
You should read this section in conjunction with the Group’s audited combined financial

statements, including the notes thereto, as set out in the Accountants’ Report set out in Appendix I to

this document. The Group’s combined financial statements have been prepared in accordance with

the Hong Kong Financial Reporting Standards (‘‘HKFRSs’’). You should read the entire Accountants’

Report and not merely rely on the information contained in this section.

The following discussion and analysis contains certain forward-looking statements that reflect

the current views with respect to future events and financial performance. These statements are based

on assumptions and analyses made by the Group in light of its experience and perception of

historical trends, current conditions and expected future developments, as well as other factors the

Group believes are appropriate under the circumstances. However, whether actual outcomes and

developments will meet the Group’s expectations and projections depends on a number of risks and

uncertainties over which the Group does not have control. For further information, you should refer

to the section ‘‘Risk factors’’ in this document.

OVERVIEW

The Group is principally engaged in the provision of engineering services for building services

systems in Hong Kong. The building services engineering works undertaken by the Group are mainly

related to the supply, installation and maintenance of (i) ventilation and air-conditioning system; (ii)

electrical system; (iii) plumbing and drainage system; and (iv) fire services system.

During the Track Record Period, the Group undertook building services engineering projects from

the private sectors in Hong Kong. Projects from the private sector accounted for all of the total revenue

for each of the two years ended 31 December 2013 and 2014 and the three-month period ended 31

March 2015. The Group’s revenue is derived from building services engineering projects relating to both

existing building and new building. During the Track Record Period, all of the Group’s revenue was

derived in Hong Kong.

In executing a building services engineering project, subject to the scope of work under the

engagement, the Group is generally responsible for the design of the relevant building services systems,

planning of the engineering works, arrangement of direct labour and subcontractors, sourcing of

materials and equipment, work supervision and quality control, and ensuring compliance with the

customers’ requirements. In certain projects, the Group also provides complementary fitting-out services.

The allocation of works between in-house team of workers and subcontractors are determined in a

case-by-case basis. Based on the Group’s internal policies on engaging subcontractors, the Group

generally assigns its in-house workers to perform engineering works for air-conditioning system and

electrical system which usually include the installation and configuration of control panels and ancillary

systems, while the Group generally assigns subcontractors to perform works, such as fire services

system, plumbing and drainage system, and fitting-out works, which the Directors considered to be less

technical in certain projects. The Group leverages on the expertise of its in-house engineering team to

deliver quality work in conformity with customer’s expectation and prescribed timeframe.
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The Group’s client base primarily consists of main contractors who contract all or part of the

engineering works for building services systems to other subcontractors, such as the Group, and in some

cases, landlords or occasionally property developers or their consultants, who directly engage the Group

as main contractor or as nominated subcontractor. The Group’s building services engineering projects

cover different types of buildings, including residential, commercial (e.g. office, hotel and shopping

arcades, etc), industrial, and institutional (e.g. hospital and academic institutions) properties.

Revenue from building services engineering projects mainly represents the contract income, while

main costs include subcontracting charges, material and equipment costs, direct labour costs of in-house

staff involved and other supplies required for the performance of the works.

The contracts the Group entered into with its customers are categorised into two types, namely (i)

building services engineering work for existing building and new building; and (ii) maintenance, repair

and other services (‘‘Maintenance Projects’’) which include provision of maintenance and repair services

for building services system and replacement of parts. For building services engineering projects, the

Group is required to complete the engineering works in relation to the installation/upgrade of building

services systems as set out in the scope of work under the contract. For maintenance projects, the Group

is required to provide maintenance services for existing building services systems of a property/a

portfolio of properties over a fixed contract period. Such maintenance services include regular check and

maintenance, and emergency call-out service for emergency repair.

As at the Latest Practicable Date, the Group had 22 engineering projects in progress (excluding

variation orders) and 28 maintenance projects in progress, with a total estimated outstanding contract

sum and work order value of approximately HK$198.1 million. Further details of the Group’s projects

are set out in the sections headed ‘‘Projects undertaken during the Track Record Period’’ and ‘‘Business

— Project in Progress’’ in this document.

BASIS OF PRESENTATION

The Company was incorporated in the Cayman Islands as an exempted company with limited

liability on 29 April 2015 under the Companies Law, Cap. 22 (Law 3 of 1961, as consolidated and

revised) of the Cayman Islands. The address of the Company’s registered office and the principal place

of business is disclosed in the section ‘‘Corporate information’’ in the document.

The companies now comprising the Group underwent the Reorganisation as detailed in the section

headed ‘‘History, reorganisation and corporate structure’’ in this document. Prior to the Reorgansiation,

the entire equity interests of Lap Kei and Wealth E & M were directly held by two individuals, namely

Mr. Wong and Ms. So, (collectively referred to as the Controlling Shareholders). Lap Kei and Wealth E

& M were beneficially and wholly owned by the Controlling Shareholders collectively.

On 19 March 2015, LKW Enterprise was incorporated in the BVI with limited liability and is

wholly-owned by the Controlling Shareholders.

On 31 March 2015, the Controlling Shareholders transferred their entire equity interests in Lap Kei

and Wealth E & M to LKW Enterprise. In consideration of the transfer, LKW Enterprise allotted and

issued 99 new shares of US$1 each to the Controlling Shareholders. Lap Kei and Wealth E & M then

became wholly-owned subsidiaries of LKW Enterprise. This transaction is considered as a common
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control business combination as all the entities involved in the business combination were controlled by

the Controlling Shareholders before and after the combination, and, accordingly, it is accounted for

under merger accounting.

Pursuant to the Reorganisation, which was completed by interspersing Golden Luck and the

Company between the Controlling Shareholders and LKW Enterprise, the Company became the holding

company of the companies now comprising the Group on 18 May 2015. Golden Luck is the immediate

and ultimate holding company of the Company after the Reorganisation and not forming part of the

Group. The Group comprising the Company and its subsidiaries resulting from the Reorganisation is

regarded as a continuing entity. Accordingly, the financial information has been prepared as if the

Company had always been the holding company of the Group.

The combined statements of profit or loss and other comprehensive income, combined statements

of changes in equity and combined statements of cash flows for the Track Record Period have been

prepared to present the results and cash flows of the companies now comprising the Group, as if the

group structure upon the completion of the Reorganisation had been in existence throughout the Track

Record Period or since the respective dates of incorporation, which is a shorter period. The combined

statements of financial position of the Group as at 31 December 2013 and 2014 and 31 March 2015

have been prepared to present the assets and liabilities of the companies now comprising the Group as if

the current group structure had been in existence at those dates, taken into account the respective dates

of incorporation.

For the purpose of preparing and presenting the financial information for the Track Record Period,

the Group has consistently adopted all these new and revised Hong Kong Financial Reporting Standards

(‘‘HKFRSs’’), Hong Kong Accounting Standards (‘‘HKAS’’) amendments and interpretations issued by

the Hong Kong Institute of Certified Public Accountants (the ‘‘HKICPA’’) which are effective for

accounting periods beginning on 1 January 2015 throughout the Track Record Period.

FACTORS AFFECTING THE GROUP’S RESULTS OF OPERATIONS AND FINANCIAL
CONDITION

The Group’s results of operations and financial condition during the Track Record Period have

been and will continue to be affected by a number of factors, including but not limited to those set forth

in the section headed ‘‘Risk factors’’ in this document and as set out below:

Market demand

The Group’s results of operations are directly affected by the Group’s revenue which depends on

the market demand for its building services engineering works. Market demand for the Group’s services

is affected by the number and availability of building services in private property and other

macroeconomic factors. During the Track Record Period, the Group’s revenue was significantly

influenced by the size and number of building services engineering projects undertaken by the Group.

Costs and availability of engineering staff in Hong Kong

The Directors consider that the Group’s in-house team of engineering staff is crucial to the day-to-

day operations and the continuing success of the Group. The costs of engineering staff may be affected

by the demand and supply of engineers in Hong Kong as well as other economic factors such as
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inflation rate and general standard of living. There is no guarantee that the supply of engineers in Hong

Kong will remain stable. Any significant increase or decrease in the overall supply of or demand for

engineers in Hong Kong may materially affect the costs of the Group’s operations and the quality of

services. In the event that the Group fails to retain its existing engineering staff and/or recruit sufficient

and capable engineering staff in a timely manner for the existing or future projects and/or there is a

significant increase in the engineering staff costs, the operations and profitability may be materially and

adversely affected.

Performance and availability of the subcontractors

The Group may engage subcontractors to perform site works based on the engineering designs and

the Group does not maintain substantial direct labours or machinery for performing all the site works.

Notwithstanding the evaluation and selection of subcontractors, there is no assurance that the work

quality of the subcontractors can always meet the Group’s requirements. Outsourcing exposes the Group

to the risks associated with non-performance, delayed performance or sub-standard performance by the

Group’s subcontractors. As a result, the Group may incur additional costs or be subject to liability under

the relevant contracts between the Group and its customers for subcontractors’ unsatisfactory

performance. Such events could impact upon the Group’s profitability, financial performance and

reputation. In addition, there is no assurance that the Group will always be able to secure suitable

subcontractors when required, or be able to negotiate acceptable fees and terms of service with

subcontractors. In such event, the Group’s operation and financial position may also be adversely

affected.

Accuracy in the estimation of time and costs involved in projects when providing fee quotes

The Group needs to estimate the time and costs involved in a project in order to determine the fee.

There is no assurance that the actual amount of time and costs would not exceed the estimation during

the performance of the projects. The actual amount of time and costs involved in completing a project

may be adversely affected by many factors, including adverse weather conditions, accidents, unforeseen

site conditions, departure of key engineering staff involved in the project, and other unforeseen

problems and circumstances. Any material inaccurate estimation in the time and costs involved in a

project may adversely affect the Group’s profit margin and results of operations.

CRITICAL ACCOUNTING POLICIES

The discussion and analysis of the Group’s financial position and results of operations as included

in this document is based on the combined financial statements prepared using the significant accounting

policies set forth in Note 3 to the Accountants’ Report set out in Appendix I to this document, which

conform with the HKFRS.

Below is a summary of certain significant accounting policies that the Group believes are

important to the presentation of its financial results and positions. The Group also has other accounting

policies that the Group considers to be significant, the details of which are set forth in Note 3 to the

Accountants’ Report set out in Appendix I to this document.
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Revenue recognition

Revenue is recognised when it is probable that the economic benefits will flow to the Group and
when the revenue can be measured reliably, on the following bases:

Interest income

Interest income from a financial asset is recognised when it is probable that the economic benefits
will flow to the Group and the amount of income can be measured reliably. Interest income is accrued
on a time basis, by reference to the principal outstanding and at the effective interest rate applicable,
which is the rate that exactly discounts estimated future cash receipts through the expected life of the
financial asset to that asset’s net carrying amount on initial recognition.

Maintenance, repair and other service income

Maintenance and repair service income, in respect of which the Group is required to provide
maintenance services for existing building services systems of a property/a portfolio of properties over a
fixed contract period, is recognised on a straight-line basis over the terms of the relevant contract.

Other service income including that from replacement of parts in electrical and maintenance system
is recognised when services are provided.

Building services engineering contracts

The methods of revenue recognition for a building services engineering contract where the
outcome can be estimated reliably and where the outcome cannot be estimated reliably are different.
When the outcome of a building services engineering contract can be estimated reliably, such as (i) the
total contract revene can be measured reliably; (ii) it is probable that the economic benefits associated
with the contract will flow to the entity; and (iii) the costs to complete the contract and the stage of
completion can be measured reliably, revenue and costs are recognised by reference to the stage of
completion of the contract activity at the end of the reporting period, measured by the proportion that
the value of work carried out during the year. Variations in contract work, claims and incentive
payments are included to the extent that the amount can be measured reliably and its receipt is
considered probable.

