Directors’ Report

EEEHRES

The directors of the Company (the “Directors” or the “Board") are pleased
to present to the shareholders their report together with the audited
consolidated financial statements of the Company and its subsidiaries (the
“Group”) for the year ended 31st December, 2011 (the “Year").

PRINCIPAL ACTIVITIES

During the Year, the Company acted as an investment holding company
and its subsidiaries were principally engaged in property investment
and development, brokerage, securities investment, money lending and

cosmetics distribution and trading.

OPERATING SEGMENTS INFORMATION

The Group's revenue and contribution to profit for the Year from
operations analysed by principal activities are set out in Notes 7 and 8 to

the consolidated financial statements.

SUBSIDIARIES AND ASSOCIATES

Particulars of the Company's principal subsidiaries and associates as at
31st December, 2011 are set out in Notes 52 and 53 to the consolidated

financial statements respectively.

RESULTS AND APPROPRIATIONS

The results of the Group for the Year are set out in the consolidated

statement of comprehensive income on pages 71 and 72.

The Board had declared an interim dividend of HK1 cent per share (2010:
Nil). No special dividend was declared for the Year (2010: HK40 cents per
share). The Board resolved to recommend the payment of a final dividend
of HK1 cent per share (2010: HK1 cent) for the Year.

FINANCIAL SUMMARY

A summary of the results, assets and liabilities of the Group for the last

five years is set out on pages 213 and 214.

PRINCIPAL PROPERTIES

Details of the principal properties of the Group as at 31st December,

2011 are set out on pages 215 to 223.
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PROPERTIES AND OTHER FIXED ASSETS

Movements in properties and other fixed assets during the Year are set

out in Note 22 to the consolidated financial statements.

INVESTMENT PROPERTIES

During the Year, the Group acquired certain leasehold properties in
Hong Kong for a total consideration of approximately HK$926,825,000
(2010: HK$101,426,000) and a freehold property in the United Kingdom
for a consideration of GBP280,000,000 (equivalent to approximately
HK$3,362,492,000) (2010: Nil). Investment properties with an
aggregate carrying amounts of approximately HK$870,682,000 (2010:
HK$3,278,930,000) were disposed of during the Year.

Details of the above and other movements in investment properties
during the Year are set out in Note 21 to the consolidated financial

statements.

SHARE CAPITAL

Movements in the share capital of the Company during the Year are set

out in Note 41 to the consolidated financial statements.

RESERVES

Movements in the reserves of the Group during the Year are set out on

pages 76 to 79.

As at 31st December, 2011, the Company's reserves available for
distribution, calculated in accordance with the Companies Act 1981 of
Bermuda (as amended), amounted of approximately HK$2,804,489,000
(2010: HK$2,708,426,000).

GROUP BORROWINGS AND INTEREST
CAPITALISED

Details of bank loans and other loans repayable within one year or on
demand are shown in the consolidated statement of financial position.
Details of long-term secured bank loans and other loans are shown in

Note 39 to the consolidated financial statements.

Interest capitalised during the Year by the Group amounted to
HK$64,910,000 (2010: HK$43,129,000).
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PRE-EMPTIVE RIGHTS

No pre-emptive rights exist under the laws of Bermuda, being the

jurisdiction in which the Company is incorporated.

PURCHASE, SALE OR REDEMPTION OF THE
COMPANY'S LISTED SECURITIES

During the Year, neither the Company nor any of its subsidiaries had

purchased, sold or redeemed any of the Company's listed securities.

CHARITABLE DONATIONS

Charitable donations made by the Group during the Year amounted to
HK$43,226,000 (2010: HK$438,000).

DIRECTORS

The Directors during the Year and up to the date of this report were:-

Executive Director:

Mr. Joseph Lau, Luen-hung (Chairman and Chief Executive Officer)

Non-executive Directors:
Mr. Lau, Ming-wai (Vice Chairman)
Ms. Amy Lau, Yuk-wai

Independent Non-executive Directors:
Mr. Chan, Kwok-wai

Ms. Phillis Loh, Lai-ping

Mr. Ma, Tsz-chun

Mr. Lau, Ming-wai and Mr. Chan, Kwok-wai will retire from office by
rotation at the forthcoming annual general meeting and, being eligible, will
offer themselves for re-election pursuant to Bye-law 111 of the Bye-laws

of the Company.

