NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R e M HRME

1. GENERAL INFORMATION AND GROUP 1. —REHREREHR
REORGANISATION
1.1 General information 1.1 —\EH

HKC (Holdings) Limited (the “Company”) was incorporated
in Bermuda on 14th April 2005 as an exempted company
with limited liability. The address of its registered office
is Clarendon House, 2 Church Street, Hamilton HM1T,
Bermuda.

The Company and its subsidiaries (together “the Group”)
engage in the business of property development and
investment, alternative energy investment, infrastructure
and construction. The Group has construction contracts and
investments mainly in Hong Kong and Mainland China.

The Company is listed on the main board of The Stock
Exchange of Hong Kong Limited.

These consolidated financial statements are presented in
million of units of HK dollars (HKS Million), unless otherwise
stated. These consolidated financial statements have been
approved for issue by the Board of Directors on 16th April
2007.

Group reorganisation

Pursuant to a group reorganisation under a scheme of
arrangement (“the Group Reorganisation”) sanctioned by
the High Court of the Hong Kong Special Administrative
Region, which became effective on 16th November 2006,
the Company issued 3,028332,891 shares and transferred
10,000,000 shares to the shareholders of Hong Kong
Construction (Hong Kong) Limited (“HK Co"), which was
formerly known as Hong Kong Construction (Holdings)
Limited, the then holding company of the Group, in
exchange for the entire issued share capital of HK Co. HK Co
then became a wholly owned subsidiary of the Company
which became the holding company of the companies now
comprising the Group.

Upon completion of the Group Reorganisation on 16th
November 2006, the Company’s shares were listed on the
Stock Exchange by way of introduction on 17th November
2006 and the listing status of HK Co was withdrawn on 16th
November 2006. Details of the Group Reorganisation were
set out in a circular issued by HK Co dated 11th August
2006.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

R e M HRME

2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. FEESFHREE
POLICIES
The principal accounting policies applied in the preparation of BUREVBREMRAZ EZEFHERES
these consolidated financial statements are set out below. These ZIIJ—F cBREAMBIN  ZEBERD KB ER
policies have been consistently applied to all the years presented, FENEHER -

unless otherwise stated.

2.1 Basis of preparation 2.1

The consolidated financial statements of HKC (Holdings)
Limited have been prepared in accordance with Hong Kong
Financial Reporting Standards (HKFRS). The consolidated
financial statements have been prepared under the historical
costconvention,as modified by the revaluation of investment
properties, available-for-sale financial assets, financial assets
and financial liabilities (including derivative instruments) at
fair value through profit or loss.

The Group Reorganisation has been reflected in these
consolidated financial statements using the principles of
merger accounting, as prescribed in Hong Kong Accounting
Guideline 5 "Merger Accounting for Common Control
Combinations”issued by the Hong Kong Institute of Certified
Public Accountants (the "HKICPA”"). The consolidated financial
statements include the financial position, results and cash
flows of the companies comprising the Group as if the current
group structure had been in existence since 1st January 2005,
or since their respective dates of incorporation.

The consolidated financial statements incorporate the
financial statements of the combining entities or businesses
in which the common control combination occurs as if they
had been combined from the date when the combining
entities or businesses first came under the control of the
controlling party.

The net assets of the combining entities or businesses
are combined using the existing book values from the
controlling parties’ perspective. No amount is recognised in
consideration for goodwill or excess of acquirers’ interest in
the net fair value of acquiree’s identifiable assets, liabilities
and contingent liabilities over cost at the time of common
control combination, to the extent of the continuation of the
controlling party’s interest.

The consolidated income statement includes the results of
each of the combining entities or businesses from the earliest
date presented or since the date when the combining
entities or businesses first came under the common control,
where there is a shorter period, regardless of the date of the
common control combination.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. FESHBERHEE (#)
POLICIES (continued)
2.1 Basis of preparation (continued) 2.1 WREE (|

The comparative amounts in the consolidated financial
statements are presented as if the entities or businesses
had been combined at the previous balance sheet date or
when they first came under common control, whichever is
shorter.

A uniform set of accounting policies is adopted by those
entities. All intra-group transactions, balances and unrealised
gains on transactions between combining entities or
businesses are eliminated on consolidation.

Transaction costs, including professional fees, registration
fees, costs of furnishing information to shareholders, costs
or losses incurred in combining operations of the previously
separate businesses, etc,, incurred in relation to the common
control combination that is to be accounted for by using
merger accounting is recognised as an expense in the period
in which itis incurred.

The preparation of financial statements in conformity with
HKFRS requires the use of certain criticalaccounting estimates.
It also requires management to exercise its judgement in the
process of applying the Group’s accounting policies. The
areas involving a higher degree of judgement or complexity,
or areas where assumptions and estimates are significant
to the consolidated financial statements, are disclosed in
Note 4.

(@) Amendments and interpretation to published
standards effective in 2006 and adopted by the Group
In 2006, the Group adopted the new amendments and
interpretation of HKFRS and Hong Kong Accounting
Standards ("HKAS") below, which are relevant to its
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
ReMEHRME

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.1 Basis of preparation (continued)

(a)

Amendments and interpretation to published
standards effective in 2006 and adopted by the Group
(continued)

The Group has assessed the impact of the adoption of
these amendments and interpretation and considered
that there was no significant impact on the Group's
results and financial position nor any substantial
changes in the Group's accounting policies.

Standards, interpretations and amendments to existing
standards that are not yet effective

Certain new standards, amendments and interpretations
to existing standards have been published which are
relevant to the Group's operations and financial statements
and are mandatory for the Group's accounting periods
beginning on or after 1st January 2007 or later periods as
follows:

Effective from 1st January 2007
HKAS 1 (Amendment)  Presentation of Financial
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HK(FRIO-Int 8

HK(FRIO-Int 9

HK(FRIO-Int 10

HK(FRIO-Int 11

HKFRS 7

Statements: Capital Disclosures
Scope of HKFRS 2

Reassessment of Embedded
Derivatives

Interim Reporting and Impairment

HKFRS 2 - Group and Treasury
Share Transactions

Financial Instruments: Disclosures

Effective from 1st January 2009

HKFRS 8

Operating Segments
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The Group has not early adopted the above standards,
amendments and interpretations and is not yet in a
position to state whether substantial changes to the
Group'’s accounting policies and presentation of the
accounts will be resulted.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)
2.2 Consolidation
The consolidated financial statements include the financial
statements of the Company and all its subsidiaries made up
to 31st December.

(a)

Subsidiaries

Subsidiaries are all entities (including special purpose
entities) over which the Group has the power to
govern the financial and operating policies generally
accompanying a shareholding of more than one
half of the voting rights. The existence and effect of
potential voting rights that are currently exercisable
or convertible are considered when assessing whether
the Group controls another entity.

Subsidiaries are fully consolidated from the date on
which control is transferred to the Group. They are de-
consolidated from the date that control ceases.

The purchase method of accounting is used to account
for the acquisition of subsidiaries by the Group. The cost
of an acquisition is measured as the fair value of the
assets given, equity instruments issued and liabilities
incurred or assumed at the date of exchange, plus
costs directly attributable to the acquisition. Identifiable
assets acquired and liabilities and contingent liabilities
assumed in a business combination are measured
initially at their fair values at the acquisition date,
irespective of the extent of any minority interest. The
excess of the cost of acquisition over the fair value
of the Group's share of the identifiable net assets
acquired is recorded as goodwill (Note 2.7). If the cost
of acquisition is less than the fair value of the net assets
of the subsidiary acquired, the difference is recognised
directly in the income statement.

Inter-company transactions, balances and unrealised
gains on transactions between group companies are
eliminated. Unrealised losses are also eliminated unless
the transaction provides evidence of an impairment
of the asset transferred. Accounting policies of
subsidiaries have been changed where necessary to
ensure consistency with the policies adopted by the
Group.

In the Company's balance sheet the investments
in subsidiaries are stated at cost less provision for
impairment losses (Note 2.8). The results of subsidiaries
are accounted by the Company on the basis of dividend
received and receivable.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R e M HRME

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.2 Consolidation (continued)

(b)

Transactions and minority interests

The Group applies a policy of treating transactions with
minority interests as transactions with parties external
to the Group. Disposals to minority interests result
in gains and losses for the Group that are recorded
in the consolidated income statement. Purchases
from minority interests result in goodwill, being the
difference between the consideration paid and the
relevant share acquired of the carrying value of net
assets of the subsidiary.

Associated companies

Associated companies are all entities over which the
Grouphassignificantinfluence butnotcontrol,generally
accompanying a shareholding of between 20% and
50% of the voting rights. Investments in associated
companies are accounted for using the equity method
of accounting and are initially recognised at cost. The
Group's investment in associated companies includes
goodwill (net of any accumulated impairment loss)
identified on acquisition (Note 2.7).

The Group's share of its associated companies’ post-
acquisition profits or losses is recognised in the
income statement, and its share of post-acquisition
movements in reserves is recognised in reserves. The
cumulative post-acquisition movements are adjusted
against the carrying amount of the investment. When
the Group's share of losses in an associated company
equals or exceeds its interest in the associated
company, including any other unsecured receivables,
the Group does not recognise further losses, unless it
has incurred obligations or made payments on behalf
of the associated company.

Unrealised gains on transactions between the Group
and its associated companies are eliminated to
the extent of the Group's interest in the associated
companies. Unrealised losses are also eliminated unless
the transaction provides evidence of an impairment of
the asset transferred. Accounting policies of associated
companies have been changed where necessary to
ensure consistency with the policies adopted by the
Group.

Dilution gains and losses in associated companies are
recognised in the consolidated income statement.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)
2.2 Consolidation (continued)

(@]

Associated companies (continued)

In the Company’s balance sheet the investments in
associated companiesare stated at costless provision for
impairment losses (Note 2.8). The results of associated
companies are accounted for by the Company on the
basis of dividend received and receivable.

Jointly controlled entities

A jointly controlled entity is a contractual arrangement
whereby the Group and other parties undertake an
economic activity which is subject to joint control and
none of the participating parties has unilateral control
over the economic activity.

Investments in jointly controlled entities are accounted
for by the equity method of accounting. The
consolidated income statement includes the Group's
share of the results of jointly controlled entities for the
year, and the consolidated balance sheet includes the
Group's share of the net assets of the jointly controlled
entities and goodwill (net of any accumulated
impairment loss) on acquisition (Note 2.7).

In the Company’s balance sheet, the investments in
jointly controlled entities are stated at cost less provision
for impairment losses (Note 2.8). The results of jointly
controlled entities are accounted for by the Company
on the basis of dividends received and receivables.

2.3 Segment reporting

A business segment is a group of assets and operation
engaged in providing products or services that are subject
to risks and returns that are different from those of other
business segments. A geographical segment is engaged in
providing products or services within a particular economic
environment that are subject to risks and returns that
are different from those of segments operating in other
economic environments.

In accordance with the Group's internal financial reporting
and operating activities, the Group has determined that
business segments be presented as the primary reporting
format and geographical segments be presented as the
secondary reporting format.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
ReMEHRME

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

23

24

Segment reporting (continued)

Unallocated costs represent corporate expenses. Segment
assets consist primarily of investment properties, other
property, plant and equipment, properties held for
development or held for sale. Segment liabilities comprise
operating liabilities, taxation and borrowings. Capital
expenditure comprises additions to intangible assets and
property, plant and equipment, including additions resulting
from acquisitions through purchases of subsidiaries. Sales are
based on the country in which the customers are located.

Foreign currency translation

(@) Functional and presentation currency
[tems included in the financial statements of each of
the Group's entities are measured using the currency of
the primary economic environment in which the entity
operates (“the functional currency”). The consolidated
financial statements are presented in HK dollars,
which is the Company’s functional and presentation
currency.

(b)  Transactions and balances

Foreign currency transactions are translated into the
functional currency using the exchange rates prevailing
at the dates of the transactions. Foreign exchange
gains and losses resulting from the settlement of
such transactions and from the translation at year-
end-exchange rates of monetary assets and liabilities
denominated in foreign currencies are recognised in
the income statement.

Translation differences on non-monetary financial
assets and liabilities are reported as part of the fair value
gain or loss. Translation difference on non-monetary
financial assets and liabilities such as equities held at
fair value through profit or loss are recognised in profit
or loss as part of the fair value gain or loss. Translation
difference on non-monetary financial assets such as
equities classified as available for sale are included in
the available-for-sale reserve in equity.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

24

25

Foreign currency translation (continued)

(c)  Group companies
The results and financial position of all the group entities
(none of which has the currency of a hyperinflationary
economy) that have a functional currency different
from the presentation currency are translated into the
presentation currency as follows:

() assets and liabilities for each balance sheet
presented are translated at the closing rate at the
date of that balance sheet;

(i) income and expenses for each income statement
are translated at average exchange rates (unless
this average is not a reasonable approximation
of the cumulative effect of the rates prevailing
on the transaction dates, in which case income
and expenses are translated at the dates of the
transactions); and

(i) all resulting exchange differences are recognised

as a separate component of equity.

On consolidation, exchange differences arising from the
translation of the net investment in foreign operations, and
of borrowings are taken to shareholders’ equity. When a
foreign operation is partially disposed of or sold, exchange
differences that were recorded in equity are recognised in
the income statement as part of the gain or loss on sale.

Goodwill and fair value adjustments arising on the acquisition
of a foreign entity are treated as assets and liabilities of the
foreign entity and translated at the closing rate.

Property, plant and equipment

Properties are interests in buildings other than investment
properties and properties under construction and are
stated at historical cost less accumulated depreciation and
impairment losses. Historical cost includes expenditure that
is directly attributable to the acquisition of the items. Other
property, plant and equipment, comprising water pipe-
line, plant and machinery, motor vehicles and furniture and
fixtures are stated at cost less accumulated depreciation and
accumulated impairment losses.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
ReMEHRME

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

25

2.6

Property, plant and equipment (continued)
Depreciation of property, plant and equipment is calculated
using the straight-line method, to write off their cost over
their estimated useful lives as follows:

Buildings
Water pipe-line
Other property, plant and equipment

50 years
15 years
3to 10 years

The assets’ residual values and useful lives are reviewed, and
adjusted if appropriate, at each balance sheet date.

An asset’s carrying amount is written down immediately
to its recoverable amount if the asset’s carrying amount is
greater than its estimated recoverable amount (Note 2.8).

Gains and losses on disposals are determined by comparing
the proceeds with the carrying amount and are recognised
within other gains — net in the income statement.

Investment properties

Property that is held for long-term rental yields or for
capital appreciation or both, and that is not occupied by
the companies in the consolidated Group, is classified as
investment property.

