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FINANCIAL REVIEW

During the year under review, the Group's profit for the
year increased 60.8% to HK$578.3 million (2005: HK$359.7
million). A major portion of the profit came from revaluation
gains on the Group's properties, reflecting the Group's
successful transformation from a pure construction
company to a major China property investor and developer.
The Group's properties in Shenzhen, Beijing and Guangzhou
all showed significant gains due to higher property prices,
RMB appreciation and improved occupancy rates. Property
prices in Shenzhen were particularly strong, with prices rise
509%.

The Group's revenue, which still primarily reflects the
construction business, rose by 59.4% to HK$395.7 million
(2005: HK$248.3 million). However, gross profit for the year
declined 8.2% to HK$79.3 million (2005: HK$86.4 million) as
gross margins on the construction business remained under
pressure. Basic earnings per share was reported at HK$21.5
cents (2005: HK15.8 cents), though with the dilution effect
brought about by an increase in the number of shares
issued, to 3,645,997,437 shares as at the end of 2006 from
2,328,409,272 in 2005.
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Index 2600

BUSINESS REVIEW

The Group continued pursuing its new emphasis on the
property and alternative energy sectors in China in the year
under review. In order to give it greater flexibility to expand
its various business segments, during the year the Group
completed the change of domicile of its holding company
from Hong Kong to Bermuda by way of the Scheme
of Arrangement. HKC (Holdings) Limited, a company
incorporated in Bermuda with limited liability, became the
new holding company of the Group and its shares were
listed on the Main Board of The Stock Exchange of Hong
Kong Limited on 17th November 2006.

The success of the Group in moving beyond its traditional
role in construction into the new spheres of property,
alternative energy and infrastructure is amply shown by the
increase of the Group’s net asset value over the past couple
of years. As at 31st December 2006, its net asset value had
risen to HK$3,903.4 million, a remarkable rise that is largely
due to the value of the Group's premium property portfolio
in some of China's largest and most booming cities.

There follows a review of operations for each of the Group’s
business sectors.

Strong property markets, particularly in Shenzhen,
result in large revaluation gains

HKC primarily focuses on hotel, retail and commercial
property investment, development and operation. It holds
a mixed portfolio made up both of existing investments
and of major projects planned for development. Upcoming
projects, amongst which are a number of major greenfields
developments, are a special emphasis of the Group, as they
typically offer higher returns. The Group's existing property
holdings, meanwhile, generate steady stable revenue for
the Group over the longer term.

The Group benefited from strong property markets,
particularly in Shenzhen. In 2006, Shenzhen property prices
increased approximately 50%, significantly higher than the
other major cities in China. Property investors rotated to
Shenzhen from Beijing and Shanghai. As a result, the Group's
Shenzhen properties, particularly Jingguang Centre and
Shun Hing Square in Shenzhen, showed large revaluation
gains.
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The Group's major development projects active in 2006 were
located in Shanghai, Tianjin and Nanxun. Construction for
these projects is expected to begin in 2007 and meaningful
revenues to be generated before 2010. Meanwhile, the
Group maintained its property investment portfolio of first-
classcommercial and residential developments in Shenzhen,
Guangzhou and Beijing, all of which are generating a steady
stream of rental revenue. As a long-term investment, the
Group also has interests in The Peninsula Beijing Hotel and
Jingguang New World Hotel in Beijing.

In June 2006, the Group increased its interests in Dorboy
Investment Limited ("Dorboy”) by 30%, making Dorboy an
80% owned subsidiary of the Group. Dorboy's principal asset
is the Jingguang Centre in Shenzhen. The move gave the
Group greater control over the Jingguang Centre, and brings
with it the flexibility to renovate or repackage the Centre in
ways that will enhance its value and its returns. With its
controlling stake, the Group has been able to introduce
new management and provide incentive structures that
have resulted in increased occupancy and rental income.
These improvements provided a significant proportion of
the Group's revaluation gains for the year.