SERVICE CONTRACTS OF DIRECTORS

None of the Directors has a service contract with the Company or any of
its subsidiaries which is not determinable by the employer within one year

without payment of compensation (other than statutory compensation).
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DIRECTORS' AND CHIEF EXECUTIVES'
INTERESTS IN THE SECURITIES OF THE
COMPANY AND ASSOCIATED CORPORATIONS

As at 31st December, 2011, the interests and short positions of the
Directors and chief executives of the Company in the shares, underlying
shares and debentures of the Company or any of its associated
corporations (within the meaning of Part XV of the Securities and Futures
Ordinance (the "SFQ")) as recorded in the register kept by the Company
pursuant to section 352 of the SFO or as otherwise notified to the
Company and The Stock Exchange of Hong Kong Limited (the “Stock
Exchange") pursuant to the Appendix 10 of Model Code for Securities
Transactions by Directors of Listed Issuers contained in the Rules
Governing the Listing of Securities on the Stock Exchange (the “Listing
Rules") were as follows:—

1 The Company
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Percentage of
Number of Issued Share
Name of Directors Shares Held  Note Capacity Capital
EEHRE G EE M & 5 EBRITREAEISL
Joseph Lau, Luen-hung 230,984,820 @) Founder and beneficiary of trust

("Mr. Joseph Lau")
Blen ([ % RE])

EFRBIZARZ®EA

1,198,658,948 ) Founder and beneficiary of trust

1,429,643,768

Lau, Ming-wai 230,984,820 @)
("Mr. MW Lau")
2ns1g ([8SE%EE])
1,198,658,948  (2)

1,429,643,768

Notes:

(1)  These shares were indirectly owned by a discretionary trust of which Mr.
Joseph Lau was the founder. Mr. Joseph Lau, Mr. MW Lau and certain
other family members of Mr. Joseph Lau were eligible beneficiaries of
that trust.

(2) These shares were held by a unit trust of which Mr. Joseph Lau was one
of the unit holders. The rest of the units in the unit trust were held by
a discretionary trust of which Mr. Joseph Lau was the founder. Mr. MW
Lau and certain other family members of Mr. Joseph Lau were eligible
beneficiaries of the discretionary trust.
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DIRECTORS' AND CHIEF EXECUTIVES'
INTERESTS IN THE SECURITIES OF THE
COMPANY AND ASSOCIATED CORPORATIONS

(Cont'd)

Il Associated Corporations of the Company

RATz BB EE

1. Chi Cheung Investment Company, Limited (“Chi Cheung")
EHEBEBERAR([2H])

Number of
Shares Held Note
FiEFERAEE Fff &

Name of Director

EEHSE
Mr. Joseph Lau 209,931,186 m
DR E

2. G-Prop (Holdings) Limited ("G-Prop”)
TECEARAA ([2E])

Number of
Shares Held
FERAEE Bt &

Name of Director

EEpS

Mr. Joseph Lau 1,018,380,590 )

B

493,678,883  (3)

1,512,059,473

Notes:

(1)  Mr. Joseph Lau, by virtue of his 74.94% interests in the issued share
capital of the Company as disclosed in paragraph | above, was deemed
to be interested in 209,931,186 shares of Chi Cheung held by Billion
Up Limited, an indirect wholly-owned subsidiary of the Company.

(2) Mr. Joseph Lau, by virtue of his 74.94% interests in the issued share
capital of the Company as disclosed in paragraph | above, was deemed
to be interested in 1,018,380,590 shares of G-Prop held by Mass Rise
Limited, an indirect wholly-owned subsidiary of the Company.

(3)  Such interests were held by a company of which Mr. Joseph Lau was
the sole ultimate beneficial owner.
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DIRECTORS' AND CHIEF EXECUTIVES'
INTERESTS IN THE SECURITIES OF THE
COMPANY AND ASSOCIATED CORPORATIONS

(Cont'd)

All the interests stated above represent long positions. The percentage
shown was the number of shares the relevant Directors were interested
in expressed as a percentage of the number of issued shares as at 31st
December, 2011.

Save as disclosed above, none of the other Directors and chief executives
of the Company had or were deemed under the SFO to have any
interests or short positions in the shares, underlying shares or debentures
of the Company or any of its associated corporations (within the meaning
of Part XV of the SFO) as at 31st December, 2011.

During the Year, none of the Directors and chief executives of the
Company nor their spouses or children under 18 years of age were
granted or had exercised any right to subscribe for any securities of the
Company or any of its associated corporations.

SUBSTANTIAL SHAREHOLDERS' INTERESTS IN
THE SECURITIES OF THE COMPANY

As at 31st December, 2011, so far as are known to any Directors or chief
executives of the Company, the following parties (other than Directors or
chief executives of the Company) were recorded in the register kept by
the Company under section 336 of the SFO, or as otherwise notified to
the Company, as being directly or indirectly interested or deemed to be
interested in 5% or more of the issued share capital of the Company:—

Name of Number of
Substantial Shareholders Shares Held Notes
FERRER FiERAEE Fff &%
GZ Trust Corporation 1,429,643,768 (1), (2)

Global King (PTC) Ltd. 1,198,658948 (1)

Joseph Lau Luen Hung 230,984,820 )