Investment property comprises land held under operating
leases and buildings held under finance leases.

Land held under operating leases are classified and
accounted for as investment property when the rest of the
definition of investment property is met. The operating lease
is accounted for as if it were a finance lease.

Investment property is measured initially at its cost, including
related transaction costs.

After initial recognition, investment property is carried at fair
value. Fair value is based on active market prices, adjusted,
if necessary, for any difference in the nature, location or
condition of the specific asset. If this information is not
available, the Group uses alternative valuation methods such
as recent prices on less active markets or discounted cash
flow projections. These valuations are reviewed annually by
Knight Frank Petty Limited ("Knight Frank”), an independent
professional property valuer.

The fair value of investment property reflects, among other
things, rental income from current leases and assumptions
about rental income from future leases in the light of current
market conditions.

HKC (HOLDINGS) LIMITED ANNUAL REPORT 2006

96

2. FEERBREE (&)

25

2.6

Wk BMBEREM (W)
ME - WRERBAERETENE RN
VATt AT 5 A 4F A MU EL AR

EgF 504F
KE 154F
Hub Y% - HeS MaERE 3E104E

BELERYERNEEZHERAEM
FH wEFESELHE -

AEREEBRBRE AT KEFERS - BE
SREERNES MR (P9EE28) -

HE R BRSPS FIRRREEREE -
MEERER AN E A R F R -

REM=E
BREMEREFEEARAEREES R
NAAERIE(E - MR EEADREAE
Rz -

RENEREREBELEHEOBEZ LR
REBEBOKAEZET -

EHAPBARENE T HERE - L
EERERE 2 TN BRARIFRE
W - RERNTYEEREROAR -

BREWMENFREATR - T BEERZ
RHERM -

ROSERE - RANERRAT @S
B - ATEZERTEEE  WABE -
BT AENEE - B RRRESE
AR B - M A AR -
A ES R A AT - PIER
RERIETS 2 BT BRSNS R
ST - R AT B R A
ETROBIEENTERAR ( [55] )
SERH -

BREWEZ ATERR (KhEHE) KE
REHEZHESBA - URERAT IS
AERARKEENHSBMAZBR -



2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.6

2.7

Investment properties (continued)

The fairvalue also reflects, on a similar basis, any cash outflows
that could be expected in respect of the property. Some of
those outflows are recognised as a liability, including finance
lease liabilities in respect of land classified as investment
property, others, including contingent rent payments, are
not recognised in the financial statements.

Subsequently expenditure is charged to the asset’s carrying
amount only when it is probable that future economic
benefits associated with the item will flow to the Group
and the cost of the item can be measured reliably. All other
repairs and maintenance costs are expensed in the income
statement during the financial period in which they are
incurred.

Changes in fair values are recognised in the income
statement.

Intangible assets

(@) Goodwill
Goodwill represents the excess of the cost of an
acquisition over the fair value of the Group's share of
net identifiable assets of the acquired subsidiary at
the date of acquisition. Goodwill on acquisitions of
subsidiaries is included in intangible assets. Separately
recognised goodwill is tested annually for impairment
and carried at cost less accumulated impairment
losses. Impairment losses on goodwill are not reversed.
Gains and losses on the disposal of an entity include
the carrying amount of goodwill relating to the entity
sold.

(b) Concession rights
Acquired concession rights are measured initially at fair
value at the acquisition date. Concession rights have a
definite useful life are amortised on straight-line basis
over the term of the operating period and carried at
cost less accumulated amortisation and accumulated
impairment losses.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
ReMEHRME

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.8

29

Impairment of assets

Assets that have an indefinite useful life or have not yet
available for use are not subject to amortisation and are
tested annually for impairment. Assets that are subject to
amortisation are reviewed for impairment whenever events
or changes in circumstances indicate that the carrying
amount may not be recoverable. An impairment loss is
recognised for the amount by which the asset’s carrying
amount exceeds its recoverable amount. The recoverable
amount is the higher of an asset’s fair value less costs to sell
and value in use. For the purposes of assessing impairment,
assets are grouped at the lowest levels for which there are
separately identifiable cash flows (cash-generating units).
Assets other than goodwill that suffered an impairment are
reviewed for possible reversal of the impairment at each
reporting date.

Construction contracts

Contract costs are recognised when incurred. When the
outcome of a construction contract cannot be estimated
reliably, contract revenue is recognised only to the extent
of contract costs incurred that are likely to be recoverable.
When the outcome of a construction contract can be
estimated reliably and it is probable that the contract will be
profitable, contract revenue is recognised over the period
of the contract. When it is probable that total contract costs
will exceed total contract revenue, the expected loss is
recognised as an expense immediately.

The Group uses the “percentage of completion method” to
determine the appropriate amount to recognise in a given
period. The stage of completion is measured by reference
to contract costs incurred up to the balance sheet date as a
percentage of total estimated costs for each contract. Costs
incurred in the year in connection with future activity on a
contract are excluded from contract costs in determining
the stage of completion. They are presented as inventories,
prepayments or other assets, depending on their nature.

The Group presents as an asset the gross amount due from
customers for contract work for all contracts in progress for
which costs incurred plus recognised profits (less recognised
losses) exceed progress billings. Progress billings not yet
paid by customers and retention are included within trade
and other receivables.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. FEERBREE (&)

POLICIES (continued)
2.9 Construction contracts (continued) 29
The Group presents as a liability the gross amount due to
customers for contract work for all contracts in progress
for which progress billings exceed costs incurred plus
recognised profits (less recognised losses).
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2.10 Financial assets 2,10 £MEE

The Group classifies its financial assets in the following
categories: at fair value through profit or loss and available-
for-sale. The classification depends on the purposes for which
the financial assets were acquired. Management determine
the classification of its financial assets at initial recognition.

(@) Financial assets at fair value through profit or loss
Financial assets at fair value through profit or loss are
financial assets held for trading. A financial asset is
classified in this category if acquired principally for the
purpose of selling in the short term. Derivatives are
classified as held for trading unless they are designated
as hedges. Assets in this category are classified as
current assets.

(b)  Available-for-sale financial assets
Available-for-sale financial assets are non-derivatives
that are either designated in this category or not
classified in any of the other categories. They are
included in non-current assets unless management
intends to dispose of the investment within 12 months
of the balance sheet date.

Regular purchases and sales of financial assets are recognised
on the trade-date — the date on which the Group commits to
purchase or sell the asset.

Investments are initially recognised at fair value plus
transaction costs for all financial assets not carried at fair value
through profit or loss. Financial assets carried at fair value
through profit or loss are initially recognised at fair value, and
transaction costs are expensed in the income statement.
Financial assets are derecognised when the rights to receive
cash flows from the investments have expired or have been
transferred and the Group has transferred substantially all
risks and rewards of ownership. Available-for-sale financial
assets and financial assets at fair value through profit or loss
are substantially carried at fair value.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
ReMEHRME

2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. FEEHBEREE (#)
POLICIES (continued)

2.10 Financial assets (continued) 2,10 &MEE (M)

Gains or losses arising from changes in fair value of the
financial assets at fair value through profit or loss’ category
are presented in the income statement within other gains
- net, in the period in which they arise. Dividend income
from financial assets at fair value through profit or loss is
recognised in the income statement as part of other income
when the Group's right to receive payments is established.

Changes in the fair value of monetary securities denominated
in a foreign currency and classified as available-for-sale are
analysed between translation differences resulting from
changes in amortised cost of the security and other changes
in the carrying amount of the security. The translation
differences on monetary securities are recognised in profit or
loss; translation differences on non-monetary securities are
recognised in equity. Changes in the fair value of monetary
and non-monetary securities classified as available for sale
are recognised in equity.

When securities classified as available for sale are sold or
impaired, the accumulated fair value adjustments recognised
in equity are included in the income statement as gains or
losses from investment securities.

The fair values of quoted investments are based on current
bid prices. If the market for a financial asset is not active (and
for unlisted securities), the Group established fair value by
using valuation techniques. These include the use of recent
arm’s length transactions, reference to other instruments
that are substantially the same, discounted cash flow analysis
and option pricing models, making maximum use of market
inputs and relying as little as possible on entity-specific
inputs.

The Group assesses at each balance sheet date whether
there is objective evidence that a financial asset or a group
of financial assets is impaired. In the case of equity securities
classified as available for sale, a significant or prolonged
decline in the fair value of the security below its cost is
considered as an indicator that the securities are impaired. If
any such evidence exists for available-for-sale financial assets,
the cumulative loss — measured as the difference between
the acquisition cost and the current fair value, less any
impairment loss on that financial asset previously recognised
in the income statement - is removed from equity and
recognised in the income statement. Impairment losses
recognised in the income statement on equity instruments
are not reversed through the income statement.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (continued)

2.11 Properties held for sale
Properties held for sale are stated at the lower of cost and net
realisable value. Cost comprises land at cost, construction
cost, interest and other direct expenses capitalised during
the course of development. Net realisable value represents
the estimated selling price less costs to be incurred in selling
the property.

2.12 Trade and other receivables

Trade and other receivables are recognised initially at fair
value and subsequently measured at amortised cost using
the effective interest method, less provision for impairment.
A provision for impairment of trade and other receivables
is established when there is objective evidence that the
Group will not be able to collect all amounts due according
to the original terms of the receivables. Significant financial
difficulties of the debtor, probability that the debtor will
enter bankruptcy or financial reorganisation, and default or
delinquency in payments (more than 30 days overdue) are
considered indicators that the trade receivable is impaired.
The amount of the provision is the difference between the
asset’s carrying amount and the present value of estimated
future cash flows, discounted at the original effective interest
rate. The amount of the provision is recognised in the
income statement within other operating expenses. When a
trade receivable is uncollectible, it is written off against other
operating expenses in the income statement. Subsequent
recoveries of amounts previously written off are credited to
other operating income in the income statement.

2.13 Borrowings
Borrowings are recognised initially at fair value, net of
transaction costs incurred. Borrowings are subsequently
stated at amortised cost; any difference between the
proceeds (net of transaction costs) and the redemption
value is recognised in the income statement over the period
of the borrowings using the effective interest method.

Borrowings are classified as current liabilities unless the
Group has an unconditional right to defer settlement of the
liability for at least 12 months after the balance sheet date.

2.14 Borrowing costs
Borrowing costs incurred for the construction of any
qualifying asset are capitalised during the period of time that
is required to complete and prepare the asset for its intended
use. Other borrowing costs are expensed.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

ReMEHRME

2. SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (continued)

2.15 Cash and cash equivalents
Cashand cash equivalentsinclude cashin hand, deposits held
at call with banks, other short-term highly liquid investments
with original maturities of three months or less, and bank
overdrafts. Bank overdrafts are shown within borrowings in
current liabilities on the balance sheet.

2.16 Share capital
Ordinary shares are classified as equity. Incremental costs
directly attributable to the issue of new shares or options
are shown in equity as a deduction, net of tax, from the
proceeds.

2.17 Trade payables
Trade payables are recognised initially at fair value and
subsequently measured at amortised cost using the effective
interest method.

2.18 Deferred income tax

Deferred income tax is provided in full, using the liability
method, on temporary differences arising between the tax
bases of assets and liabilities and their carrying amounts
in the consolidated financial statements. However, the
deferred income tax is not accounted for if it arises from
initial recognition of an asset or liability in a transaction
other than a business combination that at the time of the
transaction affects neither accounting nor taxable profit or
loss. Deferred income tax is determined using tax rates (and
laws) that have been enacted or substantially enacted by
the balance sheet date and are expected to apply when the
related deferred income tax asset is realised or the deferred
income tax liability is settled.

Deferred income tax assets are recognised to the extent
that it is probable that future taxable profit will be available
against which the temporary differences can be utilised.

Deferred income tax is provided on temporary differences
arising on investments in subsidiaries, associated companies
and jointly controlled entities, except where the timing of
the reversal of the temporary difference is controlled by the
Group and it is probable that the temporary difference will
not reverse in the foreseeable future.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)
2.19 Employee benefits

(a)

Employee leave entitlements

Employee entitlements toannual leave andlong service
leave are recognised when they accrue to employees.
A provision is made for the estimated liability for annual
leave and long service leave as a result of services
rendered by employees up to the balance sheet date.

Employee entitlements to sick leave and maternity
leave are not recognised until the time of leave.

Pension obligations

The Group operates a mandatory provident fund
scheme (“MPF") for the eligible employees in Hong
Kong.

The Group's and the employees’ contributions to the
MPF are complied to the related statutory requirements.
The Group's contributions to the MPF are expensed as
incurred and are not reduced by contributions forfeited
by those employees who leave MPF prior to vesting
fully in the contributions. The asset of MPF is held
separately from those of the Group in independently
administered funds.

Share-based compensation

The Group operates an equity-settled, share-based
compensation plan. The fair value of the employee
services received in exchange for the grant of the
options is recognised as an expense. The total amount
to be expensed over the vesting period is determined
by reference to the fair value of the options granted,
excluding the impact of any non-market vesting
conditions (for example, profitability and sales growth
targets). Non-market vesting conditions are included
in assumptions about the number of options that
are expected to become exercisable. At each balance
sheet date, the entity revises its estimates of the
number of options that are expected to become
exercisable. It recognises the impact of the revision
of original estimates, if any, in the income statement,
and a corresponding adjustment to equity over the
remaining vesting period.

The proceeds received net of any directly attributable
transaction costs are credited to share capital (nominal
value) and share premium when the options are
exercised.

2,

FEEHBREE (W)

2.19 ER&EF

@)

BERER (ER)BRAR ZZEZXNFEFR

103

1R B R 55 5 HEF
RAEE 2 ERREMBRH S TR
RAGETERER  ADARE
HEEERELE AL REFAD
B2 FBREBRGEHEE
SR -

AR FRRERNERAET
BEHRHR -

BRS B
AEBBELRHIEAESHE (T
BHES]) HEBZAEBRES
281 -

REE LR B1RE BEDIERE
MR - REBHBRES 2 HER
EERIERYZ - MASHRES
REBZEHFAIE2HRES
MBOE W2 R - S 2 BEH
AEBEENF ABUEEZE
SEE -

VAR A7 VE S B

REBERBABREEE - ARMDE
WEN 2513 - SR B RHERBME
FBEREZ AT EERRFAX
BREBHAHNESRIZE
FiRLEREs ATEEE (T2
BAEMEMSIEE 2 RB G ME

EZ B PIINETEE ) K& 3H &1
RIER) - ERERMA TIAITE

ZBREBBR - TREREMSE
BzBRBGRE—GER - NEEE
B RESFHELIEMA T IAITE
ZBREBE PTIEZ fhAt - AR
BRERARRKEFEEZY

2 (WA) @ ERSTHEBEHAY
PRAVEHARE R 2 -

BURIE (HBEEAEREFRS
BXAR) FEAT {0 BB ROAE B B AR
(EfE) MBfi(E -



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R e M HRME

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continued)

2.20 Provisions

2.21

Provisions are recognised when the Group has a present
legal or constructive obligation as a result of past events, it
is probable that an outflow of resources will be required to
settle the obligation, and a reliable estimate of the amount
can be made. Where the Group expects a provision to be
reimbursed, for example under an insurance contract, the
reimbursement is recognised as a separate asset but only
when the reimbursement is virtually certain.

