferencing
and banqueting from business travelers and tenants and capture the many
business opportunities presented by the convention market. This forms a
solid base for a steadier income flow in the years to come.
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FINANCIAL REVIEW

Overall Performance

In 2005, the Group’s total gross floor area of development properties sold
and delivered stood at 19,398 square metres. Gross profit margin continued
to improve, moving up to 47.4% from 25.9% a year earlier, thanks to
favourable market environment, prudent cost management and good risk
management. EBDITA margin and net profit margin also maintained at
relatively high levels. The Group sustained a sound financial structure and
healthy cash flow. Basic earnings per share was HK24.6 cents.

Operating Results

During 2005, turnover of the Group was approximately HK$149.1 million
(2004: HK$197.7 million). The decrease in turnover was mainly attributable
to a decrease in revenues generated from the disposal of properties. In
2004, the Group sold 16 apartments in Phase I to Phase III of Suzhou
Garden Villa and 277 apartments in Suzhou Garden Court which generated
revenues of approximately HK$188.7 million. In 2005, the Group sold 80
apartments and 7 villas in Suzhou Garden Court and 60 apartments in
Suzhou Garden Place which aggregately generated approximately HK$141.7
million of revenues.

Due to prevailing market conditions and effective cost control measures,
the Group managed to achieve a gross profit margin of 47.4% (2004: 25.9%).

In 2005, the net profit attributable to the equity holders of the Group was
approximately HK$55.9 million (2004: HK$31.4 million).

Liquidity, Financial Resources and Gearing

Cash and cash equivalents as at 31 December 2005 amounted to HK$84.8
million (2004: HK$21.9 million).

The Group had total borrowings of approximately HK$103.4 million as at
31 December 2005 (2004: HK$89.3 million). The borrowings to be repayable
within one year were approximately HK$78.5 million (2004: Nil), and the
Group’s gearing ratio as at 31 December 2005 was 31.1% (2004: N/A),
which was calculated based on interest bearing borrowings to total
shareholders’ funds.

As at 31 December 2005, the Group had current assets of approximately
HK$243.2 million (2004: HK$115.9 million) and current liabilities of
approximately HK$122.0 million (2004: HK$115.5 million). The Group had
total assets of approximately HK$492.2 million and total liabilities of
approximately HK$152.1 million, representing a debt ratio (total liabilities
over total assets) of 30.9% as at 31 December 2005 (2004: 99.1%).
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FINANCIAL REVIEW (Cont’d)

Management is comfortable that when opportunities of land bank
acquisition arise in future and require additional funding, the Group is
able to utilise its internal reserve and debt financing to satisfy necessary
funding requirement. In view of the current gearing position, management
also believes that the Group is in a good position to obtain debt financing
on favourable terms.

Charge on Assets

As at 31 December 2005, bank loan of approximately HK$103.4 million
was secured by the Group’s certain bank deposits, investment properties
and leasehold interest in land included in properties held under
development of approximately HK$42.3 million, HK$69.2 million and
HK$3.1 million respectively.

Exposure to Fluctuations in Exchange Rates and Related Hedges

The Group’s monetary assets, loans and transactions are principally
denominated in Hong Kong dollars, US dollars and Renminbi. During the
year, there was no significant fluctuation in the exchange rates of the
Hong Kong dollars and US dollars. The appreciation in the currency value
of the Renminbi contributed positively to the Group’s bottom line. The
Group did not engage in any derivative activities and did not commit to
any financial instruments to hedge its balance sheet exposure in 2005.

Contingent Liabilities

As at 31 December 2005, the Group had no material contingent liabilities.

Treasury Policies and Capital Structure

The Group adopts a prudent approach with respect to treasury and funding
policies, with a focus on risk management and transactions that are directly
related to the underlying business of the Group.

Employees

As at 31 December 2005, the Group had a staff force of approximately
172. Of this, 153 were stationed in the Chinese Mainland and 19 in Hong
Kong. The remuneration of employees was in line with the market trend
and commensurable to the level of pay in the industry. Remuneration of
the Group’s employees includes basic salaries, bonuses and long-term
incentives. Total staff costs incurred in 2005 was up 55.9% to HK$6.4
million, representing approximately 4.3% of the Group’s revenue for the
year.