Investments Limited
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SUBSTANTIAL SHAREHOLDERS' INTERESTS IN
THE SECURITIES OF THE COMPANY ' (contd)

Notes:

(1)  GZ Trust Corporation as trustee of a discretionary trust held units in a
unit trust of which Global King (PTC) Ltd. was the trustee and therefore
was regarded as interested in the same parcel of shares held by Global
King (PTC) Ltd. These shares were the same parcel of 1,198,658,948
shares of the Company referred to in both “Founder and beneficiary
of trust” and “Beneficiary of trust” of Mr. Joseph Lau and Mr. MW Lau
respectively under “Directors’ and Chief Executives' Interests in the
Securities of the Company and Associated Corporations” as disclosed in
paragraph | above.

(2) GZ Trust Corporation as trustee of another discretionary trust held
the entire issued share capital of Joseph Lau Luen Hung Investments
Limited and therefore was regarded as interested in the same parcel
of shares held by Joseph Lau Luen Hung Investments Limited. These
shares were the same parcel of 230,984,820 shares of the Company
referred to in both “Founder and beneficiary of trust” and “Beneficiary of
trust” of Mr. Joseph Lau and Mr. MW Lau respectively under “Directors’
and Chief Executives' Interests in the Securities of the Company and
Associated Corporations” as disclosed in paragraph | above.

All the interests stated above represent long positions. As at 31st
December, 2011, no short positions were recorded in the register kept by

the Company under section 336 of the SFO.

MAJOR CUSTOMERS AND SUPPLIERS

The five largest customers of the Group amounted to less than 30% of

the total turnover to the Group during the Year.

The aggregate purchases attributable to the Group's largest supplier and
five largest suppliers accounted for approximately 8% and 319% of the

Group's total purchases for the Year respectively.

At no time during the Year did a Director, an associate of a Director or a
shareholder of the Company (which to the knowledge of the Directors
own more than 5% of the Company's share capital) have an interest in

any of the Group's five largest suppliers.
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DIRECTORS' INTERESTS IN COMPETING
BUSINESSES

During the Year, the following Directors declared their interests in the
following companies with businesses which competed or were likely to
compete, either directly or indirectly, with the businesses of the Group:—

EFERBF MRS 2

RAEERN A TEERRRN FoIEAEELE
Ll P P Ut T
AR -

Nature of Businesses

Considered to Compete
or Likely to Compete with

Name of Directors

EEfA

Name of Companies
NGIER
ok AT AR K

Mr. Joseph Lau Chi Cheung* and its subsidiaries

ElE s EEARHEMERA
G-Prop* and its subsidiaries
SERANMBE LA

Mr. MW Lau Chi Cheung* and its subsidiaries

S EEE ERFRHEME AR
G-Prop* and its subsidiaries
SERAMBLAA

* listed subsidiary of the Company

RRAFZ EHHERE

The above-mentioned businesses were managed by separate publicly
listed companies with independent management. The respective board
composition of such listed companies are different and separate. In this
respect, coupled with the diligence of its Independent Non-executive
Directors (whose views carry significant weight in the Board's decisions)
and the independent audit committee, the Group was capable of
carrying on its businesses independently of, and at arm's length from, the
businesses of the above companies.
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DIRECTORS' INTERESTS IN COMPETING
BUSINESSES (Cont'd)

For better delineation of property investment business, the Company
would give Chi Cheung the priority over the future property investment
project with the value of less than or equal to 50% of the net asset value
of Chi Cheung with reference to the latest published accounts and subject

to the financial resources of Chi Cheung from time to time.

Other than the businesses of the Company'’s listed subsidiaries mentioned
above, Mr. Joseph Lau and Mr. MW Lau had personal interests in private
companies engaged in businesses consisting of property development
and investment in Hong Kong as well as securities investment. Mr. Joseph
Lau also had personal interests in private companies engaged in money
lending business. As such, they were regarded as being interested in such
businesses, which competed or might compete with the Group. However,
when compared with the dominance and size of operations of the Group,

such competing businesses were immaterial.

In addition, Mr. Joseph Lau had through certain private companies
wholly-owned by him (of which Mr. Joseph Lau was a director of such
companies throughout the Year; Mr. MW Lau had been a director of
certain companies during the Year) acquired the retail shops of York
Place, Excelsior Plaza (include Laforet) and Southorn Centre (also known
as Wanchai Computer Centre) (the “Private Properties”) from the Group
in July and August 2010. The Group, in accordance with the term of
the respective sale and purchase agreements of the said acquisitions,
provided three-year after-sale free leasing agency and management
services in respect of the Private Properties, commencing from the
respective completion dates of the said acquisitions. There was potential
leasing competition for existing and prospective tenancies between
the Private Properties and investment properties held by the Group. In
order to manage such potential leasing competition, Mr. Joseph Lau
had provided certain undertakings and the Company had agreed with
the Stock Exchange to implement certain measures for monitoring the
compliance of such undertakings. Details of such undertakings and
monitoring measures were set out in the circular of the Company dated
18th June, 2010. The Independent Non-executive Directors of the
Company had carried out an annual review on the compliance of the
said undertakings and monitoring measures and confirmed that such
undertakings and monitoring measures were duly complied with and
considered adequate monitoring measures were in place to avoid the

potential leasing competition.
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DIRECTORS' INTERESTS IN COMPETING
BUSINESSES (Cont'd)

