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The market conditions for the year remained highly competitive. By
adhering to Synergis’ corporate values and “total solutions” approach in
delivering its services, the Group continued to win the trust and confidence
from customers. The outcome saw not only improved financial results for
this year but also winning accolades from customers and the government
authorities. Turnover increased by 2.1% to HK$390.6 million and gross
profit remained steady at a level close to HK$80.0 million. Profit
attributable to equity holders of the Company was HK$31.2 million, which
was 20.8% more than that achieved in the previous year. Return on
shareholders’ equity and earnings per share were 19.3% (2005: 16.9%) and
9.4 HK cents (2005: 7.8 HK cents) respectively.
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Segment Results

Property Management and Facility Management Services

87.9% of the Group’s turnover were from its core property management
and facility management business segment. Despite the expiration of a
major service contract with the Government Property Agency (“GPA”) (see
discussion under the paragraph titled “Update on Significant Business
and Operation Events for the Year under Review” below for detailed
information), this segment reported an increase of 1.5% in turnover, as
compared with the turnover of HK$337.9 million last year. The newly
awarded private sector lump sum contracts (“LS Contracts”) and a new
Property Service Contract (“PSC Contract”) of Batch 3/2005 (also see
paragraph titled “Update on Significant Business and Operation Events
for the Year under Review” for more information) were the main drivers
to the improved results.

The Group has continued to maintain a consistent contract-mix turnover
ratio between LS Contracts and management remuneration contracts, and
by achieving such was able to maintain a stable gross margin of 20.4%,
compared to 20.7% in the last year. On the other hand, the Group has
focused on the need to diversify and increase its customer base. The
following chart shows the steady success in shifting the customer mix
towards an increasing proportion of contracts in the private sector.

With effective cost controls, the Group managed to reduce the overall
general and administration expenses by 9.3%. As a result, this business
segment reported a pre-tax profit of HK$30.0 million, an increase of 18.0%
over that for the last year of HK$25.4 million.
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Analysis of Turnover of Property Management and Facility Management Services by Customer
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Supporting Services to Property Management and Facility Management
Services

Turnover in this business segment, after inter-segment elimination,
increased by 6.5% to HK$47.4 million (2005: HK$44.5 million) for the year.
However, due to increasing costs of materials and labour, gross margin
declined from 24.0% in the last year to 19.0% in this year, whilst pre-tax
profit correspondingly decreased by 17.3% to HK$6.1 million (2005:
HK$7.3 million) for the year under review.

Jointly Controlled Entities

BB Y2 () A R/ 7 (Synergis Shui On Property Management
(Shanghai) Co. Ltd.) (“Synergis Shui On”) succeeded in increasing the
diversity and size of its portfolio. New projects are all flagship properties
of Shui On Land Ltd. (“Shui On Land”) in Shanghai, including The
Knowledge and Innovation Community (“KIC”) (8% X Hh), Lake Villa
Phase 1 and 2 GRIFIRHEE1 - 21) and Rui Hong Xin Cheng Phase 2 (5L
B 21). The size of the Group's portfolio in Shanghai has increased to
755,690 sq. m. from 446,000 sq. m. in the last year. This joint venture has
reached a point in which it achieved a profit contribution to the Group of
a pre-tax profit of HK$95,000.

During the year, the Group disposed of its entire interest in It 5 E A4 &
W2 IR R 1TE/A A (Beijing Strong Synergis Property Management Co.
Ltd.), a previous 50-50 equity joint venture established in Zhongguancun
(hB#), Beijing, to its joint venture partner. Profit on disposal of
HK$378,000 was recorded in this year. This disposal has allowed Synergis
to efficiently allocate its resources on development and implementation
of management and information technology (“IT”) infrastructure and
processes in other strategic joint ventures as well as the organic growth of
its business through its wholly-owned foreign enterprises established in
Shenzhen and Beijing.
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Other Revenues

Other revenues of the Group increased by 72.0% to HK$5.0 million,
compared to the prior year, as interest income substantially increased as
a result of rising interest rates and carefully monitored treasury
management.