Revenue recognition

Revenue comprises the fair value of the consideration
received or receivable for the sale of properties and services
in the ordinary course of the Group's activities. Revenue is
shown net of business tax and after eliminating sales within
the Group.

The Group recognises revenue when the amount of revenue
can be reliably measured, it is probable that future economic
benefits will flow to the entity and specific criteria have been
met for each of the Group’s activities as described below.
The amount of revenue is not considered to be reliably
measurable until all contingencies relating to the sale have
been resolved. The Group bases its estimates on historical
results, taking into consideration the type of customer, the
type of transaction and the specifics of each arrangement.

()  Revenue from individual construction contract is
recognised under the percentage of completion
method (Note 2.9).

Revenue from sales of properties held for sale is
recognised upon completion of the sale and purchase
agreements or the issue of an occupation permit, by the
relevant government authorities, whichever is the later.
Deposits and instalments received on properties sold
prior to the date of revenue recognition are included in
the balance sheet under “trade and other payables”.
(i)  Rentalincomefrominvestment propertiesisrecognised
on a straight-line basis over the terms of the respective
leases.

(iv) Revenue arising from water supply is recognised based
on water supplied as recorded by meters read during
the year.

Dividend income is recognised when the right to
receive payment is established.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. FEERBREE (&)

POLICIES (continued)

2.21 Revenue recognition (continued) 221 hamie (M)

(vi) Interest income is recognised on a time proportion
basis, taking into account the principal amounts
outstanding and the effective interest rates applicable.

(vii) Property fee income is recognised when the services
are rendered.

(viii) Consultancy fee income is recognised when the
services are rendered.
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2.22 Operating leases 222 BEHSE
Leases in which a significant portion of the risks and rewards BEHEBEZ BRI R & EFHREFR H
of ownership are retained by the lessor are classified as HEZES  HHREAKLLEMEE - REL
operating leases. Payments made under operating leases EHE SN 2 FRIBEHR B B E WEZ

(net of any incentives received from the lessor) are charged
to the income statement on a straight-line basis over the
period of the lease.

2.23 Contingent liabilities

A contingent liabilities is a possible obligation that arises
from past events and whose existence will only be confirmed
by the occurrence of one or more uncertain future events
not wholly within the control of the Group. It can also be
a present obligation arising from past events that is not
recognised because it is not probable that outflow of
economic resources will be required or the amount of
obligation cannot be measured reliably.

A contingent liability is not recognised but is disclosed in
the notes to the financial statements. When a change in
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the probability of an outflow occurs so that the outflow is TR R - E'\'DZ%EEEEEE%%&% o
probable, it will then be recognised as a provision.
2.24 Dividend distribution 2.24 k{1882

Dividend distribution to the Company’'s shareholders is
recognised as a liability in the Group’s financial statements
in the period in which the dividends are approved by the
Company’s shareholders.

AR BRI 2 BB AR B ER
RS 2 B A AN R B 2 B RSk
hHERARARE -

FINANCIAL RISK MANAGEMENT 3. HMBRKRERE
3.1 Structure and policy 3.1 RERBUR
The Group's Board of Directors manages the majority REBEESEERAEERATOMES

of liquidity the Group’s funding needs and currency,
interest rate, credit and liquidity risk exposures. The same
management framework is adopted through out the Group
to identify, evaluate and hedge financial risk with each of the
Group's operating unit.

It is the policy of the Group not to enter into derivative
transactions for speculative purposes.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

R e M HRME

3. FINANCIAL RISK MANAGEMENT (continued) 3. MBEERREE (&)

3.2 Financial risk factors 3.2

The Group's activities expose it to a variety of financial risks:
currency risk, interest risk, credit risk and liquidity risk. The
derivatives held are not for speculative purpose and cannot
be traded in the market. They are part of an embedded
investment rights to investment assets and are not exposed
to market risk (including commodity pricing risk) since the
gains and losses on the derivatives are offset by the losses
and gains on the underlying assets.

(@)  Currency exposure
The Group is exposed to foreign exchange risk arising
from various currency exposures. Foreign exchange risk
arises from future commercial transactions, recognised
assets and liabilities, and net investments in foreign
operations.

Exposure to movements in exchange rates on
individual transactions is minimised using forward
foreign exchange contracts where active markets
for the relevant currencies exist and the cost is
not prohibitively expensive in comparison to the
underlying exposure. All significant foreign currency
borrowings with a fixed maturity date are covered by
appropriate natural currency hedges. There were no
hedging activities during the year.

Translation exposure arising on consolidation of
the Group's overseas net assets is reduced, where
practicable, by matching assets with borrowings in the
same currency.

(b) Interest rate exposure
As the Group has no significant interest-bearing
assets, the Group’s income and operating cash flows
are substantially independent of changes in market
interest rates.

The Group's interest-rate risk arises from long-term
borrowings. To manage the cash flow interest-rate risk
associated with the variable-rates borrowing, the Group
raises funds on a fixed rate basis where necessary. The
level of fixed rate debt for the Group is decided after
taking into consideration the potential impact of higher
interest rates on profit, interest cover and the cash flow
cycles of the Group’s businesses and investments.

[t is also the policy of the Group to monitor the fair
value interest-rate risk associated with the fixed-rate
borrowings. The Group may enter into fixed-to-floating
interest-rate swaps to hedge the fair value interest-rate
exposure where it becomes significant.
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3.

FINANCIAL RISK MANAGEMENT (continued)

3.2

3.3

Financial risk factors (continued)

() Credit exposure
The Group has no significant concentrations of credit
risk. It has policies in place to ensure that transactions
are made to customers with an appropriate credit
history. For construction transaction, back-to-back
arrangements are made with the sub-contractors
where applicable to minimise the credit exposure.

Liquidity risk

The Group manages liquidity risk through continuous
monitoring and matching of the funding requirement
and position. It maintains sufficient cash and availability
of funds through an adequate amount of undrawn
committed credit facilities.

Fair value estimation

The fair value of financial instruments traded in active
markets (such as publicly traded derivatives, and trading and
available-for-sale securities) is based on quoted market prices
at the balance sheet date. The quoted market price used for
financial assets held by the Group is the current bid price; the
appropriate quoted market price for financial liabilities is the
current ask price.

The fair value of financial instruments that are not traded in
an active market (for example, over-the counter derivatives)
is determined by using valuation techniques. The Group uses
a variety of methods and makes assumptions that are based
on market conditions existing at each balance sheet date.
Quoted market prices or dealer quotes for similarinstruments
are used for long-term debt. Other techniques, such as
estimated discounted cash flows, are used to determine fair
value for the remaining financial instruments.

The nominal value less estimated credit adjustments of
trade and other receivables and payables are assumed
to appropriate their fair values. The fair value of financial
liabilities for disclosure purposes is estimated by discounting
the future contractual cash flows at the current market
interest rate that is available to the Group for similar financial
instruments.

EBRE (ER) AR =21

107

=

3. HMBERRERE (W)

3.2

3.3

NEEER

MBERRER ()

© FEERR
AEEYTEBEREEET ZAR
AEBEERABRE - UHRER
BRBAEZEPETRS - £
ERGHE  AEBEEEZRED
HER L EHE L - WREEER

A -

o FERLER
AREEBTHERRRYES S
KEAT - LWERAHREER °
AEEEBEELEIADAR
B OLEHENRSRAHAA
% o

AT @S

EEREMSEENERTE (PIIAHE
BZITHETA BERAHEEZES)
ZRFEDRBEEERZMSREME
o REBFAVBEE 2 ERATSR
ENRTEAE  MPBEEIEATS
WEAMRRITERE -

WIEERMSEEZERTA (5
SMIETR) ZAHETYEBMHES XM
EE - ARBEEBZETEALRIEEER
ZIR B R MAETTHE - RETAZ
MSREXRZHREANEREEZ G
B Bty (PlanfdEtReneini)
BIMEEES#R TR T AZATE -

B LT R R e B A AR R A B EL At R LS % FE
MR EERIERHE AR RR A EE
NFERE - ERWERN - MEAEN
AFERBREAEERBESB TANRET
MISHEHRRENREREMBAMME

P
= o
>



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R e M HRME

CRITICAL ACCOUNTING ESTIMATES AND 4. EXErHERHRFIER

JUDGEMENTS

Estimates and judgements used in preparation of the financial AEERBATEREEMER (REHAK
statements are continually evaluated and are based on historical REHAELEABEBERATHEBEARE A
experience and other factors, including expectations of future H) - TEHHREMBERRAER 2 A5 R
events that are believed to be reasonable under the circumstances. BT E AT - RSB EARREHEE RRR -
The Group makes estimates and assumptions concerning the BEEE  MEHZEEEELBEHNE
future. The resulting accounting estimates will, by definition, BRERER - HEERABEFAEREATE
seldom equal the related actual results. The estimates and ZAEET R ARRRAE T 3wt -

assumptions that have a significant effect on the carrying amounts
of assets and liabilities are discussed below.

(a) Estimates of fair value of investment properties (a)
Knight Frank was engaged to carry out an independent
valuation of the Group's investment property portfolio as
at 31st December 2006. This valuation was carried out in
accordance with the Valuation Standards on Properties of
the Hong Kong Institute of Surveyors which defines market
value as “the estimated amount for which a property should
exchange on the date of valuation between a willing
buyer and a willing seller in an arm’s-length transaction
after proper marketing wherein the parties had each acted
knowledgeably, prudently and without compulsion”.

Knight Frank has derived the valuation of the Group's
property portfolio by capitalising the rental income derived
from existing tenancies with due provision for reversionary
income potential and where appropriate, by reference to
market comparable transactions. The assumptions are based
on market conditions existing at the balance sheet.

Management has reviewed Knight Frank valuation and
compared it with its own assumptions, with reference to
comparable sales transaction data where such information is
available, and has concluded that Knight Frank valuation of
the Group's investment portfolio is reasonable.

(b) Income taxes (b)
The Group is subject to income taxes in Mainland China.
Significant judgement is required in determining the
provision for income taxes. There are many transactions and
calculations for which ultimate tax determined is uncertain
during the ordinary course of business. The Group recognises
liabilities for potential tax exposures based on estimates of
whether additional taxes will be due. Where the final tax
outcome of these matters is different from the amounts
that were initially recorded, such differences will affect the
income tax and deferred tax provision in the period in which
such determination is made.
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4. CRITICAL ACCOUNTING ESTIMATES AND

JUDGEMENTS (continued)

(c) Impairment of assets
The Group tests annually whether goodwill and other assets
that have indefinite useful lives have suffered any impairment.
Other assets are reviewed for impairment whenever events
or changes in circumstances indicate that the carrying
amount of the asset exceeds its recoverable amount. The
recoverable amount of an asset or a cash-generating unit
has been determined based on value-in-use calculations.
These calculations require the use of estimates.

(d) Contingent liabilities in respect of litigations and

claims

The Group has been engaged in a number of litigations
and claims in respect of certain construction works in the
past. Contingent liabilities arising from these litigations and
claims have been assessed by management with reference
to legal advice. Provisions on the possible obligation have
been made based on management’s best estimates and
judgements.

SEGMENT INFORMATION
Primary reporting format - business segments
The Group comprises the following main business segments:

Construction: The construction work, including civil and building
works, for external customers.

Property investment and leasing: The leasing of office premises
and residential properties to generate rental income and to gain
from appreciation in the properties values in the long term.

Property development and sales: The development, purchase and
sale of commercial and residential properties.

Infrastructure and alternative energy: The investment, development,
construction and management of toll roads, electricity generating
stations and water supply plants.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R e M HRME

5. SEGMENT INFORMATION (continued) 5. SEWEH (
The segment results for the year ended 31st December 2006 are BE_TET /\i‘f‘ A=t—BHIEFEZDH
as follows: FEBENT
Infrastructure
Property Property and
investment development alternative Other Total
Construction  and leasing and sales energy  operations Group
nx PRRRE EBR *5E
BE RERHEA R#ig BReER RitRH #E

HK$ Million ~ HK$ Million ~ HKS Million ~ HK$ Million ~ HKS$ Million  HK$ Million
BRET HRET HRET HRET HRET BRET

Revenue k& 296.4 58.5 15.4 254 - 395.7
Operating profit #Ean 13.1 1326 23 5.5 428 196.3
Finance income BB 9.7
Finance costs REKK (67.0)
Surplus on revaluation of REMEEH

investment properties Ejﬁ# - 246.3 - - - 246.3
Share of profits less losses BHEE R ERT

of associated companies ﬁiliﬁ - 116.2 - - - 116.2
Share of profits less losses EfEBE AR

of jointly controlled entities BB 72.8 - - - - 72.8
Profit before income tax Figanas 5743
Income tax credit FiEHiER 4.0
Profit for the year FEERT 578.3
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5.

SEGMENT INFORMATION (continued)

The segment results for the year ended 31st December 2005 are

as follows:

Revenue

Operating profit/(loss)

Finance income

Finance costs

Surplus on revaluation of investment
properties

Share of losses less profits of associated
companies

Share of profits less losses of jointly
controlled entities

Profit before income tax
Income tax credit

Profit for the year

e

‘ERT / (BHR)
FHUA
RENRER
B
FE(EREE A RIE R
Pl
[E(EAERRIEN

REE

FrRRETaH
FisHiES

FEERT

5. SWEH (&)
HE-_TTRAF+_A=1+—RHIEFEZH I
FEMT
Property Property

investment  development Other Total

Construction  and leasing and sales operations Group
nE S r&EE

BE  REKEE RHE Hin %% Fat ]

HKS Million — HKS Million — HKS Million  HKS Million  HKS Million
BEBT BEBT BEAT BEAT BERT
1278 555 650 - 2483

743 94.1 (13) 187.8 3549

235
(335)

- 60.1 - - 60.1
- (105.1) - - (105.1)

395 - - - 395

3394

203

359.7

EBER (ER)BRAR ZEZNFEFR
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
ReMEHRME

5.