Continuing to invest in Alternative Energy

The Group has begun to invest strategically in alternative
energy projectsin the PRC, taking advantage of global trends
to boost the utilization of alternative energy sources and
responding to PRC legislation requiring a 15% contribution
of alternative energy to the country's energy supply by
2020.

To date, the Group has been actively involved in building,
operating and managing two 30MW wind power stations
in Heilongjiang in the PRC. These wind power stations
are now ready to begin generating electricity and will be
connected to the power grid in 2007. During the year under
review, the Group acquired additional shareholdings in this
enterprise, by increasing its shareholdings in Asia Wind
Power (Mudanjiang) Company Limited from 64.7% to 86%
and those in Hong Kong Wind Power (Muling) Company
Limited from 75% to 80%. The move reflects the Group's
confidence in the long-term value of this form of alternative
energy in the China context.

With a strong belief in the high potential of wind power, the
Group has also been pursuing other similar opportunities for
investment and development. On 11th September 2006, its
tenderforawind power projectin Danjinghe, Hebei Province
(submitted jointly with the China Energy Conservation
Investment Corporation ("CECIC"), was accepted by the
local government authorities. According to the agreement,
the Group and CECIC will establish a joint venture to invest
in, construct and operate a wind power plant with a total
capacity of 200MW. The Group and CECIC will contribute
40% and 60% of the registered capital respectively for the
project, with a total investment of approximately RMB1.6
billion.
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During the year, the Group also acquired the preferential
rights to develop a wind power plant at Siziwang Qi in
Inner Mongolia in the PRC. This project will be on a much
larger scale than the Heilongjiang one. Sited on an area of
1,000 sq@. km in a region of China noted for its strong reliable
winds, the Group hopes to develop generation capacity of
between100MW and 150MW by 2008.

In addition, the Group entered into a joint venture with
CECIC for a waste-to-energy plant in Shandong in the PRC
that is 40% owned by the Group and 60% by CECIC. The
project, which includes two plants, will begin operations in
the second half of 2007, with a 24MW output capacity and
the ability to process up to 300,000 tonnes of household
waste. Besides being able to generate electricity for sale,
the project will also generate additional revenue from
trading within the Clean Development Mechanism, steam
production, waste collection activities, and from sales of
ash-based raw materials.

Infrastructure starting to provide steady income

The Group’s investment in the water supply plant in the
Yangpu Economic Development Zone in Hainan in the PRC
has contributed its first full year's revenue and profit. The
plant has made a strong start as a contributor to the Group,
due to its strategic position as sole supplier of water for
industrial use in the area.

As for the Group's BOT toll road project in Guilin in the PRC
which will link up with China’s Western Expressway, this
road is still under construction. Work is continuing steadily
and completion is targeted for the end of 2007. Currently,
traffic projections for the road have risen above original
expectations, and the Group also sees good opportunities
for real estate development near the road.
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These two infrastructure projects are expected to be stable
income drivers for the Group over the next few years.

Construction

Construction is a traditional strength of the Group, and
although the Group has refocused its activities towards
property development it remains active in this sector.
One of the advantages of the Group's success in property
development has been that it can afford to be highly
selective in the construction projects that it takes on. Not
having to outbid low-margin competitorsin order to survive,
the Group’s construction sector has been able to focus on
high margin projects in which its expertise and traditional
quality can be given full expression. More importantly, its
construction arm is an essential support to the Group's
property development, in particular by acting as the main
contractor for major greenfields projects. In this way, the
Group is able to maintain careful control over the costs,
quality and timing of its property construction projects.

Two independent projects won by the Group's construction
arm during 2006 involved projects in Hong Kong and in
South America. In Hong Kong, the Group began building the
Hong Kong School of Creativity, which will be the showcase
facility of the Hong Kong Institute of Contemporary Culture
to nurture future talents of the performing arts. The contract
sum for this project was HK$97.0 million, and completion
is targeted for late 2007. At the same time, the Group was
engaged by CITIC International Contracting Inc. to provide
project management services for its construction of the
Phase Il of a coal-fire power station in Municipio de Candiota,
Estado do Rio, Brazil. The contract is worth approximately
US$6.6 million (approximately HKS51.5 million).