Business and Operations Review

Overview

In the year, Synergis managed a total portfolio of 205 sites in Hong Kong,
which was slightly down by 4.7% compared to the last financial year end
but a 6.8% increase from the six-month period ended 30 September 2005.
The decline was mainly due to the expiration of the GPA contract in August
2005. The size of commercial facilities decreased 14.2% from 1.76 million
sq. m. to 1.51 million sq. m., whereas the residential portfolio increased
7.6% from 141,331 units to 152,035 units. Taking into account of our
portfolio in the Mainland of China (the “Mainland”), the Group managed
a total of 215 sites and 2.05 million sq. m. of non-residential facilities.

Update on Significant Business and Operation Events for the Year under
Review

Expiration of GPA Contract

As mentioned above, the GPA contract expired in August 2005. The Group
was unsuccessful in its re-tender for this contract, despite the Group’s
ability to provide quality services as evidenced by high performance ratings
received from the GPA throughout the contract period. We were
unsuccessful in our re-tender because of the unusually high minimum
wages for front line staff committed by the winning service provider, which
was 47.5% higher than the minimum wage requirement set by GPA in the
tender (more information was disclosed in the interim report for the six
months ended 30 September 2005 of the Company). Nevertheless, the
Group has been awarded several other sizeable contracts during the year,
which have offset the impact from the expiration of the GPA contract.
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Successes in Changing the Group’s Portfolio Mix
Our emphasis on process improvement and using technology to enhance

operational efficiency and monitor performance and, most importantly,

our commitment to recruiting and retaining the right people, have enabled

us to implement our diversification strategies successfully. This is

evidenced by projects secured by the Group in the year under review and

up to the date of this annual report, as listed below:

(a)

(b)

Up-market Residential Properties: Our solutions-based approach
has enabled us to expand our management portfolio in the up-
market residential property segment. The Group has secured a
number of up-market residential properties including Maiden Court
(& 75[), 52 Hollywood Road (i B /& #52%%), Bellevue Court (323
&), Emerald Palace (&2 5%)iZ), Carnation Court (F#[#), Bay View
Garden (&3t /), and Rise Park Villa (B8 1) ¥ 7 ).

Facility Management and Non-residential Projects: The Group
continues to expand its non-residential portfolio both by size and
industry type. In addition to the existing projects, we are now
providing facility management services to Cheerful Court (% Ef /&),
a senior citizen residence developed by Hong Kong Housing Society
and managed by Sheng Kung Hui (22 #), The Chinese University
of Hong Kong - Tung Wah Group Hospitals Community College (%
W SRS — =Bt R EPL), an independent and intelligent
campus, and various industrial premises including Hing Yip Factory
Building (¥ 3 T kX&), Gold King Industrial Building (43 T.26 K
J), and Wah Ming Building (#EH] X [&). All these contracts continue
to increase the diversity of the Group’s portfolio and enhance
Synergis’ leadership position in the industry.
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(c)

(d)

(e)

Facility Maintenance: The Group has made substantial investments
in technology since the end of 2003 to improve operational efficiency,
provide objective measures of performance and enhance
communications with its customers. The Synergis Customer
Services Center (Call Center) and the Computerised Maintenance
Management System (CMMS) have enabled Synergis to extend its
services to include facilities maintenance for institutional and
corporate clients with multi-outlets such as restaurant chains. After
our partnership with Tao Heung Holding Limited (/5 74& B4 FR/A
), another large catering group, Hong Kong Catering Management
Limited (F¥# K 43244 fR/A A) also appointed Synergis to be its
service provider in providing facility maintenance services to its
restaurant and bakery outlets.

