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Review of Operation

Our focus on the strategy of engaging in property development and investment
businesses in the cities of Suzhou and Beijing has successfully served to
enable us to deliver the best value and quality in properties to our customers.

In 2006, New Heritage reported a revenue of approximately HK$208.0 million,
up 40% from the corresponding period last year on the back of an increase in
the number of residential units sold, primarily at Suzhou Garden Towers, which
were completed and handed over to customers before the end of the year.

Total gross floor area of development properties sold and delivered amount to
29,517 square metres (which included units in Suzhou Garden Towers),
representing an increase of 52% as compared to a total of 19,398 square
metres of development properties sold a year earlier.

The Average selling price per square metre in 2006 was approximately
RMB6,700.

Property Development

Most of our land reserves in Suzhou are residential sites, allowing us to fulfill
our commitment to providing quality housing for our customers. During 2006,
the Group sold approximately HK$201.1 million worth of properties in Suzhou.

Status of Major Projects Under Development

Suzhou Garden Towers commenced construction in 2005 and comprised a
total of 212 apartments. During the year under review, 202 apartments were
sold and delivered to buyers. Most of the remaining units were subsequently
sold and at present, there is only 3 remaining unsold apartments with a floor
area of 686 square metres. Designed as twin towers of high-rise apartments
erected over a retail commercial podium, Suzhou Garden Towers is a
metropolitan style residential and commercial complex with shops for added
convenience to dynamic city dwellers.

-
=
—
=1

Suzhou Garden Towers
FIA=P7)

E OB

BMEIEHFMNERIERREEHEZRRRENEE - &
EPRHEMEMERZALEZNYHEIAR -

MNZBTRE - FIRE51549208,000,000/8 T4 ¥58 - &
EFEREEREA0%  WIIHREEHEREB 2 EFEEMN
BINFTE  ZEVEERNELNBTIIINES -

EHERZNMNERYEABEEIEL29,517F 7K (2
BIMELEL)  BREFRAMBENERYELEES K
19,398 75 K44 iN52% -

TETREGI RN THEBHRARKE700TT ©

MEER

MEEHMO RSB LREFHBEEERL - SEEER
EHEREFPRHEEEZENEE R -_ZTREFE K&
B 78R M & 4R B 49 /2201,100,00078 TTHI ¥ 2% -

TERRUWENER

BEBERBEN _ZEAFHHPT  RESHK212EL
BEM - REEFA - EFEHAERELH202EAEE
> REMI BT ELHERRER » BT RAFIERESE
i - BEHEEREBT K - EEFZEABEESZTILE
ERFa  BERDAMEANEEETEELAL - F
MR MECEE RARZ RO m AR R R ER -

A Show Flat
RSB

6 New Heritage Holdings Ltd. Annual Report 2006



Management Discussion & Analysis

Wuzhong District Project (Named as Wuzhong Garden Court) in Suzhou

The construction work of Wuzhong Garden Court project commenced in
November 2006.

The project comprises residential apartments and a commercial arcade of gross
floor area of 44,784 square metres and 16,700 square metres respectively.
The residential apartments of the project come with nine buildings ranging
from six— to eleven-storeys, a club house and basement carparks. Moreover,
the commercial complex is planned to accommodate a variety of retail shops
and amenities for people living in the vicinity.

The First pre-sale programme of the residential apartments is scheduled for
launch in May 2007.

Wuzhong Garden Court
715 58

Land Bank

Subsequent to the year ended 31 December 2006, the Group has successfully
acquired land of approximately 131,445 square metres situated at Guangfu
Town of Wuzhong District, Suzhou. The Group intends to use the land for
low-rise residential property development.

Nanjing Project

In September 2006, New Heritage released an announcement on a
discloseable transaction involving its participation through a 36% associated
company called China Malls Limited, which in turn is the 60% shareholder of
a joint venture company, for the application of master developer status for an
“old commercial street” district in Nanjing City, Jiangsu Province.