SEGMENT INFORMATION (continued)

Other segment items included in the income statements are as

follows:

Depreciation

Amortisation

Provision forimpairment loss on
trade and other receivables

Write back of provision for
impairment loss on properties
held for sale

Depreciation
Provision for impairment loss on
trade and other receivables

Write back of provision for impairment

loss on properties held for sale

With the acquisition of Yangpu Water Supply Company Limited
in December 2005, it has had a full year contribution to the Group
in 2006. Consequently, the infrastructure and alternative energy
division has been classified as a separate business segment in

2006.

5. SWBEH (W)

Year ended 31st December 2006
BEEEAETZAZ=T-ALEE

Hibet ABEmR 2D RPER AT

Infrastructure
Property Property and
investment development alternative Other Total
Construction  and leasing and sales energy  operations Group
nE PRER EER *5E
BE HERHEA R#E g Rt Rk#% #n
HKS$ Million  HK$ Million ~ HK$ Million ~ HK$ Million ~ HK$ Million  HK$ Million
BRET ELE 7 ELE 7 ELE 7 ELE 7 ELE 7
bk - - - (16.7) (3.7) (20.4)
3] - - - (12) - (1.2)
FEM AR R Eth R
RERERE - (7.4) - - - (7.4)
EHERBINZE
RERRRERE
- - 3.0 - - 3.0
Year ended 31st December 2005
HE-ZZRFT-RA=1-RLEE
Property Property
investment  development Other Total
Construction  and leasing and sales operations Group
bES MEER PN 3]
BE  REKEE RHE Hin %% Fat ]
HKS Million — HKS Million — HKS Million  HKS Million  HKS Million
BEBT BEBT BEAT BEAT BERT
g - - - (24) (24)
L ES L 6N
HERRER - (52) - - (52)
EHERB D%
HERRREEE - - 686 - 686
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5. SEGMENT INFORMATION (continued) 5. S8EH @)

The segment assets and liabilities at 31st December 2006 and R-BERF+A=Z+—RzZoBEERA
capital expenditure for the year then ended are as follows: BERBEZBIEFEZARBAZOAT !

Infrastructure
Property Property and

investment development alternative Total

Construction  and leasing and sales energy Unallocated Group

nE PERE EBR *5E

BE RERHEA R#g BReER RitRH #E

HK$ Million ~ HK$ Million ~ HKS Million ~ HK$ Million ~ HKS$ Million  HK$ Million
BRET HRET HRET HRET HRET HRET

Assets BE 2834 2,197.4 112.4 1,462.3 1,430.1 5,485.6
Associated companies and jointly BeNARaE
controlled entities AA] 12.8 1,072.2 350.8 39.1 - 1,474.9
Total assets BEAT 296.2 3,269.6 463.2 1,501.4 1,430.1 6,960.5
Liabilities ff& 431.3 12.4 30.7 1,437.0 1,209.4 3,120.8
Capital expenditure BFAX 13 578.0 - 691.2 8.6 1,279.1
The segment assets and liabilities at 31st December 2005 and NR-EERF+_A=+—HB2ZoPEERAE
capital expenditure for the year then ended are as follows: BREZZAILFEZEARZOT :
Infrastructure
Property Property and
investment  development alternative Total
Construction  and leasing and sales energy  Unallocated Group
L NEER HER FEE
BE  RERHEE L& BRER LS o

HKS Million — HKSMillion  HKSMillion  HKS Million  HKS Million  HKS Million
BEAT BEAT BEAT BEAT BEAT BEAT

Assets BE 3154 13070 106.5 757.1 742.7 32287
Associated companies and jointly BeNakaE

controlled entities Af 1898 1,0375 - - - 12273
Total assets RESH 505.2 23445 106.5 7571 742.7 44560
Liabilities & 4121 79 56 407.1 1,5008 23335
Capital expenditure BEFH% - - - 6864 352 7216




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R e M HRME

Revenue is allocated based on places in which customers are

located.

Segment Assets
Hong Kong
Mainland China

Associated companies and jointly

controlled entities
Hong Kong
Mainland China

Unallocated assets

Total Assets

DHAE
w5
FERE

AOERE

wEST

Total assets are allocated based on where the assets are located.

114

5. SEGMENT INFORMATION (continued) 5. #EBEHE (@)
Secondary reporting format - geographical segments REEGHX - HESB
The Group is organised into two main geographical segments, FERHD AMEEEHWR S - ABEERHR
comprising Hong Kong and Mainland China. There are no other Bt ARRK - 30 E A AT B BB S MR
significant identifiable separate geographical segments. DB e
2006 2005
ot -2 S “TTREF
HKS$ Million HKS Million
BEER AEAT
Revenue &
Hong Kong BB 190.7 63.3
Mainland China IR 205.0 185.0
395.7 248.3

W TIIRIER PRI E

2006 2005
ZETRE —ZTRF
HKS$ Million HKS Million
BHRET BEBT
161.3 1734
3,894.2 23126
4,055.5 2,486.0
51.7 228.2
1,423.2 999.1
1,474.9 1,227.3
1,430.1 7427
6,960.5 4456.0

BEEBEDREEMTETE -
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SEGMENT INFORMATION (continued) 5.

Capital expenditure
Hong Kong
Mainland China

Capital expenditure is allocated based on where the assets are

located.

OTHER REVENUES

Property fee income
Consultancy fee income received
from a jointly controlled entity

OTHER GAINS - NET

Waiver of other loans and payables
Income arising on acquisition of
a subsidiary (Note 40)
Write back of provision for impairment
loss on properties held for sale
Fair value gain on properties in respect
of business combination
Net gain on dissolution/liquidation
of subsidiaries
Gain on disposal of subsidiaries
Fair value (loss)/gain on financial
assets at fair value through profit or loss
Derivative financial instruments — options
Net exchange (loss)/gain
Others

BHEE

735 20
sz

SETEE &\
2006 2005
—ETRE —EERHF
HKS Million HKS Million
HEET BEBIT
"EXAX
BB 1.6 2.3
A = A 3, 1,277.5 719.3
1,279.1 7216
BARAZ YIREETEH DA
6. Htugs
2006 2005
—ETRE —EERF
HKS Million HKS Million
HEET BEBIT
MEEEBIA 10.3 13.6
m—EE & A EER
Sk ON - 61.0
10.3 74.6
7. HtwgRSEHE
2006 2005
—ETRE —ETRF
HKS$ Million HKS Million
BHEET BEBIT
e EHMERRERK - 2144
I iE— B A RIFTEE Z WA

(BtaE40) 178.7 -
ESHE R 2 MERERBE

B o] 13 3.0 68.6
E¥BEHMELTE

W zs - 12.8
MEBAREE ARG

HER - 139
HENB ARz WS - 9.1
BAVETBERYIER %

BEZATE (BB) k& (4.2) 74
PTES R T A —Hig (2.0) (10.0)
BH (BB R F5E (14.8) 4.1
Hih 5.7 189

166.4 339.2
(ZER) BRAR ZEE X NFEER
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
ReMEHRME

OTHER OPERATING INCOME/(EXPENSES) 8. HMEEWA  (BH)
2006 2005
—EERF —ZETRF
HK$ Million HKS Million
BEET BEET
Income/(expenses) included in other SEARAMGERA S (BR) 2
operating income/(expenses) WA (FAZ) DT
are analysed as follows:
Provision for impairment loss on BIEEEEE
~ buildings —1BF - 0.1)
- trade receivables —FEMERAR (1.4) (1.8)
- other receivables —E YR (6.0) (34)
Recovery and write back of provision for B HE LA 0 % J88 4 [ 43
impairment loss on
- trade receivables — FRURK 0.8 1.0
- other receivables — H A YR 4.1 305
Write back of the over provision of PRC PEIEE EREREDE (M)
tax liabilities (Note) 148.5 -
Amortisation of concession rights (Note 20)  HErariE#Ess (Fi3E20) (0.3) -
Pre-operating expenses in respect of AHEERER 2
infrastructure projects EERFX (8.3) (35.3)
Note: R
In prior years, the Group had made provisions to cover potential PRC tax exposures RNBEEE  AEBREEBRENE T TERRTE
arising from Urban Real Estates Tax, Withholding Tax, Foreign Enterprise Income Tax, WER C AINE  ANBDRFTER C LERIRGEE
Business Tax and City Maintenance and Construction Tax. As a result of obtaining tax LREA B IBERER o EEADRHREKLEES
clearance from PRC tax bureau together with a review carried out by an independent BIEAE LB MEELETEY  sS0EFTH
tax consultant, the directors have reassessed the PRC tax exposures. Accordingly, a FERBIERE o Bt - RAEEIREEEEREEIE
write back of the excess PRC tax provision has been made in the current year income iREEEHE o
statement.
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10.

EXPENSES BY NATURE

Expenses included in cost of sales and administrative expenses are

analysed as follows:

Cost of construction
Cost of properties sold
Direct operating expenses arising from
investment properties that generate
rental income
Employee share option benefits
Employee benefit expenses (including
directors’ emoluments) (Note 12)
Amortisation of land use rights (Note 18)
Depreciation of property, plant
and equipment (Note 19)
Auditors’ remuneration
Operating lease rental expenses
Corporate reorganisation expenses
Other expenses

Total cost of sales and administrative
expenses

FINANCE INCOME AND COSTS

Interest expenses on bank loans and
other borrowings
Wholly repayable within 5 years
Not wholly repayable within 5 years

Less: Capitalised in construction-in-progress

Finance income — interest income

Net finance costs

xS

B /8 ER

9. BEHRESZEA

EFFABERARITRER ZFAZOFNAT

2006 2005
ZESRE —ZTTREF
HKS$ Million HKS Million
BHEET BHEBIT
FRERRK R (279.3) (95.5)
BEMEK (17.9) (66.4)
AREESWAZIREMEEE 2
HEELERAT
(4.8) (2.4)
EEEARERT (15.0) -
EEEIHAZ (REESEHE)
(BaE12) (51.5) (36.2)
T e AR EE (FIsE18) (0.9) -
M - BB REZETE (MEE19)
(20.4) (2.4)
ZERB S (3.8) (2.9)
KERN 2SR (5.9) (2.8)
AREHER (27.7) -
HEMAX (45.6) (32.2)
SHENARITHRE A B5E
(472.8) (240.8)
10. MBEKARBERE
2006 2005
—ETRE ZETRF
HKS$ Million HKS Million
HEET BEAET
RITERRE M AR BT
ARAFREEMEE (43.7) (29.0)
BENAFANEIEE (73.7) (14.9)
(117.4) (43.9)
B ERIRPER IS 50.4 104
(67.0) (33.5)
BRI — FI B U A 9.7 235
BB AN FRE (57.3) (10.0)

=T EF =
— == /N 54 X
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
ReMEHRME

11. DIRECTORS’ AND SENIOR MANAGEMENT'’S 11. EEREREEEME
REMUNERATION
(a) Directors’ emoluments (a EFEH&
The remuneration of every Director for the year ended 31st BEFNBE_ZTTRF+-_A=+—H
December 2006 is set out below: IEFERBS T :
Employer’s

contribution
Discretionary  to pension

Fees Salary bonus scheme Total

Hidi s |
Name of Director R4 ne Fid B ZREEHER o1
HK$'000 HK$’000 HK$’000 HK$'000 HK$'000
TET FET Fi#T F#T FTET
OEl Tjie Goan BER 50.0 - - - 50.0
WANG Jun IE 23 - - - 23
LI Xueming ZE2H 50.0 - - - 50.0
XU Zheng R1E 50.0 - - - 50.0
OFl Kang, Eric Ml 4.7 4,258.3 2,569.5 12.0 6,881.5
CHEN Libo BRALK 50.0 3,118.3 2,005.0 12.0 5,185.3
TSANG Sai Chung, Kirk LEB 50.0 1,375.0 939.0 12.0 2,376.0
SO Hang, Selina Bir 22.8 574.8 - 6.9 604.5
TANG Sau Wai, Tom B 4.7 1,768.3 1,477.0 12.0 3,299.0
CHENG Sum Hing, Sam (poal 4.7 2,000.0 507.9 12.0 2,561.6
LIU Guolin ZIBIM 50.0 - - - 50.0
FAN Yan Hok, Philip BB 1129 - - - 112.9
CHUNG Cho Yee, Mico ke 121.0 - - - 121.0
CHENG YukWo B 121.0 - - - 121.0
Albert Thomas DA ROSA, Junior #HE 121.0 - - - 121.0
926.1 13,094.7 7,498.4 66.9 21,586.1
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11. DIRECTORS’ AND SENIOR MANAGEMENT'’S 1. EEREREEEME (&)
REMUNERATION (continued)

(a) Directors’ emoluments (continued) (a) EEEE (&)
The remuneration of every Director for the year ended 31st EEENEE_TTRF+=-_A=+—H
December 2005 is set out below: IEFERBS T :
Employer’s
contribution
Discretionary to pension
Fees Salary bonus scheme Total
RKEFE
Name of Director EE e e e BERL  ZEEHER R
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
FAR FAEL FEL FET AR
OEl Tjie Goan BER 500 - - - 500
LI Xueming Z2H 500 - - - 500
XU Zheng *1E 500 - - - 500
OFEl Kang, Eric =l - 3,000.0 750.0 120 3,762.0
CHEN Libo BRLR 50.0 2,760.0 1,380.0 120 42020
TSANG Sai Chung, Kirk LD 50.0 1,2700 3175 120 1,649.5
50 Hang, Selina &5 500 1,0740 2685 120 14045
TANG Sau Wai, Tom HrE - 1,7400 290.0 120 20420
CHENG Sum Hing, Sam BHRE - 8334 64.1 50 902.5
LIU Guolin 2= 500 - - - 50.0
FAN Yan Hok, Philip BB 500 - - - 500
CHUNG Cho Yee, Mico B 1000 - - - 1000
CHENG Yuk Wo EIEA 1000 - - - 100.0
Albert Thomas DA ROSA, Junior EeE 1000 - - - 1000
7000 10,6774 3,070.1 65.0 145125
Notes: PFfsE -
1. Mr. WANG Jun was appointed as honorary chairman and non-executive 1. ITEXER_EEF+_BA+ABE
director on 15th December 2006. FE AL ELEFIEHITES -
2. Ms. SO Hang, Selina resigned as an executive director on 15th June 2. BHELTR _ZEZETXNFEFNATRABHT
2006. HITES -
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

ReMEHRME

11. DIRECTORS’ AND SENIOR MANAGEMENT’S

REMUNERATION (continued)