Property Service Contract: Despite facing severe competition from
smaller-scale management companies with an aggressive pricing
approach in bidding PSC Contracts from the Hong Kong Housing
Authority, the Group successfully secured a PSC Contract in the
Batch 3/2005 tender, which covers the management of 6 public rental
estates with a total of 18,320 residential units. Synergis was also
awarded the contract with Kin Sang Estate (#24£ 1), another public
rental estate which is under the Tenant Purchase Scheme.

Government Sports Centre: We secured our first large scale
recreational facility contract with the award of the management
contract of Wong Chuk Hang Sports Centre by the Leisure and
Cultural Services Department. This extends our expertise to
managing recreational facilities.

Continued and Focused Growth in the Mainland of China

Synergis continued to build its brand presence in the Mainland and
achieved a number of milestones in the Group’s two major city footholds,
Beijing and Shanghai.

(a)

Shanghai Joint Venture Operations

With an experienced and dedicated management team in Shanghai,
Synergis Shui On began providing facility management services for
the KIC Village (§1%¥7) and pre-management services to the KIC
Plaza (8% K #h# %) of KIC. KIC is the centrepiece of Shui On Land’s
development in Shanghai’s Yangpu District and a multi-function
knowledge community focused on education, technology, culture,
research and business incubation, and designed to attract academics
and entrepreneurs alike.
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(b)

Apart from the KIC project, Synergis Shui On also took up the pre-
management work for The Lakeville Regency (G2l X #uff55), a
premier residential development of Shui On Land, in January 2006.
The Lakeville Regency is a luxury residential complex, covering a total
gross floor area of approximately 136,000 sq. m. encompassing art
deco high-rises, 645 residential units as well as a 7,000-square-metre
luxurious residents’ clubhouse. The development is on the doorstep
of the world renowned lifestyle and commercial area — Shanghai’s
“Xintiandi”.

Beijing Joint Venture Operations

As noted in our Chairman’s Statement, with the invaluable
experience and knowledge we accumulated in Shanghai, we have
been able to effectively and efficiently “transfer” our quality
management systems and processes to our another joint venture —
et Rl B34 RS (Beijing Financial Street Synergis
Property Management Co., Ltd.). After a 9-month pre-management
period, our management team has commenced providing
professional and quality property and facility management services
to the owners and tenants of Beijing Xihuan Plaza (LRI PERE ),
including Capitaland.

To accelerate our growth in the Beijing market, in March 2006,
Synergis has entered into an agreement to form a new 50% owned
joint venture with 3t 5t 4454 38 HA PR 7] (Beijing GoldenNet
Property Management Co., Ltd.) (“GoldenNet”). Beijing Capital Land
Ltd. (HAI&EB A RAH) is a significant shareholder of the
GoldenNet group. The first project of the new joint venture, #7 & 4
Wi EEH L) FMRAF (Synergis Goldennet Property
Management (Beijing) Co., Ltd) (“Synergis Goldennet”), is the A-Z
Town in Chaoyang District (#][};1i#) of Beijing. A-Z Town is a project
jointly developed by Beijing Capital Land Ltd. and GIC Real Estate

(b)
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Pte. Ltd. The project, with a gross floor area of approximately
400,000 sq. m., is the first integrated mid-end to high-end residential
community adopting the HOPSCA (hotels/offices/parking/
shopping/conventions/apartments) design concept with
comprehensive facilities such as park, apartments, shopping mall,
office buildings, restaurants, entertainment facilities, club house, and
kindergarten. Synergis Goldennet has already started pre-
management work for the A-Z Town and the project will be ready for
handing over to Synergis Goldennet in March 2007.