When the outcome of a building services engineering contract cannot be estimated reliably,
contract revenue is recognised to the extent of contract costs incurred that it is probable will be
recoverable. Contract costs are recognised as expenses in the period in which they are incurred.

Significant assumptions are required to estimate the total contract costs and the recoverable
variation works that will affect whether any provision is required for foreseeable losses. The estimates
are made based on past experience and knowledge of the project management.

Provision is made for foreseeable losses as soon as they are anticipated by management. When
contract costs incurred to date plus recognised profits less recognised losses exceed progress billings,
the surplus is shown as amounts due from customers for contract work. For contracts where progress
billings exceed contract costs incurred to date plus recognised profits less recognised losses, the surplus
is shown as the amounts due to customers for contract work. Amounts received before the related work
is performed are included in the combined statements of financial position as a liability, as advances
received. Amounts billed for work performed but not yet paid by the customer are included in the
combined statements of financial position under trade and other receivables.
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Taxation

Income tax expense represents the sum of the tax currently payable and deferred tax.

Current tax

The tax currently payable is based on taxable profit for the year/period. Taxable profit differs from

‘profit before taxation’ as reported in the combined statements of profit or loss and other comprehensive

income because of items of income or expense that are taxable or deductible in other years and items

that are never taxable or deductible. The Group’s current tax is calculated using tax rates that have been

enacted or substantively enacted by the end of the reporting period.

Deferred tax

Deferred tax is recognised on temporary differences between the carrying amounts of assets and

liabilities in the Financial Information and the corresponding tax bases used in the computation of

taxable profit. Deferred tax liabilities are generally recognised for all taxable temporary differences.

Deferred tax assets are generally recognised for all deductible temporary differences to the extent that it

is probable that taxable profits will be available against which those deductible temporary differences

can be utilised. Such deferred tax assets and liabilities are not recognised if the temporary difference

arises from the initial recognition of assets and liabilities in a transaction that affects neither the taxable

profit nor the accounting profit. In addition, deferred tax liabilities are not recognised if the temporary

difference arises from the initial recognition of goodwill.

Deferred tax liabilities are recognised for taxable temporary differences associated with

investments in subsidiaries, except where the Group is able to control the reversal of the temporary

difference and it is probable that the temporary difference will not reverse in the foreseeable future.

Deferred tax assets arising from deductible temporary differences associated with such investments are

only recognised to the extent that it is probable that there will be sufficient taxable profits against which

to utilise the benefits of the temporary differences and they are expected to reverse in the foreseeable

future.

The carrying amount of deferred tax assets is reviewed at the end of each reporting period and

reduced to the extent that it is no longer probable that sufficient taxable profits will be available to

allow all or part of the asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the

period in which the liability is settled or the asset realised, based on tax rates (and tax laws) that have

been enacted or substantively enacted by the end of the reporting period.

The measurement of deferred tax liabilities and assets reflects the tax consequences that would

follow from the manner in which the Group expects, at the end of the reporting period, to recover or

settle the carrying amount of its assets and liabilities.
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Current and deferred tax for the year/period

Current and deferred tax are recognised in profit or loss, except when they relate to items that are

recognised in other comprehensive income or directly in equity, in which case, the current and deferred

tax are also recognised in other comprehensive income or directly in equity respectively.

Provisions

Provisions are recognised when the Group has a present obligation (legal or constructive) as a

result of a past event, it is probable that the Group will be required to settle the obligation, and a

reliable estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to settle

the present obligation at the end of the reporting period, taking into account the risks and uncertainties

surrounding the obligation. When a provision is measured using the cash flows estimated to settle the

present obligation, its carrying amount is the present value of those cash flows (when the effect of the

time value of money is material).

When some or all of the economic benefits required to settle a provision are expected to be

recovered from a third party, a receivable is recognised as an asset if it is virtually certain that

reimbursement will be received and the amount of the receivable can be measured reliably.

KEY SOURCES OF ESTIMATION UNCERTAINTY

In the application of the Group’s accounting policies, which are described in note 3 of the

Appendix I in this document, management is required to make judgements, estimates and assumptions

about the carrying amounts of assets and liabilities that are not readily apparent from other sources. The

estimates and underlying assumptions are based on historical experience and other factors that are

considered to be relevant. Actual results may differ from these estimates.

The following are the key assumptions concerning the future, and other key sources of estimation

uncertainty at the end of the reporting period, that may have a significant risk of causing a material

adjustment to the carrying amounts of assets and liabilities within the next financial year.

Estimated outcome of building services engineering contracts

The Group recognises contract revenue and cost of a building services engineering contract

according to the management’s estimation of the progress and outcome of the project. Estimated revenue

is determined in accordance with the terms set out in the relevant contracts or, in case of variation

orders, based on contract terms or other forms of agreements. Estimated contract cost, which mainly

comprises direct labour cost, subcontracting charges and costs of materials, is variable and estimated by

the management on the basis of estimated cost of direct labour, subcontracting charges and costs of

materials from time to time based on quotations provided by the major subcontractors/suppliers/vendors

involved and the experience of the management. Notwithstanding that management frequent reviews and

revises the estimates of both estimated revenue and costs for the building services engineering contract

as the contract progresses, the actual outcome of the contract in terms of its total revenue and costs may

be higher or lower than the estimates and this will affect the revenue and profit recognised.
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Estimated impairment of trade and retention receivables

Management estimates the recoverability of trade and retention receivables at the end of each

reporting period. When there is objective evidence of impairment loss, the Group takes into

consideration the estimation of future cash flows. The amount of the impairment loss is measured at the

difference between the asset’s carrying amount and the present value of estimated future cash flows

(excluding future credit losses that have not been incurred) discounted at the financial asset’s original

effective interest rate (i.e. the effective interest rate compounded at initial recognition). Where the actual

future cash flows are less than expected, an impairment loss may arise.

As at 31 December 2013 and 2014 and 31 March 2015, the carrying amounts of trade and

retention receivables of the Group were HK$35.7 million HK$40.8 million and HK$39.8 million

respectively.

COMBINED STATEMENTS OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

The table below sets out the Group’s combined statements of comprehensive income during the

Track Record Period, which was derived from the Accountants’ Report as set out in Appendix I to this

document:

Year ended 31 December
Three-month period
ended 31 March

2013 2014 2014 2015
HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Revenue 145,505 135,493 25,223 43,397

Cost of sales (118,213) (98,910) (20,143) (30,877)

Gross profit 27,292 36,583 5,080 12,520

Other income 409 378 25 14

Administrative expenses (6,932) (7,728) (1,964) (2,787)

Finance costs (285) (193) (54) (38)

Profit before taxation 20,484 29,040 3,087 9,709

Income tax expense (3,621) (4,787) (508) (1,600)

Profit and total

comprehensive income

for the year/period 16,863 24,253 2,579 8,109

Revenue

The Group’s revenue represents the amount received and receivable for revenue arising from

building services engineering projects and maintenance projects during the Track Record Period.
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For the year ended 31 December
For the three-month period ended

31 March
2013 2014 2014 2015

HK$’000 % HK$’000 % HK$’000 % HK$’000 %

(Unaudited)

Building services

engineering projects 127,400 87.6 118,360 87.4 21,340 84.6 37,377 86.1

Maintenance projects 18,105 12.4 17,133 12.6 3,883 15.4 6,020 13.9

145,505 100.0 135,493 100.0 25,223 100.0 43,397 100.0

Revenue in respect of the building services engineering projects is recognised based on the

percentage of completion method, measured by reference to the value of work certified during the year/

period. In a typical project, based on the amount of work completed, the Group makes progress payment

application to the customer pursuant to the terms of the contract which sets out the amount and value of

work done. Upon receiving the progress payment application, the customer or its consultant will

examine the portion of work completed and would issue a payment certificate after the examination. The

Group will then proceed to invoice the customer with the payment certificate received.

Revenue in respect of maintenance projects is recognised when the related services are rendered to

the customer.

The following table sets out the range of revenue recognised of the 62, 63 and 16 building services

engineering projects with revenue contribution during the year ended 31 December 2013 and 2014 and

during the three-month period ended 31 March 2015 respectively.

Revenue recognised during the year/period per building
services engineering project with revenue contribution
During the year ended

31 December
During the three-month
period ended 31 March

2013 2014 2014 2015
HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Maximum 23,444 21,492 3,558 12,908

Minimum 1 1 3 1

Average 2,055 1,879 762 2,336
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The following table sets out the range of revenue recognised of the 120, 109 and 45 maintenance

projects with revenue contribution during the year ended 31 December 2013 and 2014 and during the

three month period ended 31 March 2015 respectively.

Revenue recognised during the year/period per
maintenance project with revenue contribution

During the year ended
31 December

During the three-month
period ended 31 March

2013 2014 2014 2015
HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Maximum 1,538 2,166 796 1,046

Minimum 1 1 1 1

Average 151 157 78 134

The average contract sum per building services engineering project was approximately HK$2.3

million, HK$6.7 million and HK$8.5 million for the year ended 31 December 2013 and 31 December

2014 and for the three-month period ended 31 March 2015 respectively. During the Track Record

Period, contract sum of maintenance projects were generally below HK$1 million, save for four projects

which contract sum range from approximately HK$1.1 million to HK$2.5 million.

Cost of sales

For the year ended 31 December
For the three-month period ended

31 March
2013 2014 2014 2015

HK$’000 % HK$’000 % HK$’000 % HK$’000 %

(Unaudited)

Subcontracting charges 45,044 38.1 49,167 49.7 6,259 31.1 9,922 32.1

Material and equipment costs 37,889 32.1 33,149 33.5 8,716 43.3 12,021 38.9

Direct labour costs 23,085 19.5 22,967 23.2 5,407 26.8 6,118 19.8

Others 3,453 2.9 4,087 4.1 739 3.7 803 2.7

Actual contract costs 109,471 92.6 109,370 110.5 21,121 104.9 28,864 93.5

Add: Net movement of

amounts due

from (to) customers

for contract work 8,742 7.4 (10,460) (10.5) (978) (4.9) 2,013 6.5

Cost of Sales 118,213 100 98,910 100 20,143 100 30,877 100
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The net movement of amounts due from (to) customers from contract work arises as a result of the

timing difference between incurred cost and cost attributable to revenue, whereas both revenue and costs

are recognised by reference to the stage of completion of the contract activity at the end of the reporting

period. Therefore, the cost of sales represents costs attributable to the revenue recogniced during the

respection year/period.

Cost of sales primarily comprises:

(i) Subcontracting fees represent the fees paid and payable to subcontractors who provide site

works for the completion of the building services engineering projects and maintenance

projects. The following sensitivity analysis illustrates the impact of hypothetical fluctuations

in the Group’s subcontracting charges on the Group’s profits during the Track Record Period.