(b) Five highest paid individuals
The five individuals whose emoluments were the highest
in the Group for the year include four (2005: four) directors
whose emoluments are reflected in the analysis presented
above. The emoluments payable to the remaining one (2005:
one) individual during the year are as follows:

Basic salaries, housing allowances,
share options, other allowances
and benefits in kind EWH=

Bonuses TE4L

The emoluments of the individual fell within the following
bands:

Emolument bands B &=
HKS$1,500,001 — HK$2,000,000
HK$2,500,001 — HKS3,000,000

EA#S FERRM
B - BB

1,500,001 7T — 2,000,00078 T
2,500,001/ 7T — 3,000,00078 7T

1. EERERTEEMe (W)

(b) HDEHEEEAL

FA - AEEREMSRSALTEENE
—TTRF mE) B HMEHEB

BRLEX - FRAHKG—R (ZFTZD

Fi—R) ALXIOHESNT

2006 2005

—ETRE —ZETRF

HKS$ Million HKS Million

HEET BHEBIT

1.4 13

1.5 04

29 1.7
ZEALTHMEN T THIEE -

2006 2005

—EETRE —ZEERF

Number of Number of

individuals individuals

A8 AH
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11. DIRECTORS’ AND SENIOR MANAGEMENT’S 1. ESREREEEME (&)
REMUNERATION (continued)

(c) Share options (o) FERiE
The details of the share option schemes of the Group are AL BBRAE B AR B 9R66H
stated in pages 59 to 66 of the Report of the Directors. MEFEWE -
Movements in the number of share options outstanding are FA AT BRAEHE BT
as follows:
Number of options
iRER A
New Scheme Old Scheme
#atE Bl
At 1st January 2006 RZZTRF—H—H - -
Granted B 143,260,000 43,600,000
Cancelled ez (4,360,000) (43,600,000)
At 31st December 2006 RZZEZERF+-A=+—H 138,900,000 -
Options vested at 31st December 2006 RZEZE A F+_A=1+—HHEE
pdi 1 - -
Share options outstanding at the end of year have the REERIE R AR TR BRI 2 SFERIN T
following terms:
Number of
Date of grant Exercise period Exercise price options
RHAH fT{ERAR fT{ER MR ER A
HKS 2006
BT ZBERE
15th December 2006 15th December 2007 to 142 138,900,000
ZETRF+TATAA 14th December 2016
—EEHFF+_A+HAZE
—ET—RF+tZA+mA
At 31st December 2006 RZZERF+ZA=+—H 138,900,000
Options vested at 31st December R+ A=+—BRE 2 BkiE -
The fair value of options granted during the period R IEA AR EE R BN AR
determined using the Binominal valuation model is HK$56.6 ¥ 2 N F{EB56,600,00078 T © 5 AZIE
million. The significant inputs into the model were share AR EANEBAENRE B2 RE1.42/8
price of HK$1.42, at the grant date, exercise price shown IE~ BTEE K iEA6% - AR B R 7%
above, volatility of 46%, dividend yield of 7%, an expected BERRETE R AN T4 o - WiRERS
option life range from 4 years to 9 years and on annual risk- F BRI CESE o LUSEEARBHE
free interest rate of 3.846%. The volatility measured at the SRR AR R TR IR
standard deviation of continuously compounded share BEEs SEREESIFHE -

returns is based on statistical analysis of weekly share prices
over the last two years.

EBER (ER)BRAR ZEZNFEFR
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
ReMEHRME

12.

13.

EMPLOYEE BENEFIT EXPENSES

12. EEREFIFAX

2006 2005
ZEBERE —TERF
HK$ Million HKS Million
BEET BEET
Wages, salaries and other benefits I% - #He REMER (58.7) (63.0)
Pension costs RIS RA
- Defined contribution plan (Note b) —ERRMKETE (D) (0.5) 0.2)
Write back of provision for unused REAFEBRB BRI
annual leave 0.2 09
(59.0) (62.3)
Charged to cost of construction contracts  fERZEEA LIRS 3 7.5 26.1
Amount charged to income statement ERRENGR £
(Note 9) (FzE9) (51.5) (36.2)

Notes: i

(a) Contributions totaling HK$0.4 million (2005: HK$0.4 million) were payable to (@) & #£400,0008 7T (ZZEER : 400,000/87T)
the fund at the year end. ZRRENEREEES S -

(b) The Group operates the MPF scheme under the Hong Kong Mandatory (b) RNEBIZBEBAREME A AEESTEIEN ZRE
Provident Fund Schemes Ordinance for employees employed under the B —IBRIES R c LETEIRARBEERE
jurisdiction of the Hong Kong Employment Ordinance. The MPF scheme is BIENZRZIEEM:R - RESEE2HB T
a defined contribution retirement scheme administered by independent EHEATE TREHITEKRSE - RiEEE
trustees. Under the MPF scheme, the employer and its employees are each SHE - BEXNESHERRESHBAEY
required to make contributions to the scheme at 5% of the employee’s spAstEIER M B AZHBEAR LR A
relevant income, subject to a cap of monthly relevant income of HK$20,000. 20,000/ 7T ° FHEIHFBEEIEBHENES -
Contributions to the scheme vest immediately.

INCOME TAX CREDIT 13. FFBRES

Hong Kong profits tax has not been provided as the Group has
sufficient tax losses brought forward to offset taxable profit for the
year (2005: Nil). Mainland China income tax has been provided on
the estimated assessable profits of subsidiaries operating in the
Mainland China at rates ranging from 15% to 33% (2005: 15% to

33%).

Current income tax
Mainland China income tax
Over provision in prior years
Deferred income tax (Note 36)

EHFTSH
AR A FT IS AR
IATEF E AR A
EIEFTER (PFi&E36)

AN 2 E A 2 4R A B TE B 1B LA SR S AN
ERERBEN - A BB BRI SHIE L B
(ZZETRF - 8) - PERMAEHAIER
e B N A& 2 I B R Rl 2 (AT TE R TR
B BATFI5%E33%2H K (ZTTRF
15%2%33%) fELEE -

2006 2005
ZEBBRE —TERF
HKS$ Million HKS Million
BRET AEAT
(1.9) (9.7)

59 483

- (18.3)

4.0 20.3

HKC (HOLDINGS) LIMITED ANNUAL REPORT 2006

122



13. INCOME TAX CREDIT (continued)

14

Share of income tax of associated companies and jointly controlled
entities amounting to HK$71.7 million (2005: HK$17.0 million) is
included in the consolidated income statement as share of profits
less losses of associated companies and jointly controlled entities.

The tax of the Group's profit before income tax differs from the
theoretical amount that would arise using the weighted average
tax rate applicable to profits of the consolidated entities as
follows:

Profit before income tax (excluding share  FrfSRATER (T EIEREN
of profits less losses of associated BHE N R REE AT
companies and jointly controlled entities) 2 % FIR/EE)

Tax calculated at the domestic rates REBBIR 2 &P
applicable to profits in the respective AR E 2 HIR
countries

Expenses not deductible for taxation AR 2 &R
purposes

Income not subject to tax BAERBHA

Tax losses not recognised RHERR < THIAE 1R

Utilisation of previously unrecognised tax A BA FERERTIE
losses BB

Over provision in prior years LATE4F E B E A

Tax credit BIEE R

The weighted average applicable tax rate was 19% (2005: 22%).

PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF  14.

THE COMPANY

The profit attributable to equity holders of the Company is dealt
with in the financial statements of the Company to the extent of
HK$878.2 million (2005: Nil).

13.

FrBRIESR (&)

EEEBERAARA
71,700,000 77w (=%
TT) - D RIRRE(R
EEFAREEBRE -

NEIMABMRA
AEF 117,000,000
AR A &N A& FIR

5 A e

REBRAEHINEN 2 HEEXBAESZEA
AR FFTEA 2 IR R 2 BmBIEZ =
N

2006 2005
ZESRE —ZTTREF
HKS$ Million HKS Million
BHEET BHEBIT
385.3 405.0
(73.8) (90.3)
(41.9) (22.9)
112.3 66.2
(1.8) 9.6)

3.3 286

5.9 483

4.0 20.3

MEFHEREERE19% (ZETRHF
22%) °

FLFIREERSA AERGRT
FFARRRAMBEHRERZ AR BRREETFE

A FE(E S F 4878,200,0008 7T (—EZTRHEF ¢
') o

BERER (ER)BRAR ZZEZXNFEFR
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
ReMEHRME

15. DIVIDENDS

16.

Interim dividend paid, of HK4.5 cents
(2005: Nil) per ordinary share

Proposed final dividend, of HK6.0 cents
(2005: HK5.0 cents) per ordinary share

The amount of proposed final dividend for the year ended 31st
December 2006, of which HK1.5 cent will be payable in cash with an
option to elect scrip while HK4.5 cents will be payable by the issue
of bonus shares, is not accounted for until it has been approved
at the forthcoming annual general meeting. The amount will be
reflected as an appropriation of the retained earnings for the year
ending 31st December 2007.

EARNINGS PER SHARE

(a)

(b)

Basic earnings per share

The calculation of basic earnings per share is based on
the Group's profit attributable to the equity holders of the
Company of HKS$579.4 million (2005: HKS$367.8 million)
and the weighted average of 2,695.7 million (2005: 2,328.4
million) ordinary shares in issue during the year.

Diluted earnings per share

Diluted earnings per share is calculated by adjusting the
weighted average number of ordinary shares outstanding
to assume conversion of all dilutive potential ordinary
shares. The basic earnings per share for the year ended 31st
December 2006 and 2005 are the same as the respective
diluted earnings per share, as there are no dilutive potential
ordinary shares.

15.

16.

B ER SR E @458
(Z2ZRF &)

R oK BARR B AT R A6 07 (1L
(ZZZHEF 5081

i3
2006 2005
—ETRE —ZETRF
HKS$ Million HKS Million
BHEET BHEBIT
130.6 -
288.8 116.4
419.4 1164

BE_ZZRF+A=+—-HILFEZHK
REBLE - E1sBIIBARSIRN - TRAE
BUARKE - MasB AR ER BF K
o PR SSENEEBRITZRRBFERS
PEERTEAR - Z2EBARIERE
TR FF A=+ RLEFEZREET
D EC

SREH

(a) WEREFERF
BREABTTREARQ RREEDSTE
NG AR EREH579,400,0008 7L (ZF
THF 1 367,800000870) REANDEIT
EIBAL 2 AN 15 $12,695,700,0000% (=
TERE : 2328400,0000%) FHE o

(b) EEREERT
FREERNNERBFEDBITERRZ
IIRETFI9E - ARERPAA EEEEEBAR
BEER R TEEEEENER
B BBE—TTRNER-ZEAF T
A=+—RALFEzS8RERBTIEES
Z BIRESER AR -
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17. INVESTMENT PROPERTIES

At 1st January W—A—H

Acquisition of a subsidiary (Note 40)

Exchange difference EHERR

Surplus on revaluation of investment KEYE SRR
properties

At 31st December R+=—A=+—H

The investment properties were revalued at 31st December 2006
on an open market basis by Knight Frank.

The Group leases out investment properties under operating
leases. The leases typically run for an initial period of one to ten
years, with an option to renew the lease after that date at which
the terms are renegotiated. None of the leases include contingent
rentals.

As at 31st December 2006, investment properties in Mainland
China of HK$1,852.2 million (2005: HK$1,052.6 million) were
pledged as securities for the Group’s long-term borrowings (Note
35).

The Group's interests in investment properties at their net book
values and the lease terms are analysed as follows:

In Mainland China
On medium-term leases
(between 10 to 50 years)

R E A

BERER (ZER)BRAR ZZETX

125

FRHEIFE (10250%)

—

17.

Wi —FRMTB AR (FfEE40)

REMR

Group

xERE
2006 2005
—ETRE —ETRF
HK$ Million HKS Million
HEET BEAT
1,304.8 1,244.7
578.0 -
64.3 -
246.3 60.1
2,193.4 1,304.8

BREMERFIR _ZTRF+-_A=+—H
BRAFmSEESR
FEERBLEEEHHARENXE - HE—RK
MNFERP—E+5F  AIREFBERRE BR
EH - HEYTEFEIAES

RZZETRF+ZA=Z+—H HER
H{E1E1,852,200,000/870 (ZETRHF :
1,052,600,00087C) ZIREME  EERAEHE
FTERAEE 2\ M (faE3s) -

REBEREEYEZ ERIEROFERERS
WraaT :

2006 2005
—2TX —ETHF
HK$ Million HKS Million
BN BEET
2,193.4 1,304.8




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R e M HRME

Amortisation expense of HK$7.1 million (2005: HK$2.9 million) has
been capitalised in construction-in-progress and HK$0.9 million
(2005: Nil) has been charged in cost of sales.

The Group'sinterestsin land use rights represent prepaid operating
lease payments and their net book values and the lease terms are

analysed as follows:

In Mainland China
On medium-term leases

R E A

hHEIHE (10250%F)

(between 10 to 50 years)

Certain bank borrowings are secured by the Group's land use
rights with carrying values of HK$3.7 million (2005: Nil) (Note 35).