The Directors are aware of their fiduciary duties and will act honestly and
in good faith in the interests of the Company and will avoid any potential
conflicts of interest and duty. The Company comprises three Independent
Non-executive Directors and all of them are audit committee members of
the Company, so that the interest of its shareholders can be adequately

represented.

Other than as disclosed above, none of the Directors were interested in
any businesses apart from the Company's businesses, which competed
or was likely to compete, either directly or indirectly, with the Company's

businesses.

ARRANGEMENTS TO PURCHASE SHARES OR
DEBENTURES

There were no arrangements to which the Company or any of the
Company's subsidiaries was a party to enable the Directors to acquire
benefits by means of the acquisition of shares in, or debentures of, the

Company or any other body corporate during the Year.

DIRECTORS' AND CONTROLLING
SHAREHOLDERS' INTERESTS IN CONTRACTS

Save as disclosed below and apart from the agreements disclosed
under the heading “"Connected Transactions” below, there were no other
contracts of significance in relation to the Company's businesses, to which
the Company or any of the Company's subsidiaries was a party, subsisting
at the end of the Year or at any time during the Year, and in which a
Director had, whether directly or indirectly, a material interest, nor there
were any other contracts of significance in relation to the Company's
businesses between the Company or any of the Company’s subsidiaries

and a controlling shareholder or any of its subsidiaries.

On 4th November, 2008, Chi Cheung as lender, Longman Limited (being
an indirect wholly-owned subsidiary of the Company) as borrower and
the Company as guarantor entered into a loan agreement in relation to
a three-year revolving facility of up to HK$900 million, expired on 3rd
November, 2011 (“First CC Loan"). All such HK$900 million facility had
been drawn by Longman Limited during its term and as at the date

immediately before its expiry.
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EEZEREE

DIRECTORS' AND CONTROLLING
SHAREHOLDERS' INTERESTS IN CONTRACTS (Contd)

To continue the said loan arrangement for another term of three years,
on 22nd September, 2011, Chi Cheung as lender, Longman Limited
as borrower and the Company as guarantor entered into another loan
agreement in relation to a three-year revolving facility of up to HK$900
million, commenced from 3rd November, 2011 and ending on 2nd
November, 2014 (“Second CC Loan").

The First CC Loan in the amount of HK$900 million was deemed to
have been repaid on 3rd November, 2011 and the Second CC Loan in
the same amount was deemed to have been made on the same date

pursuant to the terms of the agreement of the Second CC Loan.

CONNECTED TRANSACTIONS

Connected Transactions

(1) On 7th November, 2011, Chinese Estates, Limited (being a direct
wholly-owned subsidiary of the Company) as vendor entered
into a sale and purchase agreement with Marvel Ocean Limited
as purchaser (the “Purchaser”), in relation to the disposal of a
wholly-owned subsidiary of the Company that hold a residential
property known as “LYNX HILL" located at No. 3 Deep Water Bay
Road, Hong Kong, at a consideration of HK$497,238,300.32 (the
“Deep Water Bay Road Transaction”).

Pursuant to the Listing Rules, the Deep Water Bay Road Transaction
constituted a connected transaction for the Company since Mr.
Joseph Lau, being a director and the sole beneficial owner of the
Purchaser as at the date of the sale and purchase agreement, was
a connected person to the Company. As the applicable percentage
ratios of the Deep Water Bay Road Transaction were less than 5%,
the Deep Water Bay Road Transaction was therefore only subject
to the reporting and announcement requirements but was exempt
from independent shareholders’ approval requirement pursuant to
Chapter 14A of the Listing Rules. An announcement in respect of
the Deep Water Bay Road Transaction was made on 7th November,
2011.
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CONNECTED TRANSACTIONS (contd)

Connected Transactions (Cont'd)

@

CHINESE ESTATES HOLDINGS LIMITED

On 8th March, 2012, each of Utmost Honest Limited, Jubilee King
Limited, Harvest Billion Limited and Keen Dynasty Limited had
issued a binding letter of offer to Moon Ocean Ltd., an indirect
wholly-owned subsidiary of the Company, pursuant to which
each of them offered to purchase certain residential unit(s) of
La Scala (the Group's property held for sale) at a consideration
of HK$68,268,600, HK$81,712,800, HK$7,593,200 and
HK$13,105,700 respectively (each of the binding letters of offer

noon

was referred to as “Utmost Honest Letter”, “Jubilee King Letter”,

“Harvest Billion Letter” and “Keen Dynasty Letter” below).