OUTLOOK

Property Investment, Development and
Management

The Group's property development activities have
continued apace into 2007, with the first few months of this
year bringing further important advances. In January 2007,
the Group’s RMB129.0 million bid to acquire one of two
adjacentlots of land in the Nanxun Economic Development
District in Nanxun District in Huzhou City, Zhejiang Province,
was accepted by local government authorities. The Group
plans to develop this 208,000 sg.m. site into a trading
complex that will provide a new centralised marketplace for
suppliers of construction materials and furniture in Nanxun
District. Nanxun is renowned as a major China trading centre
for construction materials and furniture, and the Group’s
development will consolidate the existing fragmented
series of small market venues into a single integrated
commercial complex with a floor area of over 300,000 sg.m.
Development is expected to be completed by 2008.
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In February 2007, another of the Group's land bids was
accepted. This was for a parcel of land in Tianjin occupying
around 61,000 sg.m., for which the Group bid RMB445.3
million. This prime location will be developed into a five-star
hotel and commercial complex with clubhouse, which the
Group will then operate. The project will be overseen by a
wholly-owned subsidiary of the Group, Tianjin Jingang Real
Estate Investment Company Limited. The site is located in
Tianjin Jinao International City, an area of the city favoured
by expatriates. Tianjin is part of the Baohai Bay Rim area that
has been identified as a focus for development in China's
"11th Five Year Plan”,and the Group believes that the growth
prospects for the city are immense in the longer term.

Most recently, in March 2007, the Group resolved in a special
general meeting to acquire an extra 15% share interest in
the Shanghai Jingang North Bund Real Estate Company
Limited, raising its stake in the company from 10% to 25%.
The stake was purchased at a 12% discount from the Sinar
Mas Group. reflecting Sinar Mas Group's strong support to
HKC. This company is principally engaged in developing an
integrated hotel, shopping mall and office complex on a
premium 56,670 sg.m. site to the north of the International
Passenger Transportation Terminal in Hongkau, Shanghai,
targeted for completion in 2010. Located directly on
the North Bund, the development is on one of the most
attractive sites in Shanghai.

Using its business network, the Group has also begun
looking outside tier one cities like Shanghai and Tianjin
and assessing the property potential of many thriving tier-
two cities. It is continuing to track down and acquire high-
potential land banks in cities such as Wuhan, Chengdu and
Guilin. All along, its strategy is to enhance the value of its
property investment portfolio in every way possible, and
seek out opportunities for maximizing the returns it enjoys
from current property investments. This may involve selling
non-core property assets, and using the funds to invest in
properties with the potential for higher returns.

Alternative Energy

As alternative energy moves further and further into the
spotlight globally as a priority for creating a sustainable
future, the Group expects to build on its solid alternative
energy foundations to invest further in this sector. In
particular, it sees wind power as of very high potential,
especially given the wind resources available in certain
areas of China. Its wind power testing site in Inner Mongolia
shows promising results, and the Group is planning to
develop a power generation plant there with a capacity of
between T00MW and 150MW, with completion earmarked
for 2008. It aims to increase the generation capacity of the
project to between 1,000MW and 1,500MW by 2020.

Besides wind power and waste-to-energy, the Group is also
exploring other potential alternative energy avenues, such
as biofuel. A type of renewable energy, biofuel is produced
from palm oil and could help both resolve the problem
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of fossil fuel depletion and reduce pollutants generated
by the consumption of fossil fuels. With its strong long-
term potential, we believe that such development has a
promising future and could bring the Group huge economic
advantages.

Construction

Recent positive developments in the Hong Kong economy
indicate scope for new profitability in the construction
sector, in which the Group remains active. Hong Kong's
2007/08 Budget forecast a budget surplus of HK$55.1
billion for the year, and in the light of this the financial
Secretary declared a continued Government commitment
to earmarking an average of HK$29.0 billion a year for Hong
Kong infrastructure projects. Further, the Transport, Logistics
and Infrastructure focus group of the Economic Summit on
“China’s 11th Five-Year Plan and the Development of Hong
Kong" has recommended that the Hong Kong Government
should increase investment in developing the transport
network linking Hong Kong and Mainland China, a further
incentive for the Government to embark on new large-scale
construction projects.