The hypothetical fluctuation rates are set at 5% and 10% which are considered reasonable for

the purpose of this sensitivity analysis:

Hypothetical fluctuations in
subcontracting charges +5% +10% -5% -10%

Change in profit before tax HK$’000 HK$’000 HK$’000 HK$’000

Year ended 31 December 2013 (2,252) (4,504) 2,252 4,504

Year ended 31 December 2014 (2,458) (4,917) 2,458 4,917

Three-month period ended 31 March

2014 (313) (626) 313 626

Three-month period ended 31 March

2015 (496) (992) 496 992

Change in profit after tax HK$’000 HK$’000 HK$’000 HK$’000

Year ended 31 December 2013 (1,880) (3,761) 1,880 3,761

Year ended 31 December 2014 (2,052) (4,106) 2,052 4,106

Three-month period ended 31 March

2014 (261) (523) 261 523

Three-month period ended 31 March

2015 (414) (828) 414 828
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(ii) Material and equipment costs mainly include the purchases of equipment and material being

installed/utilised in the Group’s building services engineering projects and maintenance

projects. The following sensitivity analysis illustrates the impact of hypothetical fluctuations

in the Group’s material costs on the Group’s profits during the Track Record Period. The

hypothetical fluctuation rates are set at 5% and 10% which are considered reasonable for the

purpose of this sensitivity analysis:

Hypothetical fluctuations in
material and equipment costs +5% +10% -5% -10%

Change in profit before tax HK$’000 HK$’000 HK$’000 HK$’000

Year ended 31 December 2013 (1,894) (3,789) 1,894 3,789

Year ended 31 December 2014 (1,657) (3,315) 1,657 3,315

Three-month period ended 31 March

2014 (436) (872) 436 872

Three-month period ended 31 March

2015 (601) (1,202) 601 1,202

Change in profit after tax HK$’000 HK$’000 HK$’000 HK$’000

Year ended 31 December 2013 (1,581) (3,164) 1,581 3,164

Year ended 31 December 2014 (1,384) (2,768) 1,384 2,768

Three-month period ended 31 March

2014 (364) (728) 364 728

Three-month period ended 31 March

2015 (502) (1,004) 502 1,004
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(iii) Direct labour costs represent compensation and benefits provided to the staff of the Group’s

project team and direct workers who are directly involved in the provision of the Group’s

services. The following sensitivity analysis illustrates the impact of hypothetical fluctuations

in the Group’s direct labour costs on the Group’s profits during the Track Record Period. The

hypothetical fluctuation rates are set at 5% and 10% which are considered reasonable for the

purpose of this sensitivity analysis:

Hypothetical fluctuations in direct
labour costs +5% +10% -5% -10%

Change in profit before tax HK$’000 HK$’000 HK$’000 HK$’000

Year ended 31 December 2013 (1,154) (2,309) 1,154 2,309

Year ended 31 December 2014 (1,148) (2,297) 1,148 2,297

Three-month period ended 31 March

2014 (270) (541) 270 541

Three-month period ended 31 March

2015 (306) (612) 306 612

Change in profit after tax HK$’000 HK$’000 HK$’000 HK$’000

Year ended 31 December 2013 (964) (1,928) 964 1,928

Year ended 31 December 2014 (959) (1,918) 959 1,918

Three-month period ended 31 March

2014 (225) (452) 225 452

Three-month period ended 31 March

2015 (256) (511) 256 511

Gross profit margin

The table below sets forth a breakdown of the gross profit and gross profit margin during the

Track Record Period by business segment:

For the year ended 31 December For the three-month period ended 31 March
2013 2014 2014 2015

Gross
profit

Gross
profit

margin
Gross
profit

Gross
profit

margin
Gross
profit

Gross
profit

margin
Gross
profit

Gross
profit

margin
HK$’000 % HK$’000 % HK$’000 % HK$’000 %

(Unaudited)

Building services
engineering projects 19,875 15.6 30,257 25.6 3,480 16.3 9,529 25.5

Maintenance projects 7,417 41.0 6,326 36.9 1,600 41.2 2,991 49.7

27,292 18.8 36,583 27.0 5,080 20.1 12,520 28.8
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Gross profit for each business segment is calculated as segment revenue minus cost of sales

allocated to the segment. Segment cost of sales mainly includes subcontracting charges, direct labour

costs and material costs.

Gross project margin of maintenance projects are generally higher than that of building services

engineering projects because, due to the business nature of the maintenance projects, the Group mainly

relies on its engineering departments in the provision of the services, and did not require a substantial

amount of materials and external services such as subcontracting, unlike building services engineering

projects which may require a significant amount of materials and subcontracting.

Please refer to the section ‘‘Financial information — Period-to-period comparison of results of

operations’’ below for a discussion of the fluctuation of the Group’s gross profit margin during the

Track Record Period.

Other income

The table below sets forth a breakdown of the Group’s other income by nature during the Track

Record Period:

For the year ended
31 December

For the three-month
period ended 31 March

2013 2014 2014 2015
HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Bank interest income 1 14 3 11

Interest on a deposit paid for a life

insurance policy 16 13 4 3

Reimbursement of employee’s

compensation insurance 214 327 — —

Others 178 24 18 —

409 378 25 14

The other income of the Group mainly comprises the reimbursement of employee’s compensation

insurance which agreed and received in relation to compensation of workers for injury for the year/

period.
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Administrative expenses

The table below sets forth a breakdown of the Group’s administrative and other operating expenses

by nature during the Track Record Period:

For the year ended
31 December

For the three-month
period ended 31 March

2013 2014 2014 2015
HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Staff costs, including directors’

emoluments 3,094 3,605 855 851

Entertainment 253 387 285 733

Auditors’ remuneration 131 700 53 175

Depreciation of property, plant and

equipment 760 543 167 147

Operating lease rentals in respect of

office premises 414 432 108 108

Travelling expenses 512 386 80 64

Property management fee 147 155 39 39

Legal and professional fee 344 108 63 23

Other expenses 1,277 1,412 314 647

6,932 7,728 1,964 2,787

The administrative and other operating expenses mainly comprise:

(i) staff costs (including directors’ emoluments), which include salaries and benefits provided to

Mr. Wong, Ms. So and administrative staff;

(ii) entertainment expenses, which mainly include costs incurred to maintain relationship with the

Group’s existing and potential customers and suppliers;

(iii) auditors’ remuneration, which are fees to the auditors;

(iv) depreciation of property, plant and equipment, which is the depreciation of the Group’s

leasehold land and buildings, leasehold improvement, furniture, fixtures and office

equipment;

(v) operating lease rental on premises, which represents rental expenses for the Group’s rented

premises;

(vi) travelling expenses, which represents expenses for travelling incurred by the Directors and

staff;

(vii) property management fee, which represents the management fee for office premiums;
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(viii) legal and professional fee, which mainly includes fees paid for legal services and tax filing

services obtained by the Group; and

(ix) other expenses, which mainly includes the office expenses.

Finance cost

The Group’s finance cost during each of the Track Record Period is as below:

For the year ended
31 December

For the three-month
period ended 31 March

2013 2014 2014 2015
HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Interest on bank borrowings wholly

repayable within five years 285 193 54 38

Income tax expenses

The Group is subject to Hong Kong Income Tax at a rate of 16.5% for the Track Record Period.

The tax charge for the Track Record Period can be reconciled to the profit before tax per the combined

statements of profit or loss and other comprehensive income as follows:

For the year ended
31 December

For the three-month
period ended 31 March

2013 2014 2014 2015
HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Profit before tax 20,484 29,040 3,087 9,709

Tax charge at Hong Kong Profits Tax

Rate of 16.5% 3,380 4,792 509 1,602

Tax effect of income not taxable for

tax purpose (3) (5) (1) (2)

Tax effect of expenses not deductible for

tax purpose 81 — — —

Underprovision in prior year 163 — — —

3,621 4,787 508 1,600
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COMPARISON OF RESULTS OF OPERATIONS

Year ended 31 December 2014 compared to year ended 31 December 2013

Revenue

The revenue of the Group decreased from approximately HK$145.5 million for the year ended 31

December 2013 to approximately HK$135.5 million for the year ended 31 December 2014, representing

a decrease of approximately 6.9% as follows:

For the year ended
31 December Change
2013 2014 %

HK$’000 HK$’000

Building services engineering projects 127,400 118,360 (7.1)

Maintenance projects 18,105 17,133 (5.4)

Total revenue 145,505 135,493 (6.9)

The decrease in total revenue was mainly attributable to a decrease in revenue from building

services engineering projects of approximately HK$127.4 million for the year ended 31 December 2013

to approximately HK$118.3 million for the year ended 31 December 2014 and a decrease in revenue

from maintenance projects of approximately HK$18.1 million for the year ended 31 December 2013 to

approximately HK$17.1 million for the year ended 31 December 2014.

The decrease in revenue from building services engineering projects was mainly attributable to the

revenue recognised from Customer A decrease from approximately HK$23.4 million for the year ended

31 December 2013 to approximately HK$4.5 million for the year ended 31 December 2014 due to the

Group had achieved significant completion of this project (around 80% of completion or above as at 31

December 2013).

The decrease in revenue from maintenance projects was mainly due to decrease in number of

projects together with drop in average project sum. As discussed in the section headed ‘‘Business —

Contracts entered into and projects undertaken during the Track Record Period’’ in this document, the

number of maintenance projects with engagement confirmed decreased from 69 for the year ended 31

December 2013 to 66 for the year ended 31 December 2014. The average contract sum per project with

engagement confirmed for maintenance projects decreased from approximately HK$149,000 for the year

ended 31 December 2013 to approximately HK$133,000 for the year ended 31 December 2014.
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Cost of sales

The cost of sales of the Group decreased from approximately HK$118.2 million for the year ended

31 December 2013 to approximately HK$98.9 million for the year ended 31 December 2014 which

represented a decrease of approximately 16.3% as follows:

Total
Building services

engineering projects Maintenance projects
For the year ended

31 December Change
For the year ended

31 December Change
For the year ended

31 December Change
2013 2014 2013 2014 2013 2014

HK$’000 HK$’000 % HK$’000 HK$’000 % HK$’000 HK$’000 %

Subcontracting
charges 45,044 49,167 9.2 43,235 46,618 7.8 1,809 2,549 40.9

Material and
equipment costs 37,889 33,149 (12.5) 36,539 31,576 (13.6) 1,350 1,573 16.5

Direct labour costs 23,085 22,967 (0.5) 17,315 17,147 (1.0) 5,770 5,820 0.9
Others 3,453 4,087 18.4 1,694 3,222 90.2 1,759 865 (50.8)

Actual contract costs 109,471 109,370 (0.1) 98,783 98,563 (0.2) 10,688 10,807 1.1

Add: Net movement
of amounts due
from (to)
customers for
contract work 8,742 (10,460) (219.7) 8,742 (10,460) (219.7) — — —

Cost of sales 118,213 98,910 (16.3) 107,525 88,103 (18.1) 10,688 10,807 1.1

The decrease in cost of sales was mainly due to a decrease in cost of sales relating to building

services engineering projects of approximately HK$107.5 million for the year ended 31 December 2013

to approximately HK$88.1 million for the year ended 31 December 2014 and was partly offset by a

slight increase in cost of sales relating to maintenance projects of approximately HK$10.7 million for

the year ended 31 December 2013 to approximately HK$10.8 million for the year ended 31 December

2014.

The decrease in cost of sales relating to building services engineering projects of approximately

18.1% was mainly due to the decrease in revenue for the year ended 31 December 2014 as compared to

the year ended 31 December 2013.

The cost of sales relating to maintenance projects remained relatively stable for the two years

ended 31 December 2013 and 2014. The reason of stable cost of sales relating to maintenance projects

was mainly due to stable staff costs of the Group’s maintenance project division.
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Gross profit and gross profit margin

The Group’s total gross profit increased from approximately HK$27.3 million for the year ended

31 December 2013 to approximately HK$36.6 million for the year ended 31 December 2014, of which

gross profit for building services engineering projects increased from approximately HK$19.9 million

for the year ended 31 December 2013 to approximately HK$30.3 million for the year ended 31

December 2014, and gross profit for maintenance projects decreased from approximately HK$7.4 million

for the year ended 31 December 2013 to approximately HK$6.3 million for the year ended 31 December

2014.

The Group’s gross profit margin increased from approximately 18.8% for the year ended 31

December 2013 to approximately 27.0% for the year ended 31 December 2014. Such increase was

mainly due to an increase in gross profit margin for building services engineering projects which was

partly offset by a decrease in gross profit margin for maintenance projects.