Superb Ocean Limited had on 8th March, 2012 entered into a
preliminary sale and purchase agreement (the “Superb Ocean
Agreement”) in respect of the purchase of a residential unit of One
WanChai (the Group's property held for sale) at a consideration of
HK$9,022,000.

Pursuant to the Listing Rules, the transactions contemplated under
Utmost Honest Letter, Jubilee King Letter, Harvest Billion Letter,
Keen Dynasty Letter and Superb Ocean Agreement constituted
connected transactions for the Company. As at the date of these
letters or agreement, Mr. Joseph Lau, was a director and the sole
beneficial owner of Utmost Honest Limited; Ms. Chan, Hoi-wan, an
associate of Mr. Joseph Lau, was a director and the sole beneficial
owner of Jubilee King Limited; and Ms. Mary Lau, Yuk-chun, a sister
of Mr. Joseph Lau, was a director and the sole beneficial owner
of each of (i) Harvest Billion Limited; (ii) Keen Dynasty Limited;
and (i) Superb Ocean Limited. Therefore, each of Mr. Joseph Lau,
Ms. Chan, Hoi-wan and Ms. Mary Lau, Yuk-chun was a connected

person to the Company.

As the applicable aggregated percentage ratios in respect of each
of (i) the transactions contemplated under Utmost Honest Letter
and Jubilee King Letter (taking into account the Deep Water Bay
Road Transaction mentioned in (1) above); and (ii) the transactions
contemplated under Harvest Billion Letter, Keen Dynasty Letter and
Superb Ocean Agreement, was less than 5%, these transactions
were only subject to the reporting and announcement requirements
but were exempt from independent shareholders’ approval
requirement pursuant to Chapter 14A of the Listing Rules. An
announcement in respect of the said transactions was made on 8th
March, 2012.
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CONNECTED TRANSACTIONS (contd)

Continuing Connected Transactions

M

On 4th November, 2008, the Company's indirect wholly-owned
subsidiary — Fancy Mark Limited as borrower entered into a loan
agreement with G-Prop as lender regarding a three-year revolving
facility of up to HK$200 million, expired on 3rd November, 2011,
with the Company acting as guarantor for repayment of the loan
(the “First GP Loan Transaction”). The First GP Loan Transaction
constituted a continuing connected transaction of the Company
since G-Prop was a connected person to the Company pursuant
to the Listing Rules but exempted from reporting, announcement
and independent shareholders’ approval requirements under Rule
14A.65(4) of the Listing Rules.

During the term of the First GP Loan Transaction and as at the date
immediately before its expiry, a total sum of HK$200 million had
been drawn by Fancy Mark Limited at the interest rate of HIBOR
plus 1% per annum. The loan was repayable on demand upon
receiving not less than one month's prior notice from G-Prop.
Pursuant to the terms of the agreement of the Second GP Loan
Transaction (as defined in (2) below), the HK$200 million advance
of the First GP Loan Transaction was deemed to have been
repaid and replaced by the drawdown in the same amount made
under the agreement of the Second GP Loan Transaction on 3rd
November, 2011.

Having reviewed the First GP Loan Transaction, the Independent
Non-executive Directors of the Company, pursuant to Rule 14A.37
of the Listing Rules on the requirement to carry out an annual
review on the continuing connected transaction, confirmed that
the First GP Loan Transaction was made in the ordinary and usual
course of business of the Company, on normal commercial terms
and in accordance with the relevant loan agreement governing it
on terms that were fair and reasonable and in the interests of the
shareholders of the Company as a whole.

The auditors of the Company, pursuant to Rule 14A.38 of the
Listing Rules, confirmed in their letter made in accordance with
Hong Kong Standard on Assurance Engagements 3000 “Assurance
Engagements other than Audits or Reviews of Historical Financial
Information” and with reference to Practice Note 740 "Auditor's
Letter on Continuing Connected Transactions under the Hong Kong
Listing Rules” issued by the Hong Kong Institute of Certified Public
Accountants (collectively “HKICPA Guidelines”) that the First GP
Loan Transaction had received the approval of the Board and had
been entered into in accordance with the relevant loan agreement.
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CONNECTED TRANSACTIONS (contd)

Continuing Connected Transactions (Cont'd)

@

CHINESE ESTATES HOLDINGS LIMITED

Before the expiry of the First GP Loan Transaction as mentioned
in (1) above, on 22nd September, 2011, Fancy Mark Limited as
borrower, G-Prop as lender and the Company as guarantor entered
into another loan agreement regarding a three-year revolving
facility of up to HK$300 million, commenced from 3rd November,
2011 and ending on 2nd November, 2014 (the “Second GP
Loan Transaction”). The Second GP Loan Transaction constituted a
continuing connected transaction of the Company since G-Prop was
a connected person to the Company pursuant to the Listing Rules
but exempted from reporting, announcement and independent
shareholders’ approval requirements under Rule 14A.65(4) of the

Listing Rules.

