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Financial Operation Review

RESULTS

Turnover for the Year amounted to HK$8,446.9 million (year ended 31st
December, 2006: HK$4,763.8 million), a 77.3% increase over the same
period last year. It was mainly due to the sales proceeds recognised from the
Phase 1 of The Zenith in Wanchai.

For property leasing, despite the lower portion of Windsor House and cinema
portion of Silvercord had been vacant for renovation since late 2006 and were
completed at the end of 2007, the Year still recorded an increase of 15.8% in
rental income from HK$667.9 million in 2006 to HK$773.3 million in 2007
which included full year rental contribution from Laforet in Excelsior Plaza and
Evergo Tower in Shanghai, which were re-opened in July 2006 and acquired
in March 2006 respectively. Rental income from other properties have also

shown a satisfactory increase during the Year.

Gross profit for the Year amounted to HK$1,936.5 million, a 1.1 times increase

as compared with the same period last year.

In relation to property development, presale and sale of The Zenith in Wanchai
(87.5% interest) had been successful since last year. The sales was recognised
during the Year and had contributed a profit to the Group of approximately
HK$757.0 million. Miami Crescent in Sheung Shui (50% interest), Indihome
in Tsuen Wan (50% interest) and Mount Beacon in Kowloon Tong (33.33%
interest) continuously had generated profit of HK$47.4 million (year ended
31st December, 2006: HK$107.8 million), HK$26.1 million (year ended 31st
December, 2006: HK$239.6 million) and HK$308.5 million (year ended 31st
December, 2006: HK$690.0 million) respectively, all of which were included
in share of results of associates. For the sale of Parc Palais in Homantin (10%
interest), a contribution of HK$33.0 million (year ended 31st December, 2006:

HK$51.5 million) was recorded in investment income.
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Financial Operation Review

RESULTS (cont'd)

In respect of the performance of listed securities investments and treasury
products, the Group has recorded profit of HK$1,318.7 million (year ended
31st December, 2006: HK$868.2 million) and HK$1,200.0 million (year
ended 31st December, 2006: HK$689.2 million) before and after finance
costs respectively. The components in the consolidated income statement for
the Year were gross profit of HK$182.7 million (year ended 31st December,
2006: HK$270.9 million), unrealised gain of HK$26.0 million (year ended
31st December, 2006: loss of HK$9.1 million), realised gain on disposals
of available-for-sale investments of HK$888.7 million (year ended 31st
December, 2006: HK$233.0 million), and gain on other treasury products,
dividend and interest income of HK$221.3 million (year ended 31st
December, 2006: HK$373.4 million). Finance costs of HK$118.7 million
(year ended 31st December, 2006: HK$179.0 million) included interest
expense and exchange loss in the sum of HK$106.4 million (year ended
31st December, 2006: HK$156.4 million) and HK$12.3 million (year ended
31st December, 2006: HK$22.6 million) respectively. In addition to profit
recognised in the consolidated income statement, net gains of HK$3,615.1
million was recognised in equity during the Year comprised unrealised gains
on available-for-sale investments of HK$4,505.8 million (year ended 31st
December, 2006: HK$4,211.6 million) and realised gains transfer to income
statement on disposals of available-for-sale investments of HK$890.7 million
(year ended 3 1st December, 2006: nil).

Other income recorded an increase of 4.9% to HK$32.3 million when
compared with the same period last year. Administrative expenses increased
by 22.8% to HK$229.1 million as compared with the same period last
year. Finance costs recorded an increase of 26.9% to HK$575.4 million as

compared with the same period last year.

Other gains and losses recorded a net loss of HK$71.7 million (year ended
31st December, 2006: net gains of HK$57.9 million), including the gain on
disposal of 15.11% in G-Prop (Holdings) Limited (“G-Prop”) and the loss on

cash redemption of the zero coupon convertible bonds.
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Financial Operation Review

RESULTS (cont'd)

The share of results of associates for the Year decreased by 47.0% to
HK$601.4 million as compared with the same period last year (year ended
31st December, 2006: HK$1,135.2 million), including fair value gains on
investment properties and profits on disposals of Miami Crescent, Indihome

and Mount Beacon.