The increase in gross profit margin for building services engineering projects was mainly

attributable to (i) the building services engineering project for Customer G had a higher gross profit

margin of over 55% for the year ended 31 December 2014 as compared to the Group’s overall gross

profit margin of approximately 18.8% for the year ended 31 December 2013; and (ii) the building

services engineering project related to a private hospital for Customer F had a higher gross profit margin

of over 40% due to receiving of more profitable work orders in relation to MVAC and electrical

installation during the year ended 31 December 2014.

The decrease in gross profit margin for maintenance projects was mainly due to the average

contract sum per project with engagement confirmed decreased from approximately HK$149,000 for the

year ended 31 December 2013 to approximately HK$133,000 for the year ended 31 December 2014 and

the cost of sales remained stable for the two years ended 31 December 2013 and 2014.

Other income

The other income of the Group decreased from approximately HK$409,000 for the year ended 31

December 2013 to approximately HK$378,000 for the year ended 31 December 2014 which was

primarily due to a decrease in miscellaneous income partly offset by an increase in reimbursement of

employee’s compensation insurance for the year ended 31 December 2014.

Administrative expenses

The administrative expenses of the Group increased from approximately HK$6.9 million for the

year ended 31 December 2013 to approximately HK$7.7 million for the year ended 31 December 2014,

representing an increase of approximately HK$0.8 million or approximately 11.6%.

Such increase was primarily due to increase in auditors’ remuneration of approximately

HK$131,000 for the year ended 31 December 2013 to approximately HK$700,000 for the year ended 31

December 2014 due to change in the Group’s auditor and increase in staff costs, including directors’

emoluments from approximately HK$3.1 million for the year ended 31 December 2013 to approximately

HK$3.6 million for the year ended 31 December 2014 due to the increase in staff bonuses for the year

ended 31 December 2014.
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Finance costs

The finance costs decreased from approximately HK$285,000 for the year ended 31 December

2013 to approximately HK$193,000 for the year ended 31 December 2014, representing a decrease of

approximately 32.2% decrease. The decrease in finance costs was mainly attributable to the decrease in

level of bank borrowings from approximately HK$9.7 million as at 31 December 2013 to approximately

HK$7.6 million as at 31 December 2014.

Profit before taxation

As a result of the foregoing, profit before taxation increased by approximately 41.5% from

approximately HK$20.5 million for the year ended 31 December 2013 to approximately HK$29.0

million for the year ended 31 December 2014.

Income tax expense

The Group’s income tax expense increased by approximately 32.2% from approximately HK$3.6

million for the year ended 31 December 2013 to approximately HK$4.8 million for the year ended 31

December 2014. The increase was mainly attributable to (i) the increase in profit before taxation from

approximately HK$20.5 million for the year ended 31 December 2013 to approximately HK$29.0

million for the year ended 31 December 2014; and (ii) decrease in tax effect of expenses not deductible

for tax purpose and underprovision in prior year from approximately HK$244,000 for the year ended 31

December 2013 to nil for the year ended 31 December 2014

Profit for the year

The Group’s profit for the year increased by approximately 43.8% from approximately HK$16.9

million for the year ended 31 December 2013 to approximately HK$24.3 million for the year ended 31

December 2014, which was mainly due to the combined effect of abovementioned items.

Three-month period ended 31 March 2015 compared to three-month period ended 31 March 2014

Revenue

The revenue of the Group increased from approximately HK$25.2 million for the three-month

period ended 31 March 2014 to approximately HK$43.4 million for the three-month period ended 31

March 2015, representing an increase of approximately 72.1% as follows:

For the three-month
period ended 31 March Change

2014 2015 %
HK$’000 HK$’000

(Unaudited)

Building services engineering projects 21,340 37,377 75.1

Maintenance projects 3,883 6,020 55.0

Total revenue 25,223 43,397 72.1
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The increase in total revenue was mainly attributable to an increase in revenue from building

services engineering projects of approximately HK$21.3 million for the three-month period ended 31

March 2014 to approximately HK$37.4 million for the three-month period ended 31 March 2015 and an

increase in revenue from maintenance projects of approximately HK$3.9 million for the three-month

period ended 31 March 2014 to approximately HK$6.0 million for the three-month period ended 31

March 2015.

The increase in revenue from building services engineering projects was mainly attributable to:

(i) revenue of approximately HK$12.9 million recognised for the aforesaid building services

engineering project with Customer G for the three-month period ended 31 March 2015 and

nil was recognised for the three-month period ended 31 March 2014 since this project

commenced in the second quarter of 2014;

(ii) Revenue of approximately HK$12.7 million recognised for the building services engineering

project with Customer H for the three-month period ended 31 March 2015 due to this project

commenced in the second half of 2014.

The increase in revenue from maintenance projects was mainly due to increase in average revenue

recognised during the period per project. As discussed in the section headed ‘‘Business — Projects

undertaken during the Track Record Period’’ in this document, the average revenue recognised during

the period per maintenance project increased from approximately HK$78,000 for the three-month period

ended 31 March 2014 to approximately HK$134,000 for the three-month period ended 31 March 2015.

Cost of sales

The cost of sales of the Group increased from approximately HK$20.1 million for the three-month

period ended 31 March 2014 to approximately HK$30.9 million for the three-month period ended 31

March 2015 which represented an increase of approximately 53.3% as follows:

Total
Building services engineering

projects Maintenance projects
For the three-month

period ended 31 March Change
For the three-month

period ended 31 March Change
For the three-month

period ended 31 March Change
2014 2015 2014 2015 2014 2015

HK$’000 HK$’000 % HK$’000 HK$’000 % HK$’000 HK$’000 %

(Unaudited) (Unaudited) (Unaudited)

Subcontracting charges 6,259 9,922 58.5 5,726 9,253 61.6 533 669 25.5

Material and equipment
costs 8,716 12,021 37.9 8,438 11,357 34.6 278 664 138.8

Direct labour costs 5,407 6,118 13.1 4,200 4,630 10.2 1,207 1,488 23.3

Others 739 803 8.7 474 595 25.5 265 208 (21.5)

Actual contract costs 21,121 28,864 36.7 18,838 25,835 37.1 2,283 3,029 32.7

Add: Net movement of
amounts due from
(to) customers for

contract work (978) 2,013 (305.8) (978) 2,013 (305.8) — — —

Cost of sales 20,143 30,877 53.3 17,860 27,848 55.9 2,283 3,029 32.7
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The increase in cost of sales was mainly due to an increase in cost of sales relating to building

services engineering projects of approximately HK$17.9 million for the three-month period ended 31

March 2014 to approximately HK$27.8 million for the three-month period ended 31 March 2015 and a

slight increase in cost of sales relating to maintenance projects of approximately HK$2.3 million for the

three-month period ended 31 March 2014 to approximately HK$3.0 million for the three-month period

ended 31 March 2015.

The increase in cost of sales relating to building services engineering projects of approximately

55.9% was mainly due to the increase in actual contract costs from approximately HK$18.8 million for

the three month period ended 31 March 2014 to approximately HK$25.8 million for the three month

period ended 31 March 2015 which is attributable to the increase in revenue.

The increase in cost of sales relating to maintenance projects of approximately 32.7% was mainly

due to the increase in number of maintenance projects which leads to the increase in cost of sales. As

discussed in the section headed ‘‘Business — Projects undertaken during the Track Record Period’’ in

this document, the number of maintenance projects with engagement confirmed increased from 12 for

the three-month period ended 31 March 2014 to 17 for the three-month period ended 31 March 2015.

Gross profit and gross profit margin

The Group’s total gross profit increased from approximately HK$5.1 million for the three-month

period ended 31 March 2014 to approximately HK$12.5 million for the three-month period ended 31

March 2015, of which gross profit for building services engineering projects increased from

approximately HK$3.5 million for the three-month period ended 31 March 2014 to approximately

HK$9.5 million for the three-month period ended 31 March 2015, and gross profit for maintenance

projects increased from approximately HK$1.6 million for the three-month period ended 31 March 2014

to approximately HK$3.0 million for the three-month period ended 31 March 2015.

The Group’s gross profit margin increased from approximately 20.1% for the three-month period

ended 31 March 2014 to approximately 28.8% for the three-month period ended 31 March 2015. Such

increase was mainly due to an increase in gross profit margin for both building services engineering

projects and maintenance projects.

The increase in gross profit margin for building services engineering projects was mainly due to

the aforesaid engineering project for customer G which had a higher gross profit margin of over 55% for

the three-month period ended 31 March 2015 as compared with the Group’s overall gross profit margin

of approximately 20.1% for the three-month period ended 31 March 2014 whereas nil was recognsied

for the aforesaid building services engineering project for the three-month period ended 31 March 2014

since this project commenced in the second quarter of 2014.

The increase in gross profit margin for maintenance projects was mainly attributable to the increase

in revenue exceed the increase in cost of sales due to the average revenue recognised during the period

per maintenance project increased from approximately HK$78,000 for the three-month period ended 31

March 2014 to approximately HK$134,000 for the three-month period ended 31 March 2015 and the

cost of sales mainly consists of staff costs of in-house workers.
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Other income

The other income of the Group decreased from approximately HK$25,000 for the three-month

period ended 31 March 2014 to approximately HK$14,000 for the three-month period ended 31 March

2015.

Administrative expenses

The administrative expenses of the Group increased from approximately HK$2.0 million for the

three-month period ended 31 March 2014 to approximately HK$2.8 million for the three-month period

ended 31 March 2015, representing an increase of approximately HK$0.8 million or approximately

40.0%.

Such increase was primarily due to the increase in entertainment of approximately HK$285,000 for

the three-month period ended 31 March 2014 to approximately HK$733,000 for the three-month period

ended 31 March 2015 due to the increase in customer relationship activities for the expansion of the

Group’s business.

Finance costs

The finance costs decreased from approximately HK$54,000 for the three-month period ended 31

March 2014 to approximately HK$38,000 for the three-month period ended 31 March 2015, representing

a decrease of approximately 29.6% decrease. The decrease in finance costs was mainly attributable to

the decrease in level of bank borrowings from approximately HK$9.7 million as at 31 December 2013 to

approximately HK$6.8 million as at 31 March 2015.

Profit before taxation

As a result of the foregoing, profit before taxation increased by approximately 212.9% from

approximately HK$3.1 million for the three-month period ended 31 March 2014 to approximately

HK$9.7 million for the three-month period ended 31 March 2015.

Income tax expense

The Group’s income tax expense increased by approximately 215.0% from approximately

HK$508,000 for the three-month period ended 31 March 2014 to approximately HK$1.6 million for the

three-month period ended 31 March 2015. The increase was mainly attributable to the increase in profit

before taxation from approximately HK$3.1 million for the three-month period ended 31 March 2014 to

approximately HK$9.7 million for the three-month period ended 31 March 2015.

Profit for the year

The Group’s profit for the year increased by approximately 211.5% from approximately HK$2.6

million for the three-month period ended 31 March 2014 to approximately HK$8.1 million for the three-

month period ended 31 March 2015, which was mainly due to the combined effect of abovementioned

items.
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LIQUIDITY AND CAPITAL RESOURCES

Overview

During the Track Record Period, the Group’s operations were generally financed through a

combination of shareholder’s equity, internally generated cash flows and borrowings from banks and

related parties. The Directors believe that in the long term, the Group’s operation will be funded by

internally generated cash flows and bank borrowings and, if necessary, additional equity financing.