As at 31st December, 2011, a total sum of HK$300 million had
been drawn by Fancy Mark Limited at the interest rate of HIBOR
plus 1.5% per annum. The loan was repayable on demand upon

receiving not less than one month's prior notice from G-Prop.

Having reviewed the Second GP Loan Transaction, the Independent
Non-executive Directors of the Company, pursuant to Rule 14A.37
of the Listing Rules on the requirement to carry out an annual
review on the continuing connected transaction, confirmed that the
Second GP Loan Transaction was made in the ordinary and usual
course of business of the Company, on normal commercial terms
and in accordance with the relevant loan agreement governing it
on terms that were fair and reasonable and in the interests of the

shareholders of the Company as a whole.

The auditors of the Company, pursuant to Rule 14A.38 of the
Listing Rules, confirmed in their letter made in accordance with
HKICPA Guidelines that the Second GP Loan Transaction had
received the approval of the Board and had been entered into in

accordance with the relevant loan agreement.
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CONNECTED TRANSACTIONS (contd)

Continuing Connected Transactions (Cont'd)

3

On 18th December, 2009, Chinese Estates, Limited, a direct wholly-
owned subsidiary of the Company, entered into a contract with
Mr. Joseph Lau in respect of the provision of certain management
and maintenance services to the properties and related assets
owned by Mr. Joseph Lau and/or his associates and related parties
commenced on 1st January, 2010 and until 31st December, 2012
(the "Contract”). The annual caps of the service charges payable
by Mr. Joseph Lau to Chinese Estates, Limited under the Contract
for each of the three financial years - 31st December, 2010, 31st
December, 2011 and 31st December, 2012, were set at HK$10
million (the “Caps") as disclosed in the Company's announcement
dated 18th December, 2009.

Mr. Joseph Lau, being the Chairman and an Executive Director,
the Chief Executive Officer and a substantial shareholder of the
Company was a connected person of the Company and hence the
Contract and the transactions contemplated thereunder constituted
continuing connected transactions for the Company under Chapter
14A of the Listing Rules. The applicable percentage ratios of the
Caps pursuant to Chapter 14A of the Listing Rules exceeded 0.1%
but were expected to be less than 2.5%, hence the Contract
and the Caps were only subject to reporting, announcement and
annual review requirements but exempted from the independent
shareholders' approval requirement pursuant to the then Rule
14A.34 of the Listing Rules.

Having reviewed the subject continuing connected transactions, the
Independent Non-executive Directors of the Company, pursuant to
Rule 14A.37 of the Listing Rules on the requirement to carry out an
annual review on the continuing connected transactions, confirmed
that the transactions were made in the ordinary and usual course of
business of the Company (other than those in relation to household
management and maintenance services), on normal commercial
terms and in accordance with the Contract governing them on
terms that were fair and reasonable and in the interests of the
shareholders of the Company as a whole.

The auditors of the Company, pursuant to Rule 14A.38 of the Listing
Rules, confirmed in their letter made in accordance with HKICPA
Guidelines that the subject continuing connected transactions
had received the approval of the Board, were in accordance with
the pricing policies of the Company, had been entered into in
accordance with the Contract and had not exceeded the cap
disclosed in the said announcement made on 18th December,
2009.
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CONNECTED TRANSACTIONS (contd)

Continuing Connected Transactions (Cont'd)
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CHINESE ESTATES HOLDINGS LIMITED

In July and August 2010, the Group had disposed, inter alia,
Excelsior Plaza, Laforet and Southorn Centre to the private
companies wholly-owned by Mr. Joseph Lau (the “Disposal
Transactions").

Subsequent to the completion of the Disposal Transactions, Perfect
World Company Limited, the Company's indirect wholly-owned
subsidiary, had in accordance with the term of the respective sale
and purchase agreements of the Disposal Transactions, entered into
the following agreements for a term of three years:-

(i)  property management agreement dated 27th July, 2010 with
Sunny Ocean Limited regarding the provision of property
management services to Excelsior Plaza (“1st Property

Management Agreement”);

(i)  property management agreement dated 20th August, 2010
with Viewide Properties Limited regarding the provision of
property management services to Laforet (“2nd Property
Management Agreement”); and

(iiiy  property management agreement dated 20th August, 2010
with Baharica Limited regarding the provision of property
management services to Southorn Centre (“3rd Property
Management Agreement”)

(collectively the “Property Management Agreements").