As an experienced and long-standing player in the Hong
Kong construction industry, the Group sees good potential
for selectively acquiring high margin construction projects
in the coming few years. Specifically, the Group’s wholly-
owned subsidiary Hong Kong Construction (Hong Kong)
Limited remains one of only a handful of companies
qualified to submit tenders for all five categories of the
HKSAR Government's Group C General and Group I
Specialist contract lists.
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On the Mainland side, the Group’s wholly-owned subsidiary
Hong Kong Construction (China) Engineering Co., Ltd.
is one of the few foreign companies to hold licences to
act both as a “Main Contractor for Building Construction
- Special Grade” and as a “Main Contractor for Municipal
Public Work — First Grade (for roads, bridges and tunnels in
city areas)”. These licences, awarded by the PRC's Ministry of
Construction, have been held by Hong Kong Construction
(China) Engineering Co,, Ltd.

Employees

As at the end of December 2006, the Group’s operations
in Hong Kong and Mainland China employed a total of
approximately 335 employees. In addition, the Group
periodically appoints technical and engineering consultants
on contract terms for its ongoing construction projects. All
employees are remunerated according to the nature of
their jobs, their individual performance, the Group's overall
performance, and the prevailing marketing conditions.

Liquidity and Financial Resources

As at 31st December 2006, the Group's total borrowings
were reported at HK$2,235.5 million, a rise of 69.2% when
compared with the equivalent figure of HK$1,321.3 million
for 2005. The total borrowings for 2006 included Hong Kong
Dollar borrowings totaling HK$139.8 million (2005: HK$272.8
million), Renminbi borrowings of HK$2,095.7 million (2005:
HK$853.7 million) and no US Dollar borrowings in 2006
(2005: HKS$194.8 million).

Most of the Group's outstanding borrowings mature on
dates spread over the next five years, with HK$369.9 million
repayable within one year or on demand, HK$619.8 million
repayable within two to five years, and HK$1,245.8 million
repayable after five years. All of the Group’s outstanding
borrowing takes the form of interest-bearing loans, with
interest rates fixed at market prices.
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As at 31st December 2006, the Group had pledged
deposits of HK$294.2 million and unpledged cash and cash
equivalents amounting to HK$1,062.5 million. These figures
compare very favourably to the equivalent respective
figures of HK$12.6 million and HK$597.7 million recorded in
the previous financial year.

One of the reasons for the improvement in the Group's
cash position was the share placing completed on 23rd
November 2006, when 607,664,546 new shares were placed
at the price of HKS$ 1.1 per share to independent institutional
investors. The net proceeds were HK$655.0 million. The share
placing strengthens the financial position of the Company
and broadens its shareholder and capital base.

The Group did not use financial instruments for financial
hedging purposes in 2006.

The year 2007 and beyond will see the Group continue in its
efforts to establish an optimum financial structure that best
reflects the long-term interests of its shareholders. To this
end, it will actively consider a variety of alternative sources
of funding through which to finance future investments.

Details of Charges in Group Assets

The year under review saw the Group and certain of its
subsidiaries use properties and equipment worth HK$2,118.3
million (2005: HK$1,052.6 million) as security for bank and
other loans.

Gearing Ratio

The Group's gearing ratio as at 31st December 2006 was
22.9%, compared with 33.5% at 31st December 2005. This
figureis the ratio of total borrowings (excluding the amounts
due to minority shareholders) less cash and cash equivalents
(including pledged deposits), divided by the total equity.

Contingent Liabilities

(@) The Group has contingent liabilities in respect of
banking facilities granted to certain buyers of properties
of the Group and its associated companies.

(b) The Group has contingent liabilities in respect of
performance bonds and guarantees under contracts
and other agreements entered into in the normal course
of business.
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