Cash flows

The following table set forth selected cash flows data from the Group’s combined statements of

cash flows for the years/periods indicated:

For the year ended
31 December

For the three-month
period ended 31 March

2013 2014 2014 2015
HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Net cash from (used in) operating

activities 15,564 41,991 5,077 (8,868)

Net cash (used in) from investing

activities (2,461) (15,158) 3 11

Net cash used in financing activities (4,588) (2,316) (579) (835)

Net increase (decrease) in cash and cash

equivalents 8,515 24,517 4,501 (9,692)

Cash and cash equivalent at beginning of

the year/period 1,033 9,548 9,548 34,065

Cash and cash equivalent at end of the

year/period 9,548 34,065 14,049 24,373

Net cash from (used in) operating activities

For the year ended 31 December 2013, the Group recorded net cash from operating activities of

approximately HK$15.6 million, primarily as a result of operating cash flows before movements in

working capital of approximately HK$21.5 million, decrease in amounts due from customers for contract

works of approximately HK$9.6 million, increase in trade and other payables of approximately HK$2.3

million, increase in amounts due to customers for contract work of approximately HK$54,000 and

decrease in inventories of approximately HK$13,000 which is partly offset by increase in trade and other

receivables of approximately HK$16.2 million, decrease in amount due to a related party of

approximately HK$5,000 and income tax paid of approximately HK$1.6 million.

For the year ended 31 December 2014, the Group recorded net cash from operating activities of

approximately HK$42.0 million, primarily as a result of operating cash flows before movements in

working capital of approximately HK$29.7 million, increase in trade and other payables of HK$26.1

million, decrease in inventories of approximately HK$28,000 and increase in amount due to a related
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party of approximately HK$211,000 which is partly offset by increase in amounts due from customers

for contract works of approximately HK$6.1 million, decrease in amounts due to customers for contract

works of approximately HK$197,000, increase in trade and other receivables of approximately HK$5.2

million and income tax paid of approximately HK$2.5 million.

For the three-month period ended 31 March 2015, the Group recorded net cash used in operating

activities of approximately HK$8.9 million, primarily as a result of increase in inventories of

approximately HK$4,000 and increase in amounts due from customers for contract works of

approximately HK$6.9 million and decrease in trade and other payables of approximately HK$13.1

million which is partly offset by operating cash flows before movements in working capital of

approximately HK$9.9 million, increase in amounts due to customers for contract works of

approximately HK$867,000, decrease in trade and other receivables of approximately HK$321,000 and

increase in amount due to a related party of approximately HK$102,000.

The Group recorded higher net cash generated from operating activities for the year ended 31

December 2014 than that for the year ended 31 December 2013 despite higher profit before taxation,

which was mainly due to the increase in trade and other payables party offset by the increase in trade

and other receivables and increase in amounts due from customers for contract work. Further discussion

on these items are set out in the section headed ‘‘Financial information — Net current assets’’ below.

The Group recorded higher profit before taxation for the three-month period ended 31 March 2015

than that for three-month period ended 31 March 2014. Nevertheless, the Group recorded net cash used

in operating activities for the three-month period ended 31 March 2015 mainly because of the decrease

in trade and other payables and increase in amounts due from customers for contract work.

Net cash (used in) from investing activities

For the year ended 31 December 2013, the Group recorded net cash from investing activities of

approximately HK$2.5 million, which mainly represents advance to a director.

For the year ended 31 December 2014, the Group recorded net cash used in investing activities of

approximately HK$15.2 million, primarily as a result of advance to a director of approximately HK$14.5

million and purchase of property, plant and equipment of approximately HK$1.8 million, which is partly

offset by repayment from a director of approximately HK$1.1 million and interest received of

approximately HK$14,000.

For the three-month period ended 31 March 2015, the Group recorded net cash from investing

activities of approximately HK$11,000, which solely presents interest received.

Net cash used in financing activities

For the year ended 31 December 2013, the Group recorded net cash used in financing activities of

approximately HK$4.6 million, primarily as a result of repayment to a director of approximately HK$3.7

million, repayment of bank borrowings of approximately HK$3.8 million, interest paid of approximately

HK$285,000, which is partly offset by bank borrowings raised of approximately HK$3.0 million and

advance from a director of approximately HK$150,000.
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For the year ended 31 December 2014, the Group recorded net cash used in financing activities of

approximately HK$2.3 million, primarily as a result of repayment of bank borrowings of approximately

HK$2.1 million and interest paid of approximately HK$193,000.

For the three-month period ended 31 March 2015, the Group recorded net cash used in financing

activities of approximately HK$835,000, primarily as a result of repayment of bank borrowings of

approximately HK$797,000 and interest paid of approximately HK$38,000.

NET CURRENT ASSETS

The following table sets forth the breakdown of the Group’s current assets and liabilities as at the

dates indicated:

As at 31 December
As at

31 March
As at

30 April
2013 2014 2015 2015

HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Current assets
Inventories — raw materials

and consumables 64 36 40 41

Amounts due from customers

for contract work 17,543 23,646 30,518 27,983

Trade and other receivables 37,245 42,467 42,146 51,860

Amount due from a director 2,462 10,711 711 711

Bank balances and cash 9,548 34,651 24,373 12,816

66,862 111,511 97,788 93,411

Current liabilities
Amounts due to customers

for contract work 1,865 1,668 2,535 4,353

Trade and other payables 20,496 46,546 33,383 27,970

Dividend payable — — 12,002 12,002

Amount due to a related party — 211 313 214

Tax payable 2,510 4,772 6,372 6,372

Bank borrowings 9,686 7,563 6,766 6,702

Bank overdrafts — 586 — —

34,557 61,346 61,371 57,613

Net current assets 32,305 50,165 36,417 35,798
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As at 31 December 2013, the Group recorded net current assets of approximately HK$32.3 million.

The key components of the Group’s current assets as at 31 December 2013 included amounts due from

customers for contract work of approximately HK$17.5 million, trade and other receivables of

approximately HK$37.2 million, amount due from a director of approximately HK$2.5 million, and bank

balances and cash of approximately HK$9.5 million. The key components of the Group’s current

liabilities as at 31 December 2013 included trade and other payables of approximately HK$20.5 million,

tax payable of approximately HK$2.5 million and borrowings of approximately HK$9.7 million.

As at 31 December 2014, the Group recorded net current assets of approximately HK$50.2 million.

The key components of the Group’s current assets as at 31 December 2014 included amounts due from

customers for contract work of approximately HK$23.6 million, trade and other receivables of

approximately HK$42.5 million, amount due from a director of approximately HK$10.7 million and

bank balances and cash of approximately HK$34.7 million. The key components of the Group’s current

liabilities as at 31 December 2014 included amounts due to customers for contract works of

approximately HK$1.7 million, trade and other payables of approximately HK$46.5 million, amount due

to a related party of approximately HK$211,000, tax payable of approximately HK$4.8 million, bank

overdrafts of approximately HK$586,000 and borrowings of approximately HK$7.6 million.

The increase in the Group’s net current assets as at 31 December 2014 compared to that as at 31

December 2013 was mainly due to increase in current assets from approximately HK$66.9 million as at

31 December 2013 to approximately HK$111.5 million as at 31 December 2014, which was in turn

mainly due to the increase in amounts due from customers for contract works, trade and other

receivables, amount due from a director and bank balances and cash partly off-set by and increase in

trade and other payables and tax payables.

As at 31 March 2015, the Group recorded net current assets of approximately HK$36.4 million.

The key components of the Group’s current assets as at 31 March 2015 included amounts due from

customers for contract work of approximately HK$30.5 million, trade and other receivables of

approximately HK$42.1 million, amount due from a director of approximately HK$711,000 and bank

balances and cash of approximately HK$24.4 million. The key components of the Group’s current

liabilities as at 31 March 2015 included amounts due to customers for contract works of approximately

HK$2.5 million, trade and other payables of approximately HK$33.4 million, dividend payable of

approximately HK$12.0 million, amount due to a related party of approximately HK$313,000, tax

payable of approximately HK$6.4 million and borrowings of approximately HK$6.8 million.

The decrease in the Group’s net current assets as at 31 March 2015 compared to that as at 31

December 2014 was mainly due to the decrease in current assets from approximately HK$111.5 million

as at 31 December 2014 to approximately HK$97.8 million as at 31 March 2015, which was in turn

mainly attributable to decrease in amounts due from a director as well as bank balances and cash from

the payment of dividend while the level of current liabilities maintained at similar level as at 31

December 2014 and 31 March 2015.

As at 30 April 2015, being the latest practicable date for ascertaining the Group’s net current assets

position, the Group recorded net current assets of approximately HK$35.8 million which is similar to the

level of the net current assets of approximately HK$36.4 million as at 31 March 2015
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INVENTORY ANALYSIS

The Group keeps a low level of inventories as most of the use of materials would be procured by

the Group’s subcontractors. The Group’s inventories are raw materials and consumables and were

HK$64,000, HK$36,000 and HK$40,000 respectively as at 31 December 2013, 31 December 2014 and

31 March 2015.

TRADE AND OTHER RECEIVABLES ANALYSIS

Overview

The Group’s trade and other receivables as at 31 December 2013 and 2014 and as at 31 March

2015 amounted to approximately HK$37.2 million, HK$42.5 million and HK$42.1 million respectively,

details of which are set out below:

As at 31 December
As at

31 March
20152013 2014

HK$’000 HK$’000 HK$’000

Trade receivables 24,242 31,609 29,076

Retention receivables 11,481 9,207 10,763

Other receivables, deposits and prepayments 1,522 1,651 2,307

Total trade and other receivables 37,245 42,467 42,146

The Group’s trade and other receivables mainly comprise trade receivables and retention

receivables. Trade receivables represent receivables from the Group’s customers arising from the

provision of engineering services and maintenance services for building services systems. Retention

receivables represent retention money withheld by some of the Group’s customers, usually retain up to

10% of each interim payment and capped at the rate of 5% of total contract sum. Retention receivables

are released by the customers in accordance with the respective agreements with customers, which is

released at the end of the defect liability period, which is in generally a twelve-month period.

The Group’s trade and other receivables maintained stable from approximately HK$37.2 million as

at 31 December 2013 to approximately HK$42.5 million as at 31 December 2014, representing an

increase of approximately 14.0%. Such increase was mainly due to increase in trade receivables from

approximately HK$24.2 million as at 31 December 2013 to approximately HK$31.6 million as at 31

December 2014, of which invoices being issued to Customer F amounted to approximately HK$13.5

million as at 31 December 2014, as compared with that of approximately HK$0.9 million as at 31

December 2013 as a result of higher amount of work done certified in the last quarter of 2014.

The Group’s trade and other receivables remained stable as at 31 March 2015 comparing with that

as at 31 December 2014.
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Aging analysis and subsequent settlement

The Group allows a credit period of 30 days to its customers.

Overdue payments (generally meaning trade receivables that remain outstanding for more than 30
days after the date of invoice) are monitored continuously and evaluated on a case-by-case basis with
respect to the appropriate follow-up actions to be taken, taking into consideration the customer’s normal
payment practice and payment history, the Group’s relationship with the customer and the then general
economic environment. During the Track Record Period, follow-up actions by the Group for recovering
overdue payments included issue of payment reminders and active communications with the customers.

The following is an aged analysis of trade receivables presented based on invoice dates at the end
of each reporting period:

As at 31 December
As at

31 March
20152013 2014

HK$’000 HK$’000 HK$’000

0–30 days 13,401 14,412 19,101
31–60 days 2,846 12,775 3,062
61–90 days 1,339 956 1,241
Over 90 days 6,656 3,466 5,672

24,242 31,609 29,076

The trade receivables aged between 31 days and 60 days increased significantly from
approximately HK$2.8 million as at 31 December 2013 to approximately HK$12.7 million as at 31
December 2014, which was mainly due to the trade receivables of approximately HK$8.1 million arising
from the aforesaid project with Customer F as at 31 December 2014 that was past due for one month but
was subsequently fully settled in the three-month period ended 31 March 2015.

Up to 30 April 2015, approximately 15.7% of the trades receivables as at 31 March 2015 had been
subsequently settled.