Profit attributable to equity holders of the parent for the Year was HK$8,195.8
million as compared to HK$7,477.3 million for the same period last year.
The profit for the Year was mainly attributable from the fair value gains on
investment properties, profit on sales of trading properties, gains on listed
securities investments and treasury products and the share of results of
associates generated from the sales of development properties. Earnings per
share was HK$3.599 (year ended 31st December, 2006: HK$3.392).

If the major non-cash item of HK$5,463.7 million (2006: HK$5,339.6 million)
is excluded, core profit attributable to equity holders of the parent for the
Year will become HK$2,732.1 million (2006: HK$2,137.7 million) and core
earnings per share will become HK$1.20 (2006: HK$0.97), an increase of
27.8% and 23.7% over 2006 respectively.

The major non-cash item is fair value gains on investment properties together
with their respective deferred tax expenses of HK$5,463.7 million (2006:
HK$5,539.6 million). No impairment loss recognised (2006: impairment loss

recognised of HK$200.0 million) in respect of stock of properties for the Year.

A final dividend of HK18 cents per share in amount of HK$406.9 million for
the year ended 31st December, 2006 (year ended 31st December, 2005:
HK12 cents) and an interim dividend of HK13.5 cents per share in amount of
HK$308.4 million for the half year ended 30th June, 2007 (half year ended
30th June, 2006: HK12 cents) were paid in cash and in form of new shares in
lieu of cash (scrip dividend) during the Year. 31.9% and 68.1% were paid in
cash and in scrip dividend respectively for the final dividend as well as 39.3%
and 60.7% were paid in cash and in scrip dividend respectively for the interim
dividend.
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Financial Operation Review

RESULTS (cont'd)

A final dividend has been recommended at HK22.5 cents (2006: HK18 cents)
per share. Together with interim dividend of HK13.5 cents (2006: HK12 cents)
per share, the total dividend for the Year is HK36 cents (2006: HK30 cents)
per share, representing a total dividend payout of 10.0% (2006: 8.8%). If the
net income on the major non-cash item (per above) for the Year is excluded,
the dividend payout ratio on the core profit for the Year will become 30.0%
(2006: 30.9%).

NET ASSET VALUE

As at 31st December, 2007, the Group's total net asset to equity holders of
the parent amounted to approximately HK$47,162 million (31st December,
2006: HK$35,533 million), an increase of HK$11,629 million or 32.7% when
compared with 3 1st December, 2006. With the total number of ordinary shares
in issue of 2,300,443,378 as at 31st December, 2007 (31st December,
2006: 2,259,809,483 shares), the net asset value per share to equity holders
of the parent was HK$20.50, an increase of 30.4% over 31st December, 2006
(HK$15.72). The increase in net asset value per share was mainly due to the
fair value gains on listed securities investments and the profit retained for the
Year, including the fair value gains on investment properties and the profit on

sales of trading properties.

Included in the total net asset is deferred tax liabilities of HK$5,345 million
on fair value gains on investment properties. If the deferred tax liabilities are
excluded, the total net asset to equity holders of the parent will become
HK$52,507 million or HK$22.8 per share.

During the Year, the Group had acquired a land in West Kowloon in joint
venture with 15% interest and further acquired an additional land in Chengdu
for development, acquired the remaining 50% cosmetic business, disposals
of certain investment properties, bought and sold listed securities investments
and disposal of 15.119% interest in G-Prop. Other than the existing projects and
those disclosed in the annual report, the Group did not have any future plans

for material investment or capital assets.
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Financial Operation Review

SECURITIES INVESTMENTS

As at 31st December, 2006, the listed securities investments and treasury
products was HK$8,376.4 million. During the Year, the portfolio was reduced
by a net disposal of HK$517.8 million (a decrease of 6.2% over 2006) and
was increased by the release of the fair value liability on the knocked out
derivative financial instruments of HK$65.9 million. After adding the fair value
gains of HK$3,883.5 million (2006: HK$4,202.5 million) for the Year, the listed
securities investments portfolios of the Group reached HK$11,808.0 million at
31st December, 2007, representing 17.7% (31st December, 2006: 14.5%) of

the total assets, which formed part of the Group's cash management activities.