18. LAND USE RIGHTS 18. tifEAE

Group

.3 |
2006 2005
ZEETRE —TTRF
HKS$ Million HKS Million
BEET AEBT
At 1st January W—A—H 157.4 -
Acquisition of subsidiaries YRR B A R - 127.2
Exchange difference MEN Z5E 5.8 22
Transfer from construction-in-progress BEETEEA 1.3 -

Amortisation of prepaid operating SN iEhgiskeax: 3t

lease payment (8.0) (2.9)
Additions NE 68.1 309
At 31st December R+=—A=+—H 224.6 1574

BP9 7,100,000 (ZTZTRHF :
2,900,000%7T) ERFERIREMNER - M
900,000/ 70 (ZZZTRHF ) BT AHER
$ °

AEEER LR R AN EERER
T MEREFEIERITAT

2006 2005
—BX —TEng
HKS Million HKS Million
EEE S BEET
224.6 1574

AREEEE3, 700000870 (ZTTRHF &)
2 ERECEMLARSE THRTEE
(Pff3E35)
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Group
*5E

Year ended 31st December 2005

Opening net book amount
Exchange difference
Acquisition of subsidiaries
Additions

Disposals

Impairment losses
Depreciation

Closing net book amount

As at 31st December 2005

Cost or valuation
Accumulated depreciation and
impairment

Net book amount

Year ended 31st December 2006

Opening net book amount
Exchange difference
Acquisition of a subsidiary
Transfer in/(out)

Additions

Disposals

Depreciation

Closing net book amount

As at 31st December 2006
Cost or valuation

Accumulated depreciation and
impairment

Net book amount

19. PROPERTY, PLANT AND EQUIPMENT

19. ¥k - WBREE

Construction- Water Plantand
in-progress pipe-line  equipment Buildings Total
ERIE XE BAREE g¥ o]
HK$ Million HKS Million HKS Million HKS Million HKS Million
HEBTL BEBTL BEBTL BEBTL BEAT
BE_ZTRAF+-A=1+-H
LEE
FURREFE - - 47 39 86
B EE 25 - 03 - 28
WEERB LR 1736 2088 6.0 - 3884
RE 826 - 47 - 873
& - - 0.1) - 0.1)
REBE - - - 0.1) 0.1)
e - - 40) 02) 4.2)
FRIEEFE 2587 20838 116 36 4827
A _EZRF+-A=1+-H
RAGEE 258.7 2088 35.] 82 5108
ZEERAE
- - (235) (4.6) (28.1)
REFE 2587 2088 116 36 4827
BE_ZS E+-B=1+-H
j12:3: 3
FURREFE 258.7 208.8 11.6 3.6 482.7
B EE 9.5 7.7 0.3 - 17.5
W — B AR - - 0.2 - 0.2
BN/ (1) (28.8) 19.3 - 8.2 (1.3)
RE 620.9 - 119 - 632.8
& - - (0.5) - (0.5)
e - (16.7) (5.9) (0.2) (22.8)
FREEFE 860.3 219.1 17.6 11.6 1,108.6
R-EEXE+ZA=1+-H
BAGEE 860.3 235.8 46.1 16.4 1,158.6
ZEERAE
- (16.7) (28.5) (4.8) (50.0)
REFE 860.3 219.1 17.6 11.6 1,108.6
EHER (ER)ARAT ST ANEEFER



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

R e M HRME

19. PROPERTY, PLANT AND EQUIPMENT (continued) 19. W% - MBREME ()

The construction-in-progress — represents the —construction ERIRREEEERBEREMBAKRNFEA
costs recorded in the balance sheet at the net amount of costs AR BHERA -
incurred.
Depreciation expense of HK$0.4 million (2005: HK$0.4 million) has ?’ﬁ%ﬁﬁi%o,aooiﬁfﬁ (ZZZRF : 400,000/
been charged to construction costs, HK$2.0 million (2005: HKS$1.4 L) BRFAEBENKA © 2,000,0008 T (=
million) has been capitalised in infrastructure projects and HK$20.4 TT A ¢ 1,400,0008L) ERFTEREIEBER
million (2005: HK$2.4 million) has been expensed in cost of sales ZER - M20,400,0008 7T (ZETHEF -
and administrative expenses. 2,400000/&7C) EFIEHERARITRESR -
Certain bank loans are secured by the Group's construction-in- REBE(E 262,400,000 7T (:%%ﬁ% :
progress with carrying values of HK$262.4 million (2005: Nil) (Note m) JIEETREDEMRIER FRITER
35). (Bt5E35)
20. INTANGIBLE ASSETS 20. |EEE
Concession
Group Goodwill rights Total
.34 ] ik e b
HKS Million HKS Million HKS Million
BEAT BEBT AEBT
Year ended BE_SSAF
31st December 2005 +ZA=+—HLEE
Opening net book amount FYIRRENFE - - -
Acquisition of subsidiaries g 1in)=YNC] - 57.3 57.3
Closing net book amount FLEREFE - 57.3 57.3
As at RISZRF
31st December 2005 +=-A=+—H
Cost and net book amount BN K BRTEDFE - 57.3 573
Year ended BE_ZETRE
31st December 2006 +ZA=+—HILEE
Opening net book amount FYRREFE - 57.3 57.3
Acquisition of additional interests in UM B A 7] 2 BESMERS
subsidiaries (Notes 41(f) & (g)) (BiEE41(h () 6.3 - 6.3
Amortisation (Note 8) iy (Misrs) - (0.3) (0.3)
Closing net book amount FRERENFE 6.3 57.0 63.3
As at 31st December 2006 R-BERF+ZA=+—H
Cost BN 6.3 57.3 63.6
Accumulated amortisation BT - (0.3) (0.3)
Net book amount R FE 6.3 57.0 63.3
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21.

22.

DERIVATIVE FINANCIAL INSTRUMENTS

Put options FRoh HE

Included in the balance is a put option right to sell 45% interest in
Hong Kong Construction Kam Lung Limited, which was fair valued
at 31st December 2006 and 2005.

AVAILABLE-FOR-SALE FINANCIAL ASSETS

Beginning of the year F9)
Additions NE
Disposal HE

Net gains recognised as equity (Note 33) R AR 2 e

Unlisted debt securities EEMES
Club debentures grESH

Available-for-sale financial assets are denominated in the following
currencies:

Hong Kong dollar BT
Renminbi AR

21.TE&MTR

Group

*%E
2006
ZEERE
HKS$ Million
BEST

8.0

2005
—EETRHF
HKS Million

BHEBIT

11.0

ERRREF 2 BIE EHong Kong  Construction

DA

Kam Lung Limited 450z 2 70a 84 - BERZ
ZEERFRZZBTZRAFT_A=+—RERAYF

B -

22. T HEMBRE

Group

AKRE
2006
ZBERE
HKS$ Million
BHRET

29
(0.3)

& (PE33) 1.5

2005
—EERF
HKS Million

BEBIT

4.1

4.1

AR ERBEEN TIEEHE

2006
—ETRE
HKS$ Million
BEET

3.1
1.0

2005
—ETRF
HKS Million

BEAT

4.1
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
ReMEHRME

23. SUBSIDIARIES

24

Unlisted shares, at cost FE ETAARM - B
Amount due from a subsidiary FEUs — BB A R RIE

Notes:

(a) The balance with a subsidiary is unsecured, interest free and has no fixed
terms of repayment.

(b) Particulars of the principal subsidiaries are set out on pages 157 to 160.

(@] On 28th September 2006, the Group acquired additional equity interests in APC
Wind Power Pte. Limited, Asia Wind Power (Mudanjiang) Company Limited
and Hong Kong Wind Power (Muling) Company Limited. As a result, the Group
currently owns effective 86% and 80% share of interests in Mudanjiang and
Muling respectively. Details of the acquisitions are set out in Note 41(f) & (g).

ASSOCIATED COMPANIES 24.

Share of net liabilities ELaETE
Amounts due from associated companies — FEUREE AR B FKIE
Provision for impairment losses BB EEEE

The balances with associated companies are unsecured, interest
free and have no fixed terms of repayment except for the amounts
due from associated companies of HK$71.2 million (2005: HK$403.3
million) which bears interests at Hong Kong dollar prime rate
(2005: ranging from Hong Kong dollar prime rate to 1% plus Hong
Kong dollar prime rate).

23.

MEAT
Company
- 3N
2006 2005
—EBRE —ETRF
Note HK$ Million HKS Million
FEE HEET BEAT
30.4 -
(a) 2,251.7 -
2,282.1 -
B eE -
@ B-RMBRARZEHAEERR .  2ERERE
TERFRE o
b)  FEMBARZFHBEHNEIS7E160A
© RIZEXEAA-TNE  REBKETMN
BHREERAR - BMEHEE (HAT)
BRARIREERNEE (BHE) ARARZ
BOMRRE - Bt - REBBRBSREMIRBE
2RI HEE 86% R 80% K B BRI #E - B RAUE 2 5
BRI FE41() R (g) °
BELE
Group
XxKE
2006 2005
—ETRE ZETRF
HK$ Million HKS Million
HEST BEAT
(185.6) (734.5)
1,319.7 1,794.8
(22.8) (22.8)
1,111.3 1,037.5

B A%E71,200,0008 L (ZETAHF
403,300,000/ 7T) 2 FEUYCE & A RIFUIE R IR
BIRBEFNEFE (ZTTRF : BEIR
BENEZBTHEINEIMETS) - &
BEAREZEHTERE  2ERERTE
RER ©
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24. ASSOCIATED COMPANIES (continued)
The Group's share of assets and liabilities and results of associated
companies are summarised below:

Assets B
Liabilities afE
Net liabilities BEFE
Revenue g 25

Profit/(loss) before income tax
Income tax expense

Profit/(loss) for the year

(a)

PSR s

On 26th June 2006, the Group acquired an additional 30%
equity interest in Dorboy Investment Limited ("Dorboy”). As
a result, Dorboy became a subsidiary of the Group. Details of
the acquisition are set out in Note 40.

During the year, Eden Investment Group Limited (“Eden”),
a wholly-owned subsidiary of the Company, with the China
Energy Conservation Investment Corporation (“CECIC") jointly
formed a new company, Linyi National Environmental New
Energy Company Limited (“Linyi"), a company incorporated
in the PRC, for the construction of waste-to-energy plants
in Shandong in the PRC. Eden contributed 40% of the
registered capital of RMB100.0 million, amounting to
RMB40.0 million (equivalent to HK$39.8 million) to Linyi upto
31st December 2006.

Details of principal associated companies are set out on page
161.

BB ER

Sl

: () BRA
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FrisBianas, (E18)

AEEEF (BE)

24, BENF (&)
AEEEGBE A CEERABEEEERM
R

| Z2RT A FREER

2006 2005
ZESRE —ZTTREF
HKS$ Million HKS Million
BHEET BEBIT
2,158.2 2,018.0
(2,343.8) (2,752.5)
(185.6) (734.5)
83.2 248.6
187.9 (88.3)
(71.7) (16.8)
116.2 (105.1)

RZZBZERENAZF A AEER
BREERERRAR ( [EHE] ) I
30%A AR o EIE - BERBAEEZ
PIE AT o LLIRUES 2 RHIB B EE40 ©

FR - AREI2ENBRARFEHRESE
EERAR ( [FE] ) HPEREEIEE
~R) ( [HErgel ) £RAEX—BEHAF
BETRIRIEERAR AR ( [ET] )
B—ERFEFMKILZ A - FEFE
IWREENRBEER BEE_TTAF
TZA=+—R8  FEABREmEAF
it & A< AR #100,000,0007T,240% * BIA
R #40,000,0007T (#H%E 7 £939,800,0007%8
JT) o

TEBRENFZHBEREIE -



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R e M HRME

25. JOINTLY CONTROLLED ENTITIES

Share of net assets

Amounts due (to)/from jointly

controlled entities

Portion due within one year, classified

as current assets

Provision for impairment losses

The following amounts represent the total of the Group's
proportionate interests of share of assets and liabilities, and
results of the joint controlled entities which are included in the

IR EEFE

& () JhEER

RER R

consolidated balance sheet and income statement.

Assets BE
Liabilities BfE

Net assets BEFE
Profit before income tax PR B AR
Income tax expense FrisBiZ
Profit for the year REEHF
Notes:

(a) Balances with jointly controlled entities are unsecured, interest free and have

—FRIPHBERERBEENIY

Group
xEKE
2006 2005
—ETRE —ZETRF
HKS$ Million HKS Million
HEET BEAT
377.9 7.0
(9.0) 188.1
- (16.7)
(5.3) (5.3)
363.6 173.1

T BREEARERLOIERERERZEE

(©)

©

no fixed terms of repayment.

There are no contingent liabilities relating to the Group's interest in the jointly
controlled entities, and no contingent liabilities of the entities themselves.

Details of principal jointly controlled entities are set out on page 162.

On 23rd January 2006, the Group entered into a framework agreement for
establishment of a joint venture to engage in a real estate development
project in Shanghai and contributed 10% of the registered capital of RMB3.5
billion, amounting to RMB350.0 million (equivalent to approximately HK$348.7
million) to the joint venture. Details are set out in Note 41(b).
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HEEREREBE Wit AGREGEEAERK
BEK o
2006 2005
—ETREFE —EERF
HKS$ Million HKS Million
HEET BEET
482.0 2828
(104.1) (275.8)
377.9 7.0
72.8 39.7
- 0.2)
72.8 39.5
BfE -
@ HEZEQARMEZAEBRTERR 2EREBEE
B .
(b) Iﬂﬁﬁﬁﬁilﬁﬂ /\ﬁfﬁ%%ﬁnaﬁi%é
& MEECERSIEIAEE
(© EEAEQRIZFBHNREI6E -
(d) E’s\_?gfxi A=Z+=8 " A&EBFIE

i M EEREE LSRERRE
EBBZEK WERMZAELEEETAGEM
BEARARM3,500,000,00070.210% + Bl AR
350,000,0007C (#IFEE #348,700,0007C) © A
RAETIB AT 41 (b)



26. PROPERTIES HELD FOR SALE 26. FHEREZME

At 31st December 2006, the carrying amount of properties held for RZBZERET_A=1T—H  BEHEER
sale that are carried at net realisable value amounted to HK$95.1 B MERABEFEINE  HEREER
million (2005: HK$104.8 million), and in which the land use rights 95,100,00087C (ZFF R : 104,800,000/8
amounted to HK$71.5 million (2005: HK$77.3 million). JT) v HeP (s AR A71,5000008 T (—F

TR 1 7730000087T) °

27. FINANCIAL ASSETS AT FAIR VALUE THROUGH 27. BAFEERSRIIBRZMERE
PROFIT OR LOSS

Group
.3 |
2006 2005
ZEETRE —TTHEF
HKS$ Million HKS Million
BEET AEBT
Equity securities:
— Listed in Hong Kong at market value 0.1 0.5
— Unlisted 11.1 22.7
11.2 232
The carrying amounts of the above financial assets are classified BB EE EEE DM
as follows:
2006 2005
ZEERE —TTHEF
HKS$ Million HKS Million
BEET BEBT
Held for trading BHEFEERRE 0.1 8.8
Designated as fair value through profit RUREREFER AT E
or loss on initial recognition 11.1 144
11.2 232
Financial assets at fair value through profit or loss are presented BRATEEBRRIGZVBEECRERE
within the section on operating activities as part of changes in RNKEEEBPER  (FREEXEENFHE
working capital in the cash flow statement (Note 42(a)). g) (MisEa2()) ©
Changes in fair values of financial assets at fair value through profit BRATEEBRRIGZVBEE2 A TEE
or loss are recorded in other gains - net in the income statement. &) - St ABERAEMKEFHE o
BEAREE (ER)BERAR ZZEENEFEFH
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
ReMEHRME

28. TRADE AND OTHER RECEIVABLES 28. MEMCARTR R HfhFE U R

Group Company
F5H F4F
2006 2005 2006 2005
ZEEX —TTREF —ZTX ZTTRF
HKS$ Million HKS Million HKS Million HKS Million
BEEL BEBT HEET BHEAT
Trade receivables FEU AR R 47.3 34.1 - -
Less: provision for impairment 3 : FEUERZURERE
of receivables (18.8) (10.9) - -
28.5 232 - -
Retention receivables FEUS (R B 15.9 416 - -
Other receivables and deposits, — Efb UG kiks
net of provisions (BHBREE) 170.3 2106 0.4 -
Gross amount due from EWEP &R TIZNE
customers for mgE (MsE29)
contract works (Note 29) 85.5 61.2 - -
Amount due from a jointly el —R& % RA
controlled entity HIE - 16.7 - -
Amount due from a related [EN—FRERE R RIFIE
company 3.6 204 - -
303.8 373.7 04 -
(@) At 31st December 2006, retention receivables amounting @ RIZZETZRE+_A=+-—80 " ERRKR
to HK$114.2 million (2005: HK$159.0 million) were included BBEEE /511420000087 (ZBERHE ¢
in non-current receivables and current other receivables, 159,000,000/ 7L) + B B8 T T8 BiUER
depending on their expected date of receipt. B %1 7 FE 7% B FE Y 3R DA B HL At 7t B e U
=,
(b)  The ageing analysis of trade receivables, net of provision for (o) EFMBREERER BRI BRik T a0
impairment of receivables, is as follows: Ik
Group
%M
2006 2005
ZBTRE ZETHF
HKS$ Million HKS Million
BHEST BEET
0 to less than 2 months ZZEPR2MEAR 14.3 154
2 to less than 6 months 22 P R6(E A 0.7 06
6 to less than 12 months 6ZELR12MEA 3.2 09
12 months and more BiB121E A 10.3 6.3
28.5 232

The Group's credit terms for contracting business are negotiated REFBRESNEBZ EERGERERB—RE
with and entered into under normal commercial terms with EHEREEPERLE  BESH 2 BKR
its trade customers. Retention money receivables in respect of BRRERIERERN & Q2 EREEH -

contracting services are settled in accordance with the terms of

respective contracts.