Included in the Group’s trade receivables balances as at 31 December 2013 and 2014 and 31
March 2015 are debtors with aggregate carrying amount of approximately HK$10.8 million, HK$17.2
million and HK$10.0 million, respectively, which are past due at the end of the reporting period for
which the Group has not provided for impairment loss. The Group does not hold any collateral over
these balances. The average age of these receivables is 165 days, 92 days and 172 days as at 31
December 2013 and 2014 and 31 March 2015, respectively.
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Ageing of trade receivables which are past due but not impaired

As at 31 December
As at

31 March
20152013 2014

HK$’000 HK$’000 HK$’000

31–60 days 2,846 12,775 3,062

61–90 days 1,339 956 1,241

Over 90 days 6,656 3,466 5,672

10,841 17,197 9,975

Before accepting any new customer, the Group conducts research on the creditworthiness of the

new customer and assesses the potential customer’s credit quality and defines credit limits by customer.

The majority of the Group’s trade receivables that are neither past due but not impaired have good credit

quality with reference to respective settlement history. The Group does not hold any collateral over

these balances.

In determining the recoverability of trade and retention receivables, the Group considers any

change in the credit quality of the trade receivables from the date credit was initially granted up to the

end of each reporting period.

The Group did not recognise the allowance for doubtful debts as at 31 December 2013 and 2014

and 31 March 2015 due to the majority of trade receivables relate to customers for whom there was no

recent history of default.

Trade receivable turnover days

The following table sets out the trade receivables turnover days during the Track Record Period:

As at 31 December
As at

31 March
2013 2014 2015

Trade receivables turnover days (note) 52 75 64

Note: Trade receivables turnover days is calculated based on the average of the beginning and ending balance of trade
receivables divided by sales for the year/period, then multiplied by the number of days of the year/period (i.e. 365

days for a full year).
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The Group’s trade receivables turnover days increased from approximately 52 days as at 31

December 2013 to approximately 75 days as at 31 December 2014 due to the invoices billing to

Customer F of approximately HK$0.9 million as at 31 December 2013 increased to approximately

HK$13.5 million as at 31 December 2014 as a result of higher amount of work done certified in last

quarter of 2014. The trade receivable turnover days decreased from approximately 75 days as at 31

December 2014 to approximately 64 days as at 31 March 2015. Such decrease was mainly due to

settlement of trade receivables arising from the building services engineering project with Customer F in

the three-month period ended 31 March 2015.

Retention receivable

In determining the recoverability of retention receivables, the Group considers any change in the

credit quality of the trade receivables from the date credit was initially granted up to the end of the

reporting period. As at 31 December 2013 and 2014 and 31 March 2015, none of the retention

receivables were individually determined to be impaired.

Retention receivables amounted to approximately HK$11.5 million, HK$9.2 million and HK$10.8

million as at 31 December 2013 and 2014 and 31 March 2015 respectively. The Directors consider that

the changes were generally consistent with the Group’s business growth during the Track Record Period.

Up to 30 April 2015, none of retention receivables as at 31 March 2015 had been subsequently

settled. In view of the nature of retention receivables, past payment records, and the Group’s collection

experience with these customers, the Directors consider that the outstanding balance of retention

receivables is collectable.

TRADE PAYABLES ANALYSIS

The trade and other payables breakdown of the Group as at the end of each of the Track Record

Period is as follows:

As at 31 December
As at

31 March
2013 2014 2015

HK$’000 HK$’000 HK$’000

Trade payables 14,535 15,515 11,687

Retention payables 194 819 1,075

Accruals 5,693 14,237 10,636

Receipt in advance 74 15,975 9,985

Total trade and other payables 20,496 46,546 33,383

Trade payables mainly represent amounts payable to suppliers such as subcontracting charges and

material costs.
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Retention payables represent the portion of account payable to the subcontractors that will be

released by the Group at the end of the defect liability period, which is generally a twelve-month period.

As at 31 December 2013 and 2014 and 31 March 2015, retention payables of approximately

HK$194,000, HK$819,000 and HK$1.1 million respectively were expected to be paid or settled after

less than twelve months from the end of the corresponding reporting period.

Accruals operating expenses mainly consist of accruals for (i) subcontracting charges, which were

not yet billed by the subcontractors; (ii) purchase cost of materials, which were not billed by the

suppliers; (iii) staff salaries and allowances; and (iv) other office expenses.

The Group’s trade payables increased from approximately HK$14.5 million as at 31 December

2013 to approximately HK$15.5 million as at 31 December 2014 which was primarily due to the

increase in subcontracting charges for the year ended 31 December 2014 as compared with that for the

year ended 31 December 2013 as a result of the execution of two projects of large contract sum with

Customer G and Customer H in the second half of 2014.

The trade payables decreased from approximately HK$15.5 million as at 31 December 2014 to

approximately HK$11.7 million as at 31 March 2015 mainly due to that the Group settled the trade

payables of approximately HK$2.5 million to Supplier B in the three-month period ended 31 March

2015.

Receipt in advances mainly represents the deposits paid by the customers for building services

engineering projects. It increased from approximately HK$74,000 as at 31 December 2013 to HK$16.0

million as at 31 December 2014 mainly due to the deposit of approximately HK$20.8 million paid by

Customer G in 2014 which was partly utilised by the Group’s work done during the year ended 31

December 2014. Receipt in advances further decreased to approximately HK$10.0 million as at 31

March 2015 due to the higher amount of work done for the project with Customer G during the three

month period ended 31 March 2015.

Ageing analysis of the Group’s trade payables based on invoice dates at the end of each reporting

period is as follows:

As at 31 December
As at

31 March
20152013 2014

HK$’000 HK$’000 HK$’000

0–30 days 7,393 11,563 6,516

31–60 days 4,838 1,627 3,444

61–90 days 461 1,120 717

Over 90 days 1,843 1,205 1,010

14,535 15,515 11,687

Up to 30 April 2015, approximately 48.4% of the trade payables as at 31 March 2015 had been

subsequently settled.
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The following table sets out the trade payables turnover days during the Track Record Period:

As at 31 December
As at

31 March
2013 2014 2015

Trade payable turnover days (note) 40.8 55.5 40.1

Note: Trade payables turnover days is calculated based on the average of the beginning and ending balance of trade

payables divided by cost of sales for the year/period, then multiplied by the number of days of the year/period (i.e.
365 days for a full year).

The Group’s trade payable turnover days increased from approximately 40.8 days as at 31

December 2013 to approximately 55.5 days as at 31 December 2014 due to the relatively higher closing

balance of trade payables as at 31 December 2014 and the cost of sales decreased for the year ended 31

December 2014 comparing with 31 December 2013 arising from the net movement of amounts due

from(to) customers for contract work. The Group’s trade payable turnover days decreased from

approximately 55.5 days as at 31 December 2014 to approximately 40.1 days as at 31 March 2015. Such

decrease was mainly due to the Group settled the trade payables of approximately HK$2.5 million to

Supplier B during the three-month period ended 31 March 2015.

AMOUNT DUE FROM (TO) CUSTOMERS FOR CONTRACT WORK

Amount due to customers for contract work represents building service engineering contracts in

progress where the Group’s progress billings exceed costs incurred plus recognised profits less

recognised losses. Conversely, if costs incurred plus recognised profits less recognised losses exceed

progress billings, an amount due from customers for contract work will be recognised as the Group’s

current assets.
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The following table sets forth the Group’s contracts costs incurred plus recognised profits less

recognised losses and the Group’s progress billings as at the dates indicated:

As at 31 December
As at

31 March
20152013 2014

HK$’000 HK$’000 HK$’000

Contracts in progress at the end of the reporting

period:

Contract costs incurred to date 160,386 193,815 195,999

Add: Recognised profits less recognised losses 41,506 63,602 64,345

201,892 257,417 260,344

Less: Progress billings (186,214) (235,439) (232,361)

15,678 21,978 27,983

Analysed for reporting purposes as:

Amounts due from customers for contract work 17,543 23,646 30,518

Amounts due to customers for contract work (1,865) (1,668) (2,535)

15,678 21,978 27,983

The net amounts due from (to) customers for contract work increased by approximately HK$6.3

million from approximately HK$15.7 million as at 31 December 2013 to approximately HK$22.0

million as at 31 December 2014, which was mainly attributable to the execution of the project of

Customer G that commenced in the second half of 2014 with considerable start-up costs incurred,

including subcontracting charges, material costs and labour costs, while works completed had not been

applied for payment/under certification by customer as at 31 December 2014.

The net amounts due from (to) customers for contract work increased by approximately HK$6.0

million from approximately HK$22.0 million as at 31 December 2014 to approximately HK$28.0

million as at 31 March 2015, which was mainly attributable to the execution of the one of the Group’s

project that commenced in the last quarter of 2014 and continued through the first quarter of 2015 with

considerable start-up costs incurred, including start-up costs incurred, including subcontracting charges,

material costs and labour costs, while works completed had not been applied for as at 31 March 2015.
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AMOUNTS DUE FROM (TO) A DIRECTOR/RELATED COMPANIES

Amount due from a director represents amount due from Mr. Wong to the Group. The amount is
non-trade related, unsecured, interest-free and repayable on demand. The maximum outstanding amounts
as at 31 December 2013, 31 December 2014, 31 March 2015 and 30 April 2015 were approximately
HK$2.5 million, HK$10.7 million, HK$10.7 million and HK$711,000, respectively. All outstanding
amounts due from Mr. Wong will be repaid by Mr. Wong before Listing.

Amount due to a related party represents amount due to Kin Kwan, the sole beneficial owner of
which is a brother of Mr. Wong. The amount is trade-related, unsecured, interest-free and with a credit
period of 30 days. The amount is aged within 30 days based on invoice dates at the end of each
reporting period.

BANK BORROWINGS

The following table sets out the Group’s bank borrowings as at the end of each reporting period
below.

As at 31 December
As at

31 March
2013 2014 2015

HK$’000 HK$’000 HK$’000

Bank borrowings — secured:
Fixed rate 2,145 641 —

Variable rate 7,541 6,922 6,766

9,686 7,563 6,766

Carrying amounts repayable (note):
On demand or within one year 2,123 1,268 629
More than one year, but not exceeding two years 1,268 688 652
More than two years, but not exceeding five years 1,678 1,500 1,507
More than five years 4,617 4,107 3,978

Amount shown under current liabilities 9,686 7,563 6,766

Note: All bank borrowings contain a repayment on demand clause and are shown under current
liabilities. The amounts due are presented based on scheduled repayment dates set out in
the loan agreements.

The fixed rate bank borrowings as at 31 December 2013 and 31 December 2014 carried interest at
3.25% per annum.

The variable rate bank borrowings carry interests at three-month Hong Kong Interbank Offered
Rate (‘‘HIBOR’’) plus 1.5% per annum or Hong Kong Prime Rate less 3% per annum. The ranges of
effective interest rates on borrowings as at 31 December 2013, 31 December 2014 and 31 March 2015
(which are also equal to contracted interest rate) are from 1.88% to 2.25%, 1.87% to 2.25% and 1.88%
to 2.25% per annum, respectively.
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As at 31 December 2013 and 2014, 31 March 2015 and 30 April 2015, the Group’s bank

borrowings are secured by (i) leasehold land and buildings and leasehold improvement held by the

Group with carrying amounts of approximately HK$4.6 million, HK$4.4 million and HK$4.4 million

and HK$4.4 million, respectively; (ii) prepayments and deposit paid for a life insurance policy held by

the Group with carrying amounts of HK$1.1 million, HK$1.1 million, HK$1.1 million and HK$1.1

million respectively; (iii) certain properties held by Mr. Wong and Ms. So; and (iv) personal guarantees

from Mr. Wong and Ms. So for an unlimited amount. The bank borrowings will be fully repaid and

therefore the above related parties’ guarantees and/or securities will be released upon Listing.