(c) Shenzhen Wholly-Owned Foreign Enterprise

With an established business platform, our institutional knowledge
of the peculiarities of the Mainland market and the operational
intricacies of providing property and facilities management services,
our wholly-owned foreign enterprise in Shenzhen secured contracts
to provide consulting and management service to other renowned
developers. Synergis has provided management consultancy service
to Novel Garden Phase 2.5 and 3 (GBI ES0552.581 2 5531) in
Shanghai. The projects are developed by Novel group, a Hong Kong
based developer in Shanghai. In April 2006, our Shenzhen wholly-
owned foreign enterprise started providing management services
to Novel Garden Phase 1, 2 & 2.5 GIOBHESEH 10 5201 5 552.51), a
luxurious house-type residential property with over 127,760 sq. m.
located in Xujiahui (&% ). In addition, the Group successfully
secured a property management consultancy contract for a luxurious
residential development, Elite Plaza (%8 {tt #£){), with 97,600 sq. m.
in the consulate area of Qingdao (% &), Shangdao (LLI3).

OUTLOOK

Hong Kong

Synergis is a total solutions service provider in asset and facility
management. The Group consistently makes significant investments in
people and IT infrastructure to enhance its capabilities and enable it to
meet the ever changing needs of its diverse customer base. We are also
actively looking for quality acquisition opportunities to continuously
augment our service capabilities and offering the benefits of vertical
integration.

Despite the recent corrections in the global stock markets and, barring
exceptional unforeseen circumstances, we hold a positive view on the
general business environment in Hong Kong in 2006. However, private
and public organisations will continue to concentrate on cost controls
and development of their core businesses, given the uncertainties
surrounding interest rates, energy costs and politics in the current world
economic environment. Such business conditions will exert significant
pressures on the property and facility management industry, both in terms
of price and competition. Nevertheless, it should provide more
outsourcing opportunities for facility management business. Given the
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Group’s well tested state-of-the-art technology and our people capabilities,
we will focus our efforts in the coming year on the niche markets, where
the clients understand and value not only Synergis’ experience and
operational expertise, but also our management philosophy of “total asset”
management through the use of technology and our ability to understand
the unique needs of our clients and to deliver meaningful results to their
businesses or improve their lifestyle. One such client is The Link
Management Limited (“The Link”).

As our Chairman noted in his Statement, Synergis was awarded two
management contracts from The Link in April 2006. These contracts cover
21 shopping centres with a total gross floor area over 245,200 sq. m. and
10,480 car park spaces. These contracts are in the key markets of Hong
Kong Island (where Synergis will manage all of The Link’s facilities, such
as Stanley Plaza and Siu Sai Wan Shopping Centre) and Kowloon (where
we account for 23.4% of their portfolio). The contracts are for a 3-year
term with staged contract commencement in June and July 2006. Synergis
was able to secure this business opportunity because it has an established
platform of management solutions which can readily be tailored to meet
the high standards and expectations of The Link’s management, its tenants
and customers.

We will continue to invest resources, including recruitment and retention
of talented and committed individuals, and enhancement of our IT
platform to ensure that our client service infrastructure remains client-
focused and cost effective.

Mainland of China

We continue to identify strategic opportunities to grow our businesses in
the Mainland. Given our knowledge and experience gained from our joint
venture operations in Beijing and Shanghai, the Group is well positioned
to quickly increase our business development in the Mainland market by
setting up a wholly-owned foreign enterprise in Beijing. Looking for a soft
landing of the sometimes overheated property markets in the Mainland,
the government has recently announced some measures to regulate the
property market. We believe that the impact on the overall property market
will be moderate and the demand for high quality property management
services will not be dampened. In particular, with the development of the
public markets for real estate investment trusts, especially those with the
Mainland portfolios, we believe outsourcing to professional asset
managers is the critical requirement of these financial institutions and
the real estate developers if they wish to sustain the quality and value of
their property portfolios as well as their own branding. With our highly-
rated track record in Hong Kong and the Mainland, combined with our
well established IT infrastructure and professional service model, we are
confident that we are well positioned to capture the fast growing business
opportunities in the Mainland.
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REVIEW OF FINANCIAL POSITION