BHRAEEE RSB TVERERSE - SHEIER
R EEEEDZRER -

There is no concentration of credit risk with respect to trade
receivables, as the Group has a large number of customers,
internationally dispersed.
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28. TRADE AND OTHER RECEIVABLES (continued) 28. FEUAR TR o ft PR R (
The carrying amounts of the Group's trade and other receivables RSB 2 RS &Eﬁm&t”& R EMETILAT

S ik =
are denominated in the following currencies: PUSIRETE
2006 2005
ZESRE —ZETHF
HK$ Million HKS Million
BHEET BEET
Hong Kong dollar BT 138.0 2115
Renminbi AR 165.8 162.2
303.8 373.7
29. CONSTRUCTION CONTRACTS IN PROGRESS 29. EEIESH
Group
.30
2006 2005
ZEETRE —ETHF
HKS$ Million HKS Million
HEET BEET
Contract costs incurred plus attributable BRI DN E TR FE 15 FA
profits recognised less provision for AITE R ER R
foreseeable losses 2,532.5 3,094.5
Progress payments received and receivable B4 & FEUGE E 43X (2,495.7) (3,080.0)
36.8 14.5
Representing: R« -
Gross amounts due from customers for ST AU R R E A R R 2
contract works included in trade and EREPEATIERIERTE
other receivables (Note 28) (Pf5E28) 85.5 612
Gross amounts due to customers for FTAERTERR R M ER R
contract works included in trade and ENEPEATIERIERTE
other payables (Note 37) (f5E37) (48.7) (46.7)
36.8 14.5

BERER (ER)BRAR ZZEZXNFEFR
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R e M HRME

30. PLEDGED DEPOSITS

31.

(@) At 31st December 2006, deposits of HK$7.9 million (2005:
HKS$7.9 million) were pledged to certain banks to secure
banking facilities granted to certain buyers of properties
of Group to the extent of HK$32.8 million (2005: HK$43.0
million).

(b) At 31st December 2006, deposits of HK$1.0 million (2005:
HK$1.0 million) were pledged to the performance bonds and
guarantee, under contracts and other agreements.

() At 31st December 2006, deposits of HK$285.3 million (2005:
HK$3.7 million) were pledged to secure certain long term

30. EHFER

@ RZEEZEAF+ZA=+—8"
7,900,000% 7T (ZZTZT R : 7,900,00078
TL) ZEHREERTETRIT - UESER
FAREESE TYWHEE T A%32,800,0007%
T (ZZZRF : 43,000,000870) 2B
1TRE -

by RZZTEEXF+ZA=Z+—8"
1,000,000/ (ZZEZHF : 1,000,000%
TL) ZEHEREBEEHREMGHEERT
BAIES RIER -

@O R-EEAE+-_HA=+—8 "
285,300,000 (ZEZERHF

bank loans. 3,700,000870) ZIFsRE TR - AES
BETRHRITER °
CASH AND CASH EQUIVALENTS 31. HeRBESEEY
Group
XK@
2006 2005
—EBRE —ETRF
HK$ Million HKS Million
BHEET BEET
Cash at bank and in hand RITRFEES 584.3 2432
Short-term bank deposits RHRITIER 478.2 3545
1,062.5 597.7

The effective interest rates at the balance sheet date were as
follows:

2006
ZBERE
HK$ Us$
BT BT
Short-term bank deposits BEROER 2.6% - 3.8% 5.2%

REERZBEMEMT

2005
—ZZhE
RMB HKS Uss RMB
AR#® B ES ARE
1.4%-1.6% 2.5%43% - 14%-2.3%

These deposits’ maturity dates range from 1 day to 60 days for the
Group.

AEE EtFRZ HBMA N F1260A ©

HKC (HOLDINGS) LIMITED ANNUAL REPORT 2006

136



32. SHARE CAPITAL

Authorised

At 1st January - HK Co

Reduction of nominal value of authorised
share capital

At 1st January - Company
Authorised shares on incorporation
Increase in authorised shares

At 31st December

Issued and fully paid
At 1st January
Issue of bonus shares
Reduction of nominal value of
issued and fully paid share capital
Shares placements - controlling
shareholder
Issue of scrip dividend shares
Cancellation of the shares of HK Co
Shares issued and transferred to
shareholders of HK Co as consideration
for cancellation of shares of HK Co
Shares placements - other shareholders

At 31st December

Note
fitsE

EE
N—RA—B-&ERF
HIREE R AR E

n—A—H-27d
N AES by )
EERIEM

Rt-—A=1+-8

BERTRME

n—A—H

BTHR

IR &7 RAR AR
ZHE

B — AR

BITARRSMRM

HHBEBRRRD

BRI ERTES
ARRRIERTIHEES
ARRGDZRE

BRERRD — AR

jeali sl

Rt-—A=1+-8

32. &

Ordinary shares
HER
2006 2006 2005 2005
ZETRE k- - ¢ “ZTHE “ZTRF
Number of Number of
shares shares
B8 A L€l
(Million)  HKS$ Million (Million) HKS Million
(B8) HEET (B8) BEBT
3,500.0 3,500.0
- (3465.0)
3,500.0 350
10.0 0.1 - -
- - 100 0.1
9,990.0 99.9 - -
10,000.0 100.0 100 0.1
2,328.4 23.3 19484 1,9484
- - 3800 3800
- - - (2,305.1)
465.7 47 - -
244.2 24 - _
(3,038.3) (30.4) - -
3,038.3 30.4 - -
607.7 6.1 - -
3,646.0 36.5 23284 233
FEFR



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
ReMBEHRME

32. SHARE CAPITAL (continued)

Notes:

(@)

HK Co offered to its shareholders a scrip dividend alternative under which the
shareholders could elect to receive ordinary shares of HK$0.01 each in lieu of
cash dividend during the following dividend declaration and ordinary shares
were issued under these schemes:

All these shares issued during the year ranking pari passu in all respects with
the then existing shares.

Interim dividend for the year
ended 31st December 2006

Final dividend for the year
ended 31st December 2005

RE-FTAET_A=+-A
L2 RS

BE-TTRF+-A=+-A
L2 RER S

The changes in the authorised and issued share capital of the Company which
took place during the period from 14th April 2005 (date of incorporation) to
31st December 2006 were as follows:

(i)

(i)

(iii)

(iv)

On incorporation, the authorised share capital of the Company was
HK$100,000 divided into 10,000,000 shares of HK$0.01 each, all of
which were issued and allotted on 20th April 2005. Such shares were
subsequently credited as fully paid as part of the Group Reorganisation
on 16th November 2006.

Byanordinary resolution passed on 16th November 2006, theauthorised
share capital of the Company was increased to HK$50,000,000 by the
creation of an additional 4,990,000,000 shares of HK$0.01 each, ranking
pari passu with the existing share capital of the Company.

On 16th November 2006, as part of the Group Reorganisation, the
Company issued an aggregate of 3,028,332,891 shares of HK$0.01 each,
credited as fully paid and transferred 10,000,000 shares of HK$0.01
each, also credited as fully paid by HK Co to the shareholders of HK Co
in consideration of the cancellation and extinguishment of the shares
of HK Co.

On 23rd November 2006, the Company entered into a share placement
agreement pursuant to which an aggregate of 607,664,546 new shares
of HK$0.01 each were issued to certain independent investors at HKS 1.1
per share. The associated issuing expenses were HK$13.4 million. The
net proceeds from such issue were approximately HK$655.0 million.

Byanordinary resolution passed on 21st December 2006, the authorised
share capital of the Company was further increased to HK$100,000,000
by the creation of an additional 5,000,000,000 shares of HK$0.01 each,
ranking pari passu with the existing share capital of the Company.

32. B&F (&)

GEE

@  AEEREMERRMELARKCSEE - &t
BERAR TR S E KRR ENREREE
00V EBEARBRERE - WERREZ
S BIBETEARK

FRABTZAARSENES T EHRERS

ERNZE RS

Number of Issue price

new ordinary per ordinary
shares issued share Issue date
BRTHEERHE SEEERZBTR BTEM
135,642,936 HK$0.94 6th November 2006
0948 —TETRF+—ARA
108,598,829 HK$1.02 27th July 2006
10287 ZEERFLAZTLR

244,241,765

(0 ARTATREBAIMAR_TTAFNA+
mA GERRIAS) E-FEAF+=A=
+—BZEBEMT :

()

(i)

(i)

(iv)
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R B - ARARDEERA A
100,000/ 7T, + 5 AEREE001ET
10,000,0008%f% 1 + ZERMDEIR=TF
HEMAZ+BEBITREE - ZSRNH
EAREESEMANEP —HOREERN =
TERF+—A+NBARIERZR

Fo
A °

RZZZAF+—A+BRBZLEA
REBR - #515784,990,000,00008 F AR EE
001 T2 BIMNR D (HRERMBERAR
BERAZERSE#Z) - #MEERAR
AR TE RS 5N 250,000,000/ 7T ©

RZZBZEXRF+—A+X8  fEAX
SEEANEF - - ARAAEF
BRARRREITEREEOIEITA K
3,028,332,891 IR ABRZIVER B A& 15 + 1)
BB R BIIREREE10,000,0000% FAREE
0.01BTTZ ABRIWER B IR - tEASH
BB KB BB D RIRG ZRE -

R-ZZEEXFE+—A=-+=H  ARQF
AN —HORMESHE - Bt mET
BUREENERRE I AVBTETE
607,664,546 8 BAREE0.01 8 7T.2
f&% - BRAEITE R /13,400,000 7T °
ZROBITEENMBRIEFEOAR
655,000,000/ 7T °

R-TERF+_A-+—HEBNE
FIRFER - FE155%5,000,000,0000% & A%
EMEA0.01BTTMEINED (LR
MERARRERRNZERERES)
HmMEARAREERE —FHEME
100,000,00087C ©



33. RESERVES

Group
Balance at 1st January 2005

Exchange differences
Issue of bonus shares
Reduction of nominal value of
issued and fully paid
share capital
Set-off accumulated losses
Profit for the year

Balance at 31st December 2005

Retained by:

Company and subsidiaries
Associated companies
Jointly controlled entities

Representing:
Reserves at
31st December 2005
2005 proposed final dividend

x50
WZZFHE
—A—BA&sH
EREE
(IR
HIRBETRAR
BAmEE

Engi
G

RZZTHE
T-A=+-R&H

FURE :
ALARMEAT

4k 4k /=]
ril-YN=

KR\ =
/EI\E/L\\FJ

x:

R-ZERF
ToAZT-HZER

“ZTREREAERE

2 %
£+

BEER

33. ki

Retained

Capital Capital earnings/

Share  reduction redemption Capital  Exchange (Accumulated
premium reserve reserve reserve reserve losses) Total

Ruan/
BGER BRAWEREE JIFEEOER 3] EREHE (RiER) R
HKS Million — HKS Million — HKS Million  HKS Million  HKS Million ~ HKS Million— HKS Million
BEAT BEAT AEAT AEAT BEAT BEET BEAT
13677 - 146 1513 (2406) (1726.2) (2172)
- - - - (47) - (47)
(3800) - - - - - (3800)
- 2305.1 - - - - 2305.1
(987.7) (8136) - - - 18013 -
- - - - - 3678 3678
- 14915 146 1513 (293) 4429 20710
- 14915 146 1513 (90) 10857 27341
- - - - (203) (6498) (670.1)
- - - - - 70 70
- 14915 146 1513 (293) 4429 20710
19546
1164
20710

() BRAR ZZET A NFEFR
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R e M HRME

33. RESERVES (continued) 33. f%fE (#)
Employee Available-for- Retained
Capital Capital share-based sale  earnings/
Share  reduction  redemption Capital compensation ~ Exchange investments (Accumulated
premium reserve reserve reserve reserve reserve reserve losses) Total
DL 3 e RERH/

RORR BAWAGE ASWOEE  A4ER GAMABR ERGRE  NEER  (UHER) L
HESMillon — HKSMilon  HKOMilon  HKSMilon  HKSMilion  HKSMillon  HKSMilon  HKSMillon  HKS Milion
BEAT  BEAT  AERT  AERT  BERT  RERT BB BERR BEET