The remaining banking facility is granted by Shanghai Commercial Bank Limited which is secured

by properties held by Mr. Wong and Ms. So and personal guarantees from Mr. Wong and Ms. So for an

unlimited amount, which will be conditionally replaced by corporate guarantee upon [REDACTED].

Indebtedness

As at 30 April 2015, the Group had outstanding variable-rate bank borrowings of approximately

HK$6.7 million. The range of effective contractual interest rates was from 1.88% to 2.25% per annum

offered by the bank as at 30 April 2015.

The bank borrowings were secured by the Group’s property, plant and equipment with an

aggregate amount of HK$4.4 million, prepayment and deposit paid for a life insurance policy with a

carrying amount of HK$1.1 million, and certain properties held by Mr. Wong and Ms. So and personal

guarantees provided by Mr. Wong and Ms. So for unlimited amounts. [The bank borrowings will be

fully repaid and therefore the above properties held by Mr. Wong and Ms. So and the personal

guarantees provided by Mr. Wong and Ms. So will be released before the [REDACTED].]

Save as disclosed above, the Group did not have, as at 30 April 2015, any loan capital issued and

outstanding or agreed to be issued, bank overdrafts, loans or other similar indebtedness, liabilities under

acceptances or acceptance credits, debentures, mortgages, charges, hire purchase commitments,

guarantees or other material contingent liabilities. The Directors confirmed that (i) there has not been

any material change in the Group’s indebtedness and contingent liabilities since 30 April 2015 and up to

the Latest Practicable Date; (ii) the bank loans and bank facilities are subject to the standard banking

conditions and covenants; (iii) the Group has complied with all of the covenants under the Group’s bank

borrowings during the Track Record Period; (iv) the Group has not received any notice from the bank

indicating that it might withdraw or downsize the bank loans and bank facility; and (v) the Group does

not have any material external debt financing plans as at the Latest Practicable Date.
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OFF-BALANCE SHEET ARRANGEMENTS AND COMMITMENTS

On 29 May 2015, each of Lap Kei and Wealth E & M as vendor entered into a memorandum of

agreement for sale and purchase for the disposals of Workshop No. B2 and B4, 6th Floor of Block B,

Tonic Industrial Centre, 19 Lam Hing Street, Kowloon, to LKW Co. as purchaser at an aggregate

consideration of HK$12.6 million.

Save as disclosed above, as at the Latest Practicable Date, the Group did not have any off-balance

sheet arrangements or commitments.

DISCLAIMER

The Directors confirm that (i) the Group has not experienced any difficulty in obtaining bank

borrowing or any default in payment on bank borrowings or any breach of finance covenants during the

Track Record Period and up to the Latest Practicable Date; (ii) there has not been any material change

in the Group’s indebtedness and contingent liabilities since 30 April 2015 and up to the Latest

Practicable Date; (iii) the Directors are not aware of any material defaults in payment of the Group’s

trade and non-trade payables and bank borrowings during the Track Record Period and up to the Latest

Practicable Date; (iv) the bank loans, finance lease and bank facility is subject to standard banking

conditions; and (v) the Group has not received any notice from banks indicating that they might

withdraw or downsize the bank loans or bank facilities and none of the Group’s bank borrowings and

facilities are subject to the fulfillment of covenants relating to financial ratio requirements or any other

material covenants which would adversely affect the Group’s ability to undertake additional debt or

equity financings.

Save as disclosed in section ‘‘Financial information — Indebtedness’’ in this document, the Group

did not have, at the close of business on 30 April 2015, any loan capital issued and outstanding or

agreed to be issued, bank overdrafts, loans or other similar indebtedness, liabilities under acceptances or

acceptance credits, debentures, mortgages, charges, hire purchase commitments, guarantees or other

material contingent liabilities.

KEY FINANCIAL RATIOS

The following table sets out the key financial ratios of the Group during the Track Record Period:

For the year ended/
As at 31 December

For the three-
month period

ended/
As at

31 March
2013 2014 2015

Return on total assets (Note 1) 23.2% 20.4% 7.7%

Return on equity (Note 2) 44.2% 42.3% 18.7%

Current ratio (Note 3) 1.93 times 1.82 times 1.59 times

Gearing ratio (Note 4) 25.4% 14.2% 15.6%
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Notes:

1. Return on total assets is calculated based on the profit for the year/period divided by the total assets as at the end of
the year/period.

2. Return on equity is calculated based on the profit for the year/period divided by total equity at the end of the year/
period.

3. Current ratio is calculated based on the total current assets divided by the total current liabilities as at the respective
reporting date.

4. Gearing ratio is calculated based on the total loans and borrowings (interest-bearing bank borrowings and bank
overdrafts) divided by total equity as at the respective reporting date.

Key financial ratios

Return on total assets

I. The Group’s return on total assets decreased from approximately 23.2% for the year ended 31

December 2013 to approximately 20.4% for the year ended 31 December 2014 due to the

combined effect of (i) the net profit of approximately HK$24.3 million for the year ended 31

December 2014 which resulted in an increase in total assets; and (ii) the distribution of

dividend to Mr. Wong and Ms. So of approximately HK$5.1 million during the year ended

31 December 2014 which resulted in a decrease in total assets.

Return on equity

II. The Group’s return on equity decreased from approximately 44.2% for the year ended 31

December 2013 to approximately 42.3% for the year ended 31 December 2014 due to the

combined effect of (i) the net profit of approximately HK$24.3 million for the year ended 31

December 2014 which also resulted in an increase in equity; and (ii) the distribution of

dividend to Mr. Wong and Ms. So of approximately HK$5.1 million during the year ended

31 December 2014 which resulted in a decrease in equity.

Current ratio

III. The Group’s current ratio decreased from approximately 1.9 times as at 31 December 2013 to

approximately 1.8 times and approximately 1.6 times as at 31 December 2014 and 31 March

2015 respectively, despite of the Group’s significantly higher amount of current assets as at

31 December 2014 (of approximately HK$111.5 million) and as at 31 March 2015 (of

approximately HK$ 97.8 million) than that as at 31 December 2013 (of approximately

HK$66.9 million) in the form of amount due from customers for contract work, trade and

other receivables and cash and cash equivalents as a result of the Group’s profitable

operation, which is mainly attributable to the proportionally higher increase in percentage in

current liabilities mainly in the form of amounts due to customers for contract work, trade

and other payables and tax payable.
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Gearing ratio

IV. The Group’s gearing ratio substantially improved from approximately 25.4% as at 31

December 2013 to approximately 14.2% as at 31 December 2014, which was mainly due to

the Group’s repayment of interest-bearing bank borrowings for the year ended 31 December

2014. The Group’s gearing ratio as at 31 March 2015 increased slightly, notwithstanding the

Group’s repayment of interest-bearing bank borrowings and bank overdrafts during the three-

month period ended 31 March 2015, to approximately 15.6% as compared to approximately

14.2% as at 31 December 2014, which is primarily attributable to the decrease in total equity

as a result of the approximately HK$22.0 million dividend declared during the three-month

period ended 31 March 2015.

CAPITAL EXPENDITURES AND COMMITMENTS

Operating Lease Commitments

The Group as lessee

The Group had made minimum lease payments of HK$414,000, HK$432,000, HK$108,000

(unaudited) and HK$108,000 under operating leases during the years ended 31 December 2013 and 2014

and the three-month periods ended 31 March 2014 and 2015, in respect of warehouses and office

premises.

The Group had no commitments for future minimum lease payments under non-cancellable

operating leases at the end of each reporting period.

SURETY BONDS

Certain customers of building services engineering contracts undertaken by the Group require the

group entities to issue guarantees for the performance of contract work in the form of performance

bonds. The Group has obtained banking facilities from banks and the banks have issued performance

bonds to the customers. The banking facilities are secured by property, plant and equipment and

prepayment and deposit paid for a life insurance policy, as well as certain properties owned by Mr.

Wong and Ms. So and personal guarantees provided by Mr. Wong and Ms. So for unlimited amounts.

The performance bonds will be released when the contracts are completed or substantially completed.

The security by properties owned by Mr. Wong and Ms. So and personal guarantees provided by Mr.

Wong and Ms. So will be released and conditionally replaced by the Company’s corporate guarantee and

bank deposit upon Listing.

As at 31 December 2013 and 2014 and as at 31 March 2015, the amount of outstanding

performance bonds provided by the Group’s banks were approximately HK$5.4 million, HK$17.6

million and HK$8.7 million respectively.
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LISTING EXPENSES

The Group expects that its total Listing expense, which is non-recurring in nature, will amount to

approximately HK$[REDACTED] million (based on the [REDACTED] Price of HK$[REDACTED] per

Share, being the mid-point of the stated range of the [REDACTED] Price and assuming the

[REDACTED] is not exercised). The Group expects to recognize approximately HK$[REDACTED]

million in the combined statement of comprehensive income for the year ended 31 December 2015 and

to deduct the remaining of approximately HK$[REDACTED] million from the Group’s capital.

Accordingly, the financial results of the Group for the year ending 31 December 2015 are expected to be

affected by the estimated expenses in relation to the [REDACTED]. Such [REDACTED] expense is a

current estimate for reference only and the final amount to be charged to the profit and loss account of

the Group for the year ending 31 December 2015 and the amount to be deducted from the Group’s

capital is subject to change.

NO MATERIAL ADVERSE CHANGE

Save the [REDACTED] expense, the Directors confirm that, up to the date of this document, there

has been no material adverse change in the financial or trading position or prospects of the Group since

31 March 2015 (being the date to which the latest audited combined financial statements of the Group

were prepared), and there is no event since 31 March 2015 which would materially affect the

information shown in the accountants’ report set out in Appendix I to this document.

WORKING CAPITAL

The Directors are of the opinion that, taking into consideration the Group’s internal resources,

available banking facilities and the estimated net proceeds from the [REDACTED], the Group has

sufficient working capital for its present requirements, for at least the next 12 months from the date of

this document.

DISTRIBUTABLE RESERVES

The Company was incorporated on 29 April 2015 and hence the Company had no distributable

reserves available for distribution to the Shareholders as at 31 March 2015.

RELATED PARTY TRANSACTIONS

Please refer to the paragraph headed ‘‘Related party disclosures’’ in note 27 of the notes to the

Accountants’ Report in Appendix I to this document.

Please also refer to the section headed ‘‘Connected transactions — Non-exempt continuing

connected transactions — Framework Subcontracting Agreement entered between Lap Kei and Kin

Kwan’’ for details of the arrangement between the Group and Kin Kwan Decoration Company Limited.

The Directors are of the view that the related party transactions were conducted at arm’s length and

on normal commercial terms, and would not distort the Group’s results of operations over the Track

Record Period or make the Group’s historical results over the Track Record Period not reflective of the

Group’s expectations for the Group’s future performance.
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MARKET RISKS

The Group is, in the normal course of business, exposed to market risks such as interest rate risk,

credit risk and liquidity risk. The Group’s risk management strategy aims to minimise the adverse effects

of these risks on the financial performance.

Interest rate risk

The Group is exposed to fair value interest rate risk in relation to fixed-rate bank borrowings and

deposit paid for a life insurance policy. The Group currently does not have an interest rate hedging

policy.

The Group is also exposed to cash flow interest rate risk mainly in relation to bank balances,

variable rate bank borrowings and bank overdrafts, which are arranged at floating rate.

The Group’s cash flow interest rate risk is mainly concentrated on the fluctuation of interest rates

on HIBOR and Hong Kong Prime Rate arising from the Group’s bank borrowings and bank overdrafts.

Sensitivity analysis

The sensitivity analysis below has been determined based on the exposure to interest rates for non-

derivative instruments at the end of the reporting period. The analysis is prepared assuming the amount

of bank balances, bank borrowings and bank overdrafts outstanding at the end of the reporting period

was outstanding for the whole year/period. A 50 basis points (2013: 50 basis points) increase or

decrease is used when reporting interest rate risk internally to key management personnel and represents

management’s assessment of the reasonably possible change in interest rates.