Property Investment
SGV Plaza

The refurbishment of SGV Plaza, a two-storey retail podium with gross floor
area of 11,023 square metres integrated into the retail podium of Suzhou
Garden Towers, was completed in December 2006. This shopping mall is
now fully leased with a total annual rental income of approximately RMB4.1
million, for a term of three years renewable for another 2 or 3 years subject to
mutual consent. These leases serve to enhance the investment income of the
Group'’s property investment portfolio.
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Wuzhong Garden Court apartments
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Garden Court Plaza

Located within another completed project complex, Suzhou Garden Court,
Garden Court Plaza comprises the first, second and third floors of commercial
space in a 6-storey commercial/residential complex. Currently, the whole of
the third floor and approximately 47% of the gross floor area of the first and
second floors have been leased, generating a total annual rental income of
approximately RMB1.6 million.

Apartments

During the year under review, Suzhou Garden Villa Development &
Management Co., Ltd., a subsidiary of the Group, owned a total of 18
apartments (with a gross floor area of 2,706 square metres) in Phases 1, 2
and 3 of Suzhou Garden Villa for rental purpose. During the year, the
shareholders of the Company also approved acquisition of 82 residential
apartments which comprised 68 apartments of Jin Xing Tower, 6 apartments
of Jin Bon Tower, and 8 apartments of Jin Guo Tower. The asset acquisition
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Suzhou Garden Villa apartments
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was approved by independent shareholders at an extraordinary general
meeting and the entire asset acquisition process is expected to be completed
by the end of 2007. All 82 apartments with a gross floor area of 13,543 square
metres will then be added to our investment portfolio. Upon completion of
the asset acquisition (the company will issue not more than 90,017,210 new
shares to the vendors), the Group will have a total of 100 apartments in Phases
1, 2 and 3 of Suzhou Garden Villa. Expected annual rental income generated
from this will reach around RMB10.0 million on the basis that all apartments
are fully leased out.

Investment in an associate (Beijing Landmark Towers Co., Ltd.)

During the year, Beijing Landmark Towers Co., Ltd., an associate of the Group,
contributed to the bottom line a profit of approximately HK$19.1 million, which
comprises rental and operational returns derived from its office towers, service
apartments , business hotel and retail podium.
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During the year, the Group had received approximately HK$14.2 million cash
dividend from the Beijing Landmark Towers Co., Ltd.
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Beijing Landmark Towers complex (left) and arcade lobby (right)

The revenue growth for year 2006 is 13% as compared to the previous financial
year, partly as a result of the completion of renovation of multi-function
conference hall and a portion of the existing hotel rooms.

Beijing Landmark Towers is expected to further benefit from higher occupancy
and rental rates for both its office towers and hotel rooms following China’s
accession to the World Trade Organization and the forthcoming 2008 Olympic
Summer Games which will be held in Beijing. We believe a particularly higher
than usual turnout of tourists are bound to take this opportunity to participate
in this memorable event as well as explore the many wonders in and around,
the capital city of China.

Strategic Partnership with Spinnaker Capital Group

In September 2006, Spinnaker Capital Group (“Spinnaker”), the manager of
more than US$4 billion of funds targeting emerging markets, became a 9.11%
shareholder when it subscribed 65,000,000 new shares of the Company,
raising approximately HK$39 million for the Group. Furthermore, Spinnaker’s
commitment to investing in 40% of one of the Group’s wholly owned
subsidiaries for the purpose of developing a residential project in the up and
coming Wuzhong District reflects the confidence of the investor community
of New Heritage’s property development philosophy.

Subsequent to the year ended 31 December 2006, the Group has successfully
acquired land of approximately 131,445 square metres situated at Guangfu
Town of Wuzhong District, Suzhou. In March 2007, the Group has also entered
into an agreement with Spinnaker to jointly develop the project which will be
held as to 60.8% by the Group and as to 39.2% by Spinnaker. The Group
intends to use the land for low-rise residential property development.