Pursuant to the announcement dated 18th May, 2010, the annual
caps for the Year of the 1st Property Management Agreement,
2nd Property Management Agreement and 3rd Property
Management Agreement were HK$ 1,000,000, HK$12,000,000 and
HK$8,000,000 respectively.

Sunny Ocean Limited, Viewide Properties Limited and Baharica
Limited were associates of Mr. Joseph Lau upon completion of the
Disposal Transactions, therefore the entering into of the Property
Management Agreements constituted continuing connected
transactions for the Company under Chapter 14A of the Listing
Rules. As the applicable percentage ratios for the aggregate of
the expected annual caps of the subject continuing connected
transactions as required under Rule 14A.25 of the Listing Rules are
less than 5%, the subject continuing connected transactions were
only subject to the reporting, announcement and annual review
requirements but exempted from the independent shareholders'
approval requirements under Rule 14A.34 of the Listing Rules.
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CONNECTED TRANSACTIONS (contd)

Continuing Connected Transactions (Cont'd)

)

(Cont'd)

Having reviewed the subject continuing connected transactions, the
Independent Non-executive Directors of the Company, pursuant to
Rule 14A.37 of the Listing Rules on the requirement to carry out an
annual review on the continuing connected transactions, confirmed
that the transactions were made in the ordinary and usual course
of business of the Company, on normal commercial terms and in
accordance with the Property Management Agreements governing
them on terms that were fair and reasonable and in the interests of

the shareholders of the Company as a whole.

The auditors of the Company, pursuant to Rule 14A.38 of the Listing
Rules, confirmed in their letter made in accordance with HKICPA
Guidelines that the subject continuing connected transactions
had received the approval of the Board, were in accordance with
the pricing policies of the Company, had been entered into in
accordance with the Property Management Agreements and had
not exceeded the annual caps disclosed in the announcement
made on 18th May, 2010

Potential Leasing Competition

As mentioned in “Directors’ Interests in Competing Businesses”
section of this report, subsequent to the completion of the Disposal
Transactions, there was potential leasing competition for existing
and prospective tenancies between the Private Properties, being
properties owned by Mr. Joseph Lau, and the investment properties
held by the Group.

In the course of carrying out an annual review on the subject
continuing connected transactions, the Independent Non-executive
Directors of the Company had also carried out an annual review
on the compliance of the undertakings in respect of the said
potential leasing competition provided by Mr. Joseph Lau and the
corresponding monitoring measures implemented by the Company,
and confirmed that such undertakings and monitoring measures
were duly complied with and considered adequate monitoring

measures were in place to avoid the potential leasing competition.

Save as aforesaid, there were no other discloseable non-exempted

connected transaction or non-exempted continuing connected transaction

under the Listing Rules during the Year and up to the date of this report.
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CONNECTED TRANSACTIONS (contd)

Continuing Connected Transactions (Cont'd)

Save as aforesaid, none of the “Material Related Party Transactions” as
disclosed in Note 51 to the consolidated financial statements for the year
ended 31st December, 2011 constituted discloseable non-exempted
connected transaction or non-exempted continuing connected transaction
under the Listing Rules.

To the extent of the above "Material Related Party Transactions”
constituted connected transaction as defined in the Listing Rules, the
Company had complied with the relevant requirements under Chapter
14A of the Listing Rules during the Year.

RETIREMENT BENEFIT SCHEMES

The Group operates two retirement benefit schemes:-

(1) the provident fund scheme as defined in the Occupational
Retirement Schemes Ordinance, Chapter 426 of the laws of Hong
Kong (the “ORSO Scheme"); and

(2) the provident fund scheme as defined in the Mandatory Provident
Fund Schemes Ordinance, Chapter 485 of the laws of Hong Kong
(the “MPF Scheme").

Both the ORSO Scheme and the MPF Scheme are defined contribution
schemes and the assets of both schemes are managing by their
respective trustees accordingly.

The ORSO Scheme is available to the Group's full-time permanent staff
employed in Hong Kong before 1st December, 2000. Contributions to
the ORSO Scheme are made by the Group at 5%, 7.5% or 10% based
on the staff's basic salary depending on the length of service. Staff
members are entitled to 100% of the Group's contributions together with
accrued returns after completing 10 years of service or more, or attaining
the retirement age, or are entitled at a reduced scale between 30% to
90% of the Group's contributions after completing a period of service
of at least 3 years but less than 10 years. The ORSO Scheme allowed
any forfeited contributions (made by the Group for any staff member
who subsequently left the ORSO Scheme prior to vesting fully in such
contributions) to be used by the Group to offset the current level of
contributions of the Group.

