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With the track record and the experience of the management team
in waterworks engineering services in Hong Kong, the Group has
been awarded two three-year term contracts from WSD as the
main contractor for the maintenance of waterworks installations in
Kowloon district (contract number 1/WSD/05(K)) and in Lantau and
the outlying islands (contract number 1/WSD/05(L)) during the year
under review. Several capital works contracts, such as the project of
replacement and rehabilitation of water mains along Kwun Tong
Road and Lung Cheung Road (contract number 26/WSD/02) and
the construction of Ping Che Fresh Water Service Reservoir
(contract number 2/WSD/04), etc., which commenced during the
year 2005 also undergone in satisfactory progress.

In general, waterworks engineering projects of WSD remained the
major source of income for the Group, contributing over 86.2% of
the Group’s revenue. The Group acted as the main contractor in
most of those projects. The Directors anticipate that the WSD will
continue to be the Group’s major customer.
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For the year ended 31 March 2006, the Group recorded satisfactory
growth in revenue amounting to approximately HK$263.8 million,
representing an increase of approximately 27.3% as compared to
the previous year (2005: HK$207.2 million). Gross profit increased
by approximately 19.4% to approximately HK$70.8 million as
compared to the previous year (2005: HK$59.3 million). Profit for
the year increased by approximately 8.1% to approximately
HK$38.6 million (2005: HK$35.7 million), reaching the Group’s
profit forecast in its prospectus dated 3 March 2006 (the
“Prospectus”). Basic earnings per Share amounted to approximately
HK15.83 cents (2005: HK14.85 cents).

During the year under review, maintenance contracts generated
revenue amounting to approximately HK$189.3 million (2005:
HK$180.0 million), constituting approximately 71.8% (2005: 86.9%)
of the Group’s total revenue. The increase in maintenance contracts
revenue was mainly due to the commencement of two maintenance
contracts (contract numbers 1/WSD/05(K) and 1/WSD/05(L)) during
the year. As both contracts commenced in September 2005, the
Directors anticipate that substantial income contributions will occur
in the coming years. As for capital works, its revenue for the year
under review was approximately HK$74.5 million (2005: HK$27.2
million), making up approximately 28.2% (2005: 13.1%) of the
Group’s total revenue. The increase in the revenue generated from
capital works was mainly due to several contracts which commenced
during the year 2005 and recorded full year revenue in the year
under review.

During the year under review, the gross profit margin of the Group
was approximately 26.8% (2005: 28.6%). The gross profit margin
of the Group improved substantially since the year 2004 as the
Group obtained the confirmed status of a government-approved
contractor for public works in Group C under the category of
“"Waterworks” in January 2003. The confirmed status allows the
Group to undertake, as a main contractor, the waterworks
maintenance contracts of value exceeding HK$50 million. Higher
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gross profit margins have been achieved as a result of the Group’s
vertically integrated operation and its ability to minimise costs
acting as a main contractor. Improvement has also been a result of
the Group's effective cost control policy over major contract costs.
During the year under review, the Group's cost of contracts was
approximately HK$193.0 million, mainly consist of sub-contracting
charges, materials, wages and other site overheads.

The administrative expenses in the year under review was
approximately HK$24.2 million, representing an increase of
approximately 53.2% as compared to the previous year (2005:
HK$15.8 million). The administrative expenses mainly consisted of
auditors’ remuneration, legal and professional fees, staff costs
(including Directors’ emoluments) and depreciation expense. The
increase in the administrative expenses was primarily due to the
increase in staff costs and depreciation expense as a result of the
increase in the number of staff and acquisition of property, plant
and equipment for the existing and new contracts and the
expansion of the Group during the year.

During the year under review, the Group financed its operations
mainly through a combination of shareholders equity, internally
generated cashflows and borrowings from banks. As at 31 March
2006, the shareholders’ funds was approximately HK$134.7 million
(2005: HK$52.1 million), current liabilities was approximately
HK$58.4 million (2005: HK$56.0 million) and non-current liabilities
was approximately HK$17.1 million (2005: HK$4.9 million). The
total asset of the Group was approximately HK$210.2 million
(2005: HK$113.0 million).

As at 31 March 2006, the cash and cash equivalents of the Group
amounted to approximately HK$97.1 million (2005: HK$80.0
million). The Group’s total available credit facilities amounted to
approximately HK$70.4 million. The utilised banking facilities were
secured by pledged deposits of HK$11.2 million. The Group’s total
borrowings as at 31 March 2006 was approximately HK$27.3
million (2005: HK$4.0 million). The increased bank borrowings
were mainly for the finance of the Group’s operations. The
borrowings to be repayable within one year were approximately
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HK$12.3 million (2005: HK$22,000). As at 31 March 2006, the
gearing ratio of the Group (which is based on the amount of total
bank borrowings and obligations under finance leases divided by
total assets multiplied by 100%) increased from approximately
3.6% to approximately 13.0% as a result of the increase in bank
borrowings. Taking into account its positive position of net cash
balance, the Directors believe the Group still stands prime in
obtaining debt financing, if necessary, on favourable terms.

The current ratio of the Group went up from approximately 1.9 for
the year 2005 to approximately 3.2 for the year 2006, which was
resulted from the improved current assets level (including increase
in cash and bank deposits after the initial public offering and the
commencement of two waterworks maintenance contracts during
the year under review).

As at 31 March 2006, the Group employed approximately 230
employees (as at 31 March 2005: 90 employees) and over half of
them are direct labour. The related staff costs, including Director’s
emoluments, amounted to approximately HK$35.0 million (2005:
HK$13.6 million). The increase in the staff costs was mainly due to
the substantial increase in the number of employees after the
commencement of two new maintenance contracts and several
capital works contracts in recent years.

Employees are remunerated according to the nature of the job and
market trend with discretionary bonus, which is distributable based
on the performance of the Group and the individual Directors and
staff. The Group also provides in-house and external training
programmes which are complementary to certain job functions.
The Directors believe that a competitive remuneration scheme and
career development opportunities provide incentives for employees’
personal development and contributions to the Group.
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Benefiting from the listing of the Shares on the Stock Exchange,
the Group is now able to explore additional investment opportunities
both in Hong Kong and the Mainland China.

In addition to pursing the two three-year term contracts on hand
from WSD in respect of maintenance of water supply systems in
Hong Kong, the Group will continue to seek and secure additional
waterworks engineering contracts with the aim of strengthening
the position in the industry. As for the China market, the Group will
explore different business opportunities such as providing services
or making investments in waterworks projects in small and
medium-size cities. The Group will also actively participate in
waterworks-related projects with great potential in bringing in
significant recurring revenues for the Group in the future.

Furthermore, with boasting effective cost control, prudent financial
management and shrewd project management, the Group will
strive to optimise its operations and bring satisfactory returns to its
shareholders.
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