Capital Resources and Liquidity

Shareholders’ funds of the Group increased by 6.1% to HK$166.8 million
as at 31 March 2006 (2005: HK$157.2 million). Detailed movement of
shareholders’ funds during the year was shown in the Consolidated
Statement of Changes in Equity. Out of the total assets of HK$227.9 million
as at 31 March 2006, HK$216.7 million were liquid assets with current ratio
stated at 3.6:1. Total cash and cash equivalents at the balance sheet date
increased by HK$31.3 million to HK$137.4 million (2005: HK$106.1
million). The cash balances and available banking facilities as noted below
have provided the Group with sufficient fundings to serve the needs of its
business operations and also allow it to undertake business acquisitions
when the opportunity arises.

Accounts Receivables

As reported in the 2004/05 annual report, we have made significant
progress in expediting the payment process with the Hong Kong Housing
Authority to shorten the settlement of accounts receivables in relation to
PSC Contracts. Accounts receivables had been reduced from HK$59.9
million as at 31 March 2005 to HK$56.6 million at the balance sheet date,
of which debts over 90 days were significantly reduced by HK$9.2 million
to HK$6.2 million as at 31 March 2006.

Major Cash Flow Items in Operating and Financing Activities

Net cash generated from operating activities during the year improved by
HK$12.1 million to HK$42.4 million as compared to HK$30.3 million in
the last year. Free cash flow per HK$1 operating profit correspondingly
increased by 37.5% to HK$1.1 (2005: HK$0.8). The Group’s strong cash
generating capability remained intact. Other major cash outflows
including payment of dividends in aggregate of HK$21.6 million (2005:
HK$16.6 million) and capital expenditure on system software and
equipments amounted to HK$2.0 million (2005: HK$5.9 million).

Banking Facilities

The Group generally finances its operations with internally generated
financial resources. The Group has sufficient internal cash and banking
facilities to finance its operations and takes advantage of potential business
opportunities. As at 31 March 2006, the Group had HK$109.2 million (2005:
HK$96.0 million) of unutilised banking facilities provided by its
relationship banks. The Group had no borrowings as at 31 March 2006.

Treasury Policy

The Group monitors the relative foreign exchange position of its assets
and liabilities to minimise foreign exchange risk. When appropriate,
hedging instruments including forward contracts may be used to manage
any foreign exchange exposure. The majority of assets and liabilities are
denominated in HK dollars and the Group therefore has limited exposure
to foreign exchange risk.
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Management Discussion and Analysis

L IF o BT

The Group’s banking facilities are principally on a floating rate basis and
interest rate swaps will be used to manage the interest rate risk for any
short to medium term borrowings when deemed appropriate. In light of
the net cash position with no bank debt, the Group’s exposure to interest
rate fluctuation is minimal.

It is the policy of the Group not to use financial derivatives for speculative
purpose.

HUMAN RESOURCES

As at 31 March 2006, the Group employed a total of approximately 4,100
(2005: 4,600) staff in Hong Kong and the Mainland.

The Group sets its remuneration policy by reference to the prevailing
market conditions and to formulate a performance-based reward system
with a view to sustaining market competitiveness for attracting and
retaining high calibre staff. The remuneration packages of Hong Kong staff
include basic salaries, discretionary bonuses and other benefits such as
medical scheme and retirement funds. Staff in the Mainland are
remunerated in line with the domestic market terms and welfare policy.

Incentive bonus scheme is set up for senior management staff in order to
provide them with initiatives to align their performance with the overall
profitability and development of the Group. Such management bonus is
calculated on a pre-approved formula tied in with the Group’s profitability.

The management sees it as an important task to maintain a close
relationship with its staff. Emphasis is put on enhancing internal
communication through workshops and publicising regular internal
newsletters. Staff development programmes and training sessions are
provided to enhance staff skill and knowledge as a whole.

Fan Cheuk Hung
Managing Director
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