RISK MANAGEMENT

The Group has established adequate risk management procedures that enable
it to identify, measure, monitor and control various types of risk it faces. This is
supplemented by active management involvement, effective internal controls

and adequate internal audit in the best interests of the Group.

EQUITY

The number of issued ordinary shares as at 31st December, 2007 and 31st
December, 2006 were 2,300,443,378 and 2,259,809,483 respectively.

CONVERTIBLE BONDS

During the Year, HK$4.0 million in principal of the zero coupon convertible
bonds (the “Bonds”) has been converted into 573,888 ordinary shares. In
accordance with Condition 8 of the Terms and Conditions of the Bonds, the
Company has an option to redeem the outstanding Bonds on 21st May,
2007 at 100% of the principal amount. On 20th April, 2007, the Company
had given the notice to the bondholders of the outstanding Bonds to request
the early redemption. All outstanding Bonds in principal of HK$318.5 million
had executed the right to convert the Bonds into shares of the Company (the
“Conversion Right"). The Company took the option by cash settlement to
satisfy the Conversion Right in HK dollars in full. Accordingly, all outstanding
Bonds were settled by cash of approximately HK$571.7 million in May and
June 2007. As at 31st December, 2007, there is no outstanding Bonds.
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Financial Operation Review

DEBT AND GEARING

As at 31st December, 2007, the Group's bank and other borrowings amounted
to HK$12,330 million (31st December, 2006: HK$14,993 million). Cash
and deposit at bank amounted to HK$6,654 million (31st December, 2006:
HK$8,121 million) and net borrowings amounted to HK$5,676 million (31st
December, 2006: HK$6,872 million).

Total debt to equity ratio was 25.9% (31st December, 2006: 41.7%) and net
debt to equity ratio was 11.9% (31st December, 2006: 19.1%), which are
expressed as a percentage of bank and other borrowings, and net borrowings
respectively, over the total equity of HK$47,666 million (31st December,
2006: HK$35,963 million).

The decrease in total and net debt to equity ratio was due to an increase in
total equity and a decrease in total and net borrowings respectively. Increase of
total equity was mainly attributable from the profit retained for the Year and fair

value gains on available-for-sale investments.

Furthermore, if the listed securities investments and treasury products of
HK$11,808 million (31st December, 2006: HK$8,376 million) are included,
there will be net cash position of HK$6,132 million (31st December, 2006:
HK$1,504 million).

At the balance sheet date, the Group’s bank and other borrowings were
denominated in Hong Kong dollars (98.6%) and Swiss Franc (1.4%). Of the
Group's bank and other borrowings of HK$12,330 million, 23.9%, 9.6%,
66.4% and 0.1% were repayable within 1 year, 1 to 2 years, 2 to 5 years and
over 5 years respectively. The Group's bank and other borrowings carrying
interest rates were calculated mainly with reference to HIBOR and the inter-

bank rate. No hedging for interest rate was subsisted at the end of the year.
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Financial Operation Review

PLEDGE OF ASSETS

As at 31st December, 2007, the Group had pledged the following assets:

@

(b)

©
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The Group's investment properties, property and other fixed assets,
prepaid lease payments, stock of properties and time deposits with
their respective carrying amount of approximately HK$37,048.5 million
(31st December, 2006: HK$30,062.6 million), HK$47.6 million (31st
December, 2006: HK$49.1 million), HK$239.2 million (31st December,
2006: HK$239.8 million), HK$561.9 million (31st December, 2006:
HK$2,829.5 million) and HK$485.7 million (31st December, 2006:
HK$1,086.0 million) were pledged to the Group's bankers to secure

general banking and loan facilities granted to the Group.

The Group's investments held-for-trading with carrying amount of
approximately HK$194.7 million (31st December, 2006: investments
held-for-trading, available-for-sale investments and equity-linked notes
HK$7,258.5 million) was pledged to the Group’s financial institutions to
secure margin and securities facilities granted to the Group in respect
of securities transactions and utilised by the Group as borrowings due
within one year of approximately HK$177.5 million (31st December,
2006: HK$3,924.7 million).

Interests in certain subsidiaries of the Company have been pledged as
part of the security to secure certain bank borrowings granted to the

Group.