If interest rates on bank balances, variable rate bank borrowings and bank overdrafts had been 50

basis points (2013: 50 basis points) higher/lower and all other variables were held constant, the Group’s

post-tax profit for the years ended 31 December 2013 and 2014 and the three-month period ended 31

March 2015 would decrease / increase by approximately HK$16,000, HK$142,000 and HK$94,000,

respectively.

Credit risk

As at 31 December 2013 and 2014 and 31 March 2015, the Group’s maximum exposure to credit

risk which will cause a financial loss to the Group due to failure to discharge an obligation by the

counterparties is arising from the carrying amount of the respective recognised financial assets as stated

in the combined statements of financial position.

In order to minimise the credit risk, management of the Group reviews the recoverable amount of

each individual debt at the end of the reporting period to ensure that adequate impairment losses are

made for irrecoverable amounts. In this regard, the management of the Group considers that the Group’s

credit risk is significantly reduced.
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The Group is exposed to concentration of credit risk as at 31 December 2013 and 2014 and 31

March 2015 on trade and retention receivables from the Group’s 5 major customers amounting to

approximately HK$17.4 million, HK$26.2 million and HK$26.4 million respectively and accounted for

48.6%, 64.2% and 66.3%, respectively, of the Group’s total trade and retention receivables. The major

customers of the Group are certain reputable organisation. The management of the Group considers that

the credit risk is limited in this regard.

Other than concentration of credit risk on trade and retention receivables, the Group has

concentration of credit risk on amounts due from a director. As at 31 December 2013 and 2014 and 31

March 2015, amounts due from a director amounted to HK$2.5 million, HK$10.7 million and HK$0.7

million, respectively.

The credit risk on liquid funds is limited because the counterparties are banks with high credit

ratings assigned by international credit-rating agencies. The Group exposed to concentration of credit

risk on liquid funds which are deposited with several banks with high credit ratings.

Liquidity risk

In the management of the liquidity risk, the Group monitors and maintains a level of cash and cash

equivalents deemed adequate by management to finance the Group’s operations and mitigate the effects

of fluctuations in cash flows. The management of the Group believes that the Group will have sufficient

working capital for its future operational requirement.

The Group relies on bank borrowings as a significant source of liquidity. The Group has available

unutilised bank borrowing facilities of approximately HK$12.3 million, HK$10.1 million and HK$16.0

million as at 31 December 2013 and 2014 and 31 March 2015, respectively, in which approximately

HK$12.1 million, HK$9.9 million and HK$15.8 million respectively, can only be utilised by issuance of

performance bond by the bank in relation to building services engineering projects.

The following table details the Group’s remaining contractual maturity for its non-derivative

financial liabilities. The table has been drawn up based on the undiscounted cash flows of financial

liabilities based on the earliest date on which the Group can be required to pay. The table includes both

interest and principal cash flows. To the extent that interest flows are floating rate, the undiscounted

amount is derived from interest rate at the end of the reporting period.
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Liquidity and interest risk table

Weighted
average
interest

rate

On demand
or less than

1 month
Less than
3 months

3 months
to 1 year

Over
1 year

Total
undiscounted

cash flows

Carrying
amount at
31.12.2013

% HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

31 December 2013
Non-derivative financial liabilities
Trade and other payables — 7,142 7,393 194 — 14,729 14,729
Fixed rate bank borrowings (note a) 3.25 2,145 — — — 2,145 2,145
Variable rate bank borrowings (note a) 2.03 7,541 — — — 7,541 7,541

16,828 7,393 194 — 24,415 24,415

Weighted
average
interest

rate

On demand
or less than

1 month
Less than
3 months

3 months
to 1 year

Over
1 year

Total
undiscounted

cash flows

Carrying
amount at
31.12.2014

% HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

31 December 2014
Non-derivative financial liabilities
Trade and other payables — 3,952 11,563 819 — 16,334 16,334
Amount due to a related party — 211 — — — 211 211
Fixed rate bank borrowings (note a) 3.25 641 — — — 641 641

Variable rate bank borrowings (note a) 2.03 6,922 — — — 6,922 6,922
Bank overdrafts 7.25 586 — — — 586 586

12,312 11,563 819 — 24,694 24,694

Weighted
average
interest

rate

On demand
or less than

1 month
Less than
3 months

3 months
to 1 year

Over
1 year

Total
undiscounted

cash flows

Carrying
amount at
31.3.2015

% HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

31 March 2015
Non-derivative financial liabilities
Trade and other payables — 5,171 6,516 1,075 — 12,762 12,762
Dividend payable — 12,002 — — — 12,002 12,002
Amount due to a related party — 313 — — — 313 313

Variable rate bank borrowings (note a) 2.03 6,766 — — — 6,766 6,766

24,252 6,516 1,075 — 31,843 31,843
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Note:

a. Bank borrowings with a repayment on demand clause are included in the ‘On demand or less than 1 month’ time band in
the above maturity analysis. As at 31 December 2013 and 2014 and 31 March 2015, the aggregate carrying amounts of
these bank borrowings amounted to approximately HK$9.7 million, HK$7.6 million and HK$6.8 million, respectively.

Taking into account the Group’s financial position, the management of the Group does not believe that it is probable that
the banks will exercise their discretionary rights to demand immediate repayment. The management of the Group believes
that such bank borrowings will be repaid in accordance with the scheduled repayment dates set out in the loan agreements.
At that time, the aggregate principal and interest cash outflows (estimated based on the interest rate at the end of the

reporting period) are set out below.

Weighted
average
interest

rate

On demand
or less

than
1 month

Less
than

3 months
3 months
to 1 year

1 year
to 5 years

Over
5 years

Total
undiscounted

cash flows

Carrying
amount at
31.12.2014

% HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

31 December 2013
Fixed rate bank borrowings 3.25 129 259 1,164 644 — 2,196 2,145
Variable rate bank borrowings 2.03 63 127 570 2,768 5,213 8,741 7,541

192 386 1,734 3,412 5,213 10,937 9,686

31 December 2014
Fixed rate bank borrowings 3.25 129 259 256 — — 644 641
Variable rate bank borrowings 2.03 63 127 570 2,606 4,611 7,977 6,922

192 386 826 2,606 4,611 8,621 7,563

31 March 2015
Variable rate bank borrowings 2.03 63 127 570 2,585 4,453 7,798 6,766

The amounts included above for variable interest rate instruments for non-derivative financial liabilities are subject to
change if changes in variable interest rates differ to those estimates of interest rates determined based on the outstanding
interest rate as at the end of each reporting period.

DIVIDEND POLICY

During the year ended 31 December 2014, an interim dividend of HK$5.1 million was recognised

as distribution by Lap Kei to its then shareholders, namely Mr. Wong and Ms. So.

During the three-month period ended 31 March 2015, interim dividend of approximately HK$22.0

million was recognised as distribution by Lap Kei to its then shareholders, namely Mr. Wong and Ms.

So, in which HK$10.0 million were settled through the current account with a Director.

No dividend is paid or proposed during the year ended 31 December 2013 and the three-month

period ended 31 March 2014.
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The Company currently does not have a fixed dividend policy and may declare dividends by way

of cash or by other means that the Directors consider appropriate. A decision to distribute any interim

dividend or recommend any final dividend would require the approval of the Board and depend upon the

following factors:

. the Group’s financial results;

. the Group’s shareholders’ interests;

. general business conditions, strategies and future expansion needs;

. the Group’s capital requirements;

. the payment by its subsidiaries of cash dividends to the Company;

. possible effects on liquidity and financial position of the Group; and

. other factors as the Board may consider relevant.

DISCLOSURE REQUIRED UNDER THE GEM LISTING RULES

The Directors have confirmed that as at the Latest Practicable Date, they were not aware of any

circumstances which could give rise to a disclosure obligation pursuant to Rules 17.15 to 17.21 of the

GEM Listing Rules.

UNAUDITED PRO FORMA ADJUSTED NET TANGIBLE ASSETS

The following unaudited pro forma financial information prepared in accordance with paragraph

7.31 of the GEM Listing Rules and Accounting Guideline 7 ‘‘Preparation of Pro Forma Financial

Information for Inclusion in Investment Circulars’’ issued by the Hong Kong Institute of Certified Public

Accountants is for illustrative purpose only, and is set out herein to provide the prospective investors

with further illustrative financial information about how the [REDACTED] might have affected the

combined net tangible assets of the Group after the completion of the [REDACTED] as if the

[REDACTED] had taken place on 31 March 2015. Because of its hypothetical nature, the unaudited pro

forma financial information may not give a true picture of the financial position of the Group had the

[REDACTED] been completed on 31 March 2015 or at any future dates.

The unaudited pro forma adjusted combined net tangible assets of the Group as at 31 March 2015

is based on the audited combined net tangible assets of the Group as at 31 March 2015 as shown in the

Accountants’ Report set out in Appendix I to this document and the adjustments described below.
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The following is an illustrative statement of unaudited pro forma adjusted combined net tangible

assets of the Group prepared on the basis of the notes set out below for purpose of illustrating the effect

of the [REDACTED] on the audited combined net tangible assets of the Group as if the [REDACTED]

had taken place on 31 March 2015.

Audited
combined net
tangible assets
of the Group

as at 31
March 2015

Estimated net
proceeds from

the
[REDACTED]

Unaudited
pro forma
adjusted

combined net
tangible assets
of the Group

Unaudited
pro forma
adjusted

combined net
tangible assets
of the Group

per Share
HK$’000 HK$’000 HK$’000 HK$’000

(Note 1) (Note 2) (Note 3) (Note 4)

Based on a [REDACTED] Price of

HK$ [REDACTED] per

[REDACTED] Share [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Based on a [REDACTED] Price of

HK$ [REDACTED] per

[REDACTED] Share [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Note:

(1) The audited combined net tangible assets of the Group as at 31 March 2015 is extracted from Accountants’ Report as
set out in Appendix I to this [REDACTED].

(2) The estimated net proceeds from the [REDACTED] are based on [REDACTED] New Shares and the Indicative

[REDACTED] Prices of lower limit and upper limit of HK$[REDACTED] and HK$[REDACTED] per [REDACTED]
Share, respectively, after deduction of the estimated underwriting fees and related expenses payable by the Company
and does not take into account of any Shares which may be issued upon the exercise of the [REDACTED] or options
that may be granted under the Share Option Scheme or any Shares which may be allotted and issued or repurchased

by the Company pursuant to the general mandates for the allotment and issue or repurchase of Shares referred to in
Appendix IV to this document.

(3) No adjustment has been made to reflect any trading result or other transaction of the Group entered into subsequent

to 31 March 2015.

(4) The unaudited pro forma adjusted combined net tangible assets of the Group per Share is calculated based on
[REDACTED] Shares expected to be in issue immediately following the completion of the [REDACTED] and the
[REDACTED] but takes no account of any Shares which may be issued upon the exercise of the [REDACTED] or

options that may be granted under the Share Option Scheme or any Shares which may be allotted and issued or
repurchased by the Company pursuant to the general mandates for the allotment and issue or repurchase of Shares
referred to in Appendix IV to this [REDACTED].

(5) By comparing the valuation of the property interests in the valuation report prepared by Jones Lang LaSalle

Corporate Appraisal and Advisory Limited dated 29 May 2015, the net valuation surplus is approximately
HK$8,241,000 as compared to the carrying amounts of the Group’s property interests as at 30 April 2015, which has
not been included in the above combined net tangible assets of the Group. The valuation surplus of the property

interests will not be incorporated in the Group’s combined financial statements in the future. If the valuation surplus
were to be included in the combined financial statements, an additional annual depreciation charge of approximately
HK$252,000 would be incurred.
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