BEEENWEDN

FR AEREFEAREERAASARNEETRLY
14,200,000 7T H) R 2 AR S ©

EREHEARNEGAERNE (L) KEEKE (B)

TERRFEEER L -MRFERRIY% - BHREAR
TR EW G ET O RIREEERE BH B

EPIJJD)\@T%H%H& CARIEREIS ER T ENFRE
g RBYRNHEAXRBAEREMATXEHRGE—F L
o AARSHARNEETEMZE - BAEE - BERRF
AEZBRESLIKRS2EERE  Hf—EPESHIL
REEK o

EdSpinnaker Capital Group = 5% Bg 1t B B3

—ZZRF A - Spinnaker Capital Group ([Spinnaker])
(A EMSABRHROESEE QR ETEREE
#A0fEZET) RS T 65,000,000/% AN A BV H LI Ak B H
9.11%MEEME + AL E S E 439,000,000 7T ° It
SN+ Spinnakeri# i ¥ £ B — K 2 E M B A Al1EL 40% 00 %
TEE  BMFRECEEHNRPEER—FEWHEER -

FTHBEREREMNEFHERRIESNARRKEL ©

HE_ZTXF+_A=Z+—HBILFEBE  A£EEDK
Th Uk B — IR AL A 8RN T R AR [ R AR SE T AR 4V 131,445 75
/JrE’JiiTE RZZEZTLF=A  AEEBHESpinnakers] 32
HEUNERERZIEBE - EP608%EZBAANEER
£ ﬁﬁ39.2%$gﬁnHTrEESpmnakerh*ﬁ AREE IR+
REEEETRETEME -

FRERERAT —BEAEER 9



Management Discussion & Analysis
EEENWED

FINANCIAL REVIEW

Overall Performance

In 2006, the Group’s total gross floor area of development properties sold
and delivered stood at 29,517 square metres. Gross profit margin was 37.5%
this year as compared to 47.4% last year. This is mainly due to majority of
property sold in 2006 comprised of high rise apartments, the profit margin of
which were comparatively lower than villas. Even though the austerity measures
implemented by the Chinese authorities have exerted an impact on the market,
our prudent cost management and good risk management allowed the Group
to continue to maintain its EBITDA margin and net profit margin at relatively
high levels. The Group established and maintained a sound financial structure
and healthy cash flow. Basic earnings per share was 11.1 HK cents.

Operating Results

During 2006, turnover of the Group was approximately HK$208.0 million
(2005: HK$149.0 million). The increase in turnover was mainly attributable
to an increase in revenues generated from the sales of properties. In 2006,
the Group sold over 202 apartments and 61 carparks in Suzhou Garden Towers
which generated revenues of approximately HK$201.1 million.

Due to prevailing market conditions and effective cost control measures, the
Group managed to achieve a gross profit margin of 37.5% (2005: 47.4%).

In 2006, the profit attributable to the equity holders of the Company was
approximately HK$73.3 million (2005: HK$55.9 million).

Liquidity, Financial Resources and Gearing

Since there is on-going competition of property development in China, we
have to further strengthen our financial resources to cope with future
expansion. Additional banking facility was obtained during 2006 and our
intention is to continue to obtain more facilities for our future projects. As a
result, the gearing ratio will be increased but still within the safety level of
below 50%.

Cash and cash equivalents as at 31 December 2006 amounted to
approximately HK$132.1 million (2005: HK$84.8 million).

The Group had total borrowings of approximately HK$45.3 million as at 31
December 2006 (2005: HK$103.4 million). The borrowings to be repayable
within one year were approximately HK$25.3 million (2005: HK$78.5 million),
and the Group’s gearing ratio as at 31 December 2006 was 9.8% (2005:
31.1%), which was calculated based on interest bearing borrowings to total
shareholders’ funds.

As at 31 December 2006, the Group had current assets of approximately
HK$269.5 million (2005: HK$243.2 million) and current liabilities of
approximately HK$83.8 million (2005: HK$122.0 million). The Group had
total assets of approximately HK$599.7 million and total liabilities of
approximately HK$130.5 million, representing a debt ratio (total liabilities
over total assets) of 21.7% as at 31 December 2006 (2005: 30.9%).
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Management is confident 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 2006, bank overdrafts of approximately HK$15.2 million
was secured by the Group’s certain bank deposits of approximately HK$18.0
million.

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 2006.

Contingent Liabilities

As at 31 December 2006, 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 2006, the Group had a staff force of 110, of this 90
employees were based in the China Mainland and 20 employees in Hong
Kong. The remuneration of employees was in line with the market trend and
commensurate 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 2006 was approximately HK$31 million.
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