The MPF Scheme is available to all employees aged 18 to 64 and with
at least 60 days of service under the employment of the Group in Hong
Kong. Contributions are made by the Group at 5% based on the staff's
relevant income. The maximum relevant income for contribution purpose
is HK$20,000 per month. Staff members are entitled to 100% of the
Group's contributions together with accrued returns irrespective of their
length of service with the Group, but the benefits are required by law to
be preserved until the retirement age of 65.
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RETIREMENT BENEFIT SCHEMES (contd)

In order to provide similar benefits to those who joined the MPF Scheme
and the ORSO Scheme, the Group provided an additional portion (the
“Top-up Portion”) for those who joined the MPF Scheme. The purpose
of the Top-up Portion is to match up the benefits of the MPF Scheme
with that of the ORSO Scheme by providing those staff under the MPF
Scheme with basic salary over HK$20,000 and/or years of service over 5.
Contributions to the Top-up Portion are made by the Group at 5%, 7.5%
or 10% of the staff's basic salary less the Group's mandatory contribution
under the MPF Scheme as mentioned above.

The Group's total cost for the schemes charged to consolidated statement
of comprehensive income for the year ended 31st December, 2011
amounted to approximately HK$8,177,000 (2010: HK$6,846,000).
In addition, an amount of forfeited employer's contributions for the
schemes amounted to approximately HK$483,000 (2010: HK$397,000)
was utilised towards reducing the Group's contributions during the Year
and the balance available to reduce future contributions amounted to
approximately HK$29,000 (2010: HK$42,000).

SHARE AWARD SCHEME

A share award scheme (the “Share Award Scheme”) was adopted by
the shareholders of the Company at the special general meeting held
on 14th January, 2009 (the "Adoption Date"). The Share Award Scheme
is a long-term incentive arrangement for the selected employees. The
purpose of the Share Award Scheme is to recognise and reward certain
employees of the Group for their contributions to the Group and to give
long-term incentives for retaining them for the continued operations and
development of the Group. It also intends to attract suitable professional
recruits to join the Group and to assist in the further development of the
Group.

The Board may from time to time, at its absolute discretion and subject
to such terms and conditions as it may think fit (including the basis of
eligibility of each employee determined by the Board from time to time),
after having taken into account recommendations made by members of
the Group and assessment of individual performance pursuant to internal
appraisal system, select an employee for participation in the Share Award
Scheme as a Selected Employee (“Selected Employee”) and determine
the number of shares which may be awarded to such Selected Employee
pursuant to the terms of the Share Award Scheme (“Awarded Share(s)").
A Selected Employee shall qualify to be allotted and issued the Awarded
Shares after all the qualifying conditions have been fulfilled, unless
otherwise determined by the Board at its discretion.

The issue price for each Awarded Share shall, subject to the terms of
the Share Award Scheme, be an amount equal to its nominal value and
shall be paid or satisfied in cash by the relevant member of the Group
engaging the Selected Employee or, if payment by the relevant member
of the Group engaging the Selected Employee is not permitted under
applicable law, any member of the Group, upon the allotment and issue
of the Awarded Shares.
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SHARE AWARD SCHEME (contd)

The total number of shares which may be issued in response to the
Share Award Scheme and any other incentive or option schemes of
the Company (if any) shall not in aggregate exceed 207,775,007, being
10% of the total number of shares in issue on the Adoption Date and
represents approximately 10.89% of the total number of shares in issue
at the date of this report. No granting of Awarded Shares was made for
the Year.

The maximum number of Awarded Shares to be granted to each Selected
Employee under the Share Award Scheme in any 12-month period shall
not exceed in aggregate 1% of the shares in issue as at the date of such
grant.

Subject to any early termination pursuant to the terms of the Share Award
Scheme, the Share Award Scheme shall be valid and effective for a period
of 10 years commencing from the Adoption Date (i.e. until 13th January,
2019). As at the date of this report, the remaining life of the Share Award
Scheme is less than 7 years.

Details of the Share Award Scheme were set out in the circular of the
Company dated 23rd December, 2008.

PUBLIC FLOAT

Based on information that is publicly available to the Company and
within the knowledge of the Directors, the Company had maintained the
prescribed amount of public float during the Year and up to the date of
this report as required under the Listing Rules.

AUDITORS

The consolidated financial statements for the Year were audited by Messrs
HLB Hodgson Impey Cheng (“HLB") whose term of office will expire
upon the conclusion of the forthcoming annual general meeting. In March
2012, the practice of HLB was reorganised as HLB Hodgson Impey Cheng
Limited. A resolution for the appointment of HLB Hodgson Impey Cheng
Limited as the auditors of the Company for the ensuing year will be
proposed to the shareholders at the forthcoming annual general meeting.

On behalf of the Board
Joseph Lau, Luen-hung
Chairman

Hong Kong, 16th March, 2012
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