The Group has subordinated and assigned its advances to associates and
advance to an investee company of approximately HK$1,152.0 million
(31st December, 2006: HK$802.1 million) to financial institutions to
secure banking general credit facilities granted to associates and investee

company.
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Financial Operation Review

FINANCIAL AND INTEREST INCOME/EXPENSES

Interest income was included in turnover and investment income. Interest
income for the Year was HK$270.8 million, representing a decrease of 43.5%
from that of 31st December, 2006 (HK$479.1 million). Finance costs included
interest expenses on bank and other loans, imputed interest expenses,
exchange difference on foreign currency loans and arrangement, facility and
commitment fee expenses. Excluding imputed interest, interest expenses
for the Year amounted to HK$553.8 million, representing a 36.6% increase
over the interest expenses of HK$405.4 million recorded for the same period
last year. The increase in interest expenses was mainly due to increase in
borrowings during the Year. Interest capitalised for the Year was HK$101.0
million as compared to HK$148.3 million for last year. The average interest rate
over the year under review was 4.81% (2006: 4.74%), which was expressed

as a percentage of total interest paid over the average total borrowings.

REMUNERATION POLICIES AND SHARE OPTION
SCHEME

During the Year under review, the Group employed a total of 300 staff (year
ended 31st December, 2006: 286 staff) (excluding about a total of 270
staff (year ended 31st December, 2006: 253 staff) for estate management
employed under the Group's estate management company, Perfect World

Company Limited).

Employees were remunerated on the basis of their performance, experience
and prevailing industry practice. Remuneration packages comprised salary
and year-end discretionary bonus based on market conditions and individual
performance. The Executive Directors continued to review employees’
contributions and to provide them with necessary incentives and flexibility
for their better commitment and performance. No share option scheme was

adopted for the Year.
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Financial Operation Review

MAINLAND CHINA AND MACAU

Profit contribution from the Group's investment in the Mainland China (including
gross profit, fair value changes on investment properties and share of results
of associates) for the Year amounted to HK$222.8 million representing
2.7% of the profits attributable to equity holders of the parent (year ended
31st December, 2006: HK$90.2 million). The Group's net investment in the
Mainland China as at 31st December, 2007 amounted to HK$4,295.4 million
(31st December, 2006: HK$1,345.0 million) representing approximately
6.4% of the Group's total asset value and 9.0% of the Group’s net asset value.
Further the Group's net investment in Macau as at 31st December, 2007
amounted to HK$1,660.7 million (31st December, 2006: HK$1,299.9 million)

representing approximately 2.5% of the Group's total asset value.

LISTED SUBSIDIARY

At the year end date, the Group owned 61.96% interest in Chi Cheung

Investment Company, Limited.

LISTED ASSOCIATE

On 4th June, 2007, the Company, through its wholly owned subsidiary, made
a placing of 120,000,000 shares of G-Prop (the “Shares”) at a placing price of
HK$1.50 per Share to independent third parties (the “Placing”). Immediately
upon completion of the Placing, the Shares owned by the Group were
reduced from 397,858,761 Shares, representing approximately 50.10%, to
277,858,761 Shares, representing approximately 34.99%. G-Prop has become
an associate of the Group since 7th June, 2007. The interest has been further
diluted to 13.69% effective 25th October, 2007 after the allotment and issue
of new shares of G-Prop. In consideration of continued exercise the significant
influence by nomination of 2 executive directors in the board of G-Prop, G-Prop

is still an associate of the Group.
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Financial Operation Review

PROPERTY VALUATION

A property valuation has been carried out by Messrs. Norton Appraisals Limited,
independent qualified professional valuers, in respect of the Group's investment
properties as at 3 1st December, 2007 and that valuation was used in preparing
2007 financial statements. The Group's investment properties were valued at
HK$38,498 million (2006: HK$31,772 million), a 20% increase over 2006
after adjusted for additions and disposals of investment properties during the
Year. The increase in fair value of approximately HK$6,422 million was credited
to the consolidated income statement for the Year. The Group also shared an
increase in fair value changes on investment properties of the associates of
HK$59 million (net of deferred tax of HK$8 million) for the Year. Development
properties and non-investment properties of the Group were stated at cost less

impairment, if any, in the consolidated financial statements.
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