Group 350
Balance at RZFEAE
st January 2006 -A-R&ER - 14915 146 1513 - (293) - 4429 20710
Revaluation Eff - - - - - - 15 - 15
Exchange differences EXES - - - - - 865 - - 865
Employee share option EEERERT
benefits - - - - 150 - - - 150
Payment made in HHERRETE
respect of cancellation 0ES
of old share option
scheme - - - - (58) - - - (58)
Arising from issue of EEREARR
shares 1,1439 - - - - - - - 1,1439
Arising from issue of EEENRRE:E
scrip dividend 2358 - - - - - - - 2358
Share issue expenses BRHER (134) - - - - - - - (134)
2005 finaldividend ERERE - - - - - - - (1164)  (1164)
2006 nterm dividend NERERE - - - - - - - (1306)  (1306)
Redlassifcation of capital RrdlaREN IR
reduction reserve - (7074) - - - - - 7074 -
Profitfor the year TEEE - - - - - - - 57194 5194
Balance at RIFERE
315t December 2006 T-AZt+-Bis 1,366.3 7841 14.6 1513 9.2 57.2 15 14827 3,866.9
Retained by: FHRE :
Companyand TARRMNE
subsidiaries NG| 1,366.3 7841 14.6 1513 9.2 978 15 1,735.5 4,160.3
Assoicated companies VN - - - - - (406) - (282.1) (3227)
Jointly controlled entites BELT - - - - - - - 293 23
1,366.3 7841 14.6 1513 9.2 57.2 15 14827 3,866.9
Representing: f%:
Reserves at RZFEAE
315t December 2006 ToA=T-RAZEE 35781
W6 proposed finaldividend ~~ —TEAERERERE 2888
3,866.9
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33. RESERVES (continued)

33. G (&)

Employee
share-based

Share compensation Retained
premium reserve earnings Total
PR3 £t
BinigE & BBl & bl RERT #E
HKS Million HKS Million HKS Million HKS Million
BEBT BEET BEET ABEET
Company *’A=l
Balance at 14th April 2005 NZZZRFMATMA
(date of incorporation) Galiiava=EiD - - - -
Employee share option BB RaRIER A
benefits - 1.5 - 1.5
Reserve resulting from the FETEBSEHEES Y
Group Reorganisation & 717.4 - - 717.4
Arising from issue of shares EEEBTRN 662.3 - - 662.3
Share issue expenses BITROE (13.4) - - (13.4)
Profit for the year REZHEF - - 878.2 878.2
Balance at RIZBTRE
31st December 2006 +ZA=+—R#&#H 1,366.3 1.5 878.2 2,246.0
Representing: RE&:
Reserves at RIZBTREF
31st December 2006 + A=t+—Rz&E 1,957.2
2006 proposed final dividend ZEERFRIRARPRE 288.8
2,246.0

The applications of the share premium account and capital
redemption reserve account are governed by sections 48B and
49H of the Hong Kong Companies Ordinance respectively.

As a result of reduction of capital in 2005, an undertaking was
given by the HK Co to the Court of First Instance of the High Court,
Hong Kong (the “Court”) in connection with the Capital Reduction
Reserve Account of approximately HK$1,491.5 million. The amount
will not be treated as realised profits and shall be treated as a reserve
of HK Co. This amount shall not be distributable until and unless
the creditors of HK Co as at the date of sanction of the reduction
of capital are fully settled, provided for by HK Co or consent is
obtained from the remaining creditors. HK Co may apply for these
amounts to be settled by paying up unissued shares of HK Co to
be issued to members as fully paid bonus shares.

A% (ER%)
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S
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=

et (B BR I B AR B BUE B R 2 R A 0 5l

ZEBRAEDIFE48B RAHIGFAEEE

HREZZSSRAFETREER - WEEA
%%M9%Nm%n2h$ﬂﬂﬁ%%mé
BEEEREREE ( [VRE] ) AR -
ZEEBTSERERETRE - MAEARAE
BARZFEBERRE - WSBAEESIRAR -
HERRIEES QB RABIRIE R B2 E
REANEEBSERE  HEEA Tﬁi%i%
BRTEREARZRRIN - BBEQFAIE R
ERAREFHTEERARBETROELSZT
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R e M HRME

33.

34.

35.

RESERVES (continued)

Based on recommendations from HK Co's legal and financial
advisers, the directors and senior management have reviewed
and assessed the Capital Reduction Reserve Account and the
outstanding amounts of creditors brought forward from the date
of sanction of the reduction of capital and considered an amount
of Capital Reduction Reserve of approximately HK$707.4 million is
available for distribution as at 31st December 2006.

AMOUNT DUE TO ULTIMATE HOLDING
COMPANY

The amount due to ultimate holding company in 2005 was
unsecured, interest bearing at Hong Kong dollar prime rate as
quoted by HSBC plus 2%. The amount has been fully repaid during
the year.

BORROWINGS

Non-current JERE

Bank borrowings RITRERK
Other loans HhER
Loans from minority shareholders DEIRRER
Current B

Bank borrowings IRITIER
Other loans HER
Total borrowings L bt

33. f#fE (&)
BIBEFB AR ARV BEREL 22
EFERBRERENK B D EH R ERAHEIR
HEERERARAEIRILEB BEE 2 EEAR
BERE TRAN-ZETF+_A=+—
B - BE#I707,400,0005 702 BRASEI B HE AT

DK ©

34. EfIREEZEERLTIRT

R-ZEBTAFRNREERA R AL ER

;o REELSELRITETRESNTINE
AR ZERHCRNFABHEE -

35. f&®

Group

xEKE
2006 2005
—EBRE —ETRF
HK$ Million HKS Million
HEET BEATT
1,737.7 701.3
127.9 138.2
79.0 3.0
1,944.6 8425
354.5 144.8
15.4 12.2
369.9 157.0
2,314.5 999.5
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35. BORROWINGS (continued)

Bank borrowings are secured by

the investment properties, land

35. & (

fEfﬂ%?XEE REBZREYE itﬂgﬁiﬁﬁﬁé :

use rights, construction-in-progress and pledged deposits of the FERrIERERTREER (M
Group (Notes 17, 18, 19 and 30). 19%30) °
Group
F5%H
Secured Unsecured Unsecured
bank loans bank loans other loans Total
HiEH gt EIER
B|ITHER B|ITHER Htig® #E
HKS Million HKS Million HKS Million HKS Million
BEBT BEET BEET ABEET
The maturity of bank borrowings  =ZZ/XF%Eh Tﬂﬁﬂf'ﬂai?_i
and other loans for 2006 ZITERREMERAT -
is as follows:
Within one year —ER 316.6 37.9 154 369.9
In the second year F-F 132.8 - 16.8 149.6
In the third to fifth year BE=FEBRF 419.7 - 50.5 470.2
After the fifth year hFg 1,185.2 - 60.6 1,245.8
2,054.3 37.9 143.3 2,235.5
The maturity of bank borrowings =—ZERFER 5| HREE
and other loans for 2005 ZHITERREMERAT
is as follows:
Within one year —FR 98.7 46.1 122 157.0
In the second year FoF 319 58 163 54.0
In the third to fifth year E=FZERF 637 259 486 1382
After the fifth year hFE 2262 347.8 733 647.3
420.5 4256 1504 996.5
The effective interest rates at the balance sheet date were as REER 2 ERFERANT™
follows:
2006 2005
ZBERE ZTTRE
HK$ RMB HKS RMB
BT IN: BT ARE
Bank borrowings and other loans BRITEAREMER 6.0% 2.25%-6.14% 6.0% 23%6.1%




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
ReMBEHRME

35.

36.

BORROWINGS (continued)
Hong Kong dollar BT
Renminbi AR

The Group has the following undrawn borrowing facilities:

Floating rate SFENFIE
— expiring within one year —mR—FAREIE

DEFERRED INCOME TAX LIABILITIES
The deferred income tax liabilities arise from investment properties
valuation and its movements are as follows:

At 1st January w—HA—H
Recognised in the income statement RIER&RER
At 31st December W+=ZRA=+—8

Deferred income tax assets are recognised for tax losses carried
forward to the extent that realisation of the related tax benefits
through the future taxable profits are probable. The Group did not
recognise deferred income tax assets of HK$143.4 million (2005:
HK$129.5 million) in respect of tax losses of HK$819.3 million (2005:
HK$740.1 million) to carry forward against future taxable income.
These tax losses have no expiry date (2005: no expiry date).

35

36.

B (#)
Group
xERE
2006 2005
—EBRE —ETTRF
HK$ Million HKS Million
HEET BEATT
218.8 145.8
2,095.7 853.7
2,314.5 999.5

AEEETHAZAZEREE :

155.2 2354

BEMRSRAR
BENEHEE L BEREHABRREED
o -

Group

XxEE
2006 2005
—EEREFE ZTTRF
HK$ Million HKS Million
HEHET BEET
18.3 -
- 183
18.3 183

fif 5 Pl RE B B A SRR B R A S B B 2 B IE F
=EE - AedfE s BiEEBERRIELERIE
BE o NS [E AR FTE E518819,300,00078 7T

ZZETRF 740,100,000/ 0) M HERIELE
FrSRiTE & E143,400,00087L (ZZTRHF :
129,500,000 7T) AJ{EAEES - LA A& E
RPN - ZEBEEHBYEIEHR (ZFF
e EIEA) -
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37. TRADE AND OTHER PAYABLES

Trade payables

Retention payables

Other payables and accruals

Amount due to related companies

Gross amount due to customers for
contract works (Note 29)

37. FEFHRESR B H Mt FE T 5%

FEFBRIK

FEFHRE F/EE

HhER R R e & A

FETRE R RIFRIA

ENEFAH T EREREE
(Bf5E29)

(@) At 31st December 2006, retention payables for contracts in (a)
progress amounting to HK$117.7 million (2005: HK$140.2
million) were included in non-current payables and current
other payables, depending on their expected date of

payment.

(b) Included in trade and other payables are amounts due to (b)
related companies at the year end amounting to HK$18.1

million (2005; HK$17.5 million).

(©)  The ageing analysis of trade payables is as follows: ©

0 to less than 2 months ZTEPR2E A
2 to less than 6 months PE N (EY
6 to less than 12 months 621218 A
12 months and more Bi@1218 A
EREER (ZER)ERRR ZEENFEFR
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Group

xERE
2006 2005
—ETRE —ZETRF
HK$ Million HKS Million
HEET BEBIT
139.8 126.2
24.1 36.8
402.3 500.5
- 70.0
48.7 46.7
614.9 780.2

RZBEXF+ZA=1+—H  T£EHE
TEEH 2 ERREFEE17,700,0008 7T

(ZZZTAF :140,200,00077C) 225
WREFEEMS B - I RIERENER AR
HmENER K o

FEATBR TR R E A FE S OB B R A AR E
S REE R R AIFRIE18,100,0008 7 (=F
THLE : 17,500000587C) °

JEN R BRI ATIAT -

Group

M
2006 2005
—2ER —ZETRF
HK$ Million HKS Million
BEERERT AEATT
24.6 259
1.2 25.1
46.6 49
67.4 703
139.8 126.2




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R e M HRME

38. COMMITMENTS 38. #*iE
(a) Capital commitments (a) BEKiE
Capital expenditure at the balance sheet date but not yet REZEBEAEERREE 2 EARRZN
incurred is as follows: L
Group
.3 |
2006 2005
ZBERE —ZETHF
HKS$ Million HKS Million
BEET AEBT
Property, plant and equipment M - IR RR
Contracted but not provided for BEETHEREE 499.5 782.1
Authorised but not contracted for EEREERETL 109.7 2482
609.2 1,030.3
(b) Commitments under operating leases (b) WIBEBHEEZEIE
The aggregate future minimum lease payments under non- BIEBERTRIET Y TAIRECLEHE
cancellable operating leases in respect of land and buildings ZARREEARE BT -
are as follows:
Group
%M
2006 2005
—EEX ZETRHF
HKS$ Million HKS Million
BEET BEBT
In the first year EES 34 30
In the second to fifth years inclusive ~ F-FZFHE (BIEEEWE) 1.6 28
5.0 58
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38. COMMITMENTS (continued)

(c)

Future minimum rental payments receivable
The future minimum rental payments receivable under non-

38. #*ifE (&)
(0 FEREBEKES
RN AIREE M E 2 KRR EUKTE

cancellable operating leases are as follows: caUNNE

Group

AKRE
2006 2005
ZBERE —TERF
HKS$ Million HKS Million
BEST AEAT
In the first year EES 60.0 382
In the second to fifth years inclusive ~ E_FZZERF (BEAEEMSF) 56.1 433
After the fifth year T 3.8 8.1
119.9 89.6

The lease typically runs for an initial period of one to ten
years, with an option to renew the lease when all terms are
renegotiated. Lease payments are usually increased annually
to reflect market rentals. None of these leases include
contingent rentals.

39. CONTINGENT LIABILITIES

(a)

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

The Group has contingent liabilities in respect of performance
bondsand guarantees under contractsand otheragreements
entered into in the normal course of business.

BEBER (ZER)ARAR =T 2
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=

HE-ROFRP—ZE1+% TABRERE
FERRES  ERAEIRRETEREE -
—RWE HeesFLANRRTSES -
HEW T BELAEE -

39. RAMR
@ AEERELTARBREBREAQRE
DMEET ZRITRBEERERZIRE

& o

b) AEERHE-REGPEITZAHOREM
HE TEOREREREEZAAEE -

NEEFH



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R e M HRME

40. BUSINESS COMBINATION 40. RHEH

On 26th June 2006, the Company, through its wholly-owned
subsidiary, acquired 30% equity interest and the assignment of
a shareholder loan in Dorboy Investment Limited (‘Dorboy”), a
limited company incorporated in Hong Kong which is principally
engaged in property development and investment in Shenzhen,
the PRC for a cash consideration of HK$240.0 million. Before the
acquisition, Dorboy was a 50% associated company of the Group
and it became an 80% owned subsidiary of the Group upon
completion of the acquisition.

The acquired business contributed revenues of HK$9.2 million
and net profit of HK$59.9 million to the Group for the period from
27th June 2006 to 31st December 2006. If the acquisition had
occurred on 1st January 2006, the Group's revenue would have
been HK$404.0 million and the profit for the year would have been
HK$624.9 million.

Details of net assets acquired are as follows:

Purchase consideration - cash paid and payable
Fair value of net assets acquired (see below)

Excess of fair value of net assets acquired over
purchase consideration, recognised as other gains

RZTERFAAZTAA  AREBERES
& W8 A AR $ R (B 240,000,000/ LI 1S
BREBRAR ( [1EE] ) BIN0%R AR
mREEREER  BEARESEMK L2
BIRAR - EBEBANTERYETYER
BEEE - WHER - BEAREEREE50%E
m2BERNE  WEEREXALAEERES
80%1E xS 2 MIBAF] °

FENBZEBEA T RFA-TtAH
E-ETEREF+_A=+—BLHMEALRE
& 75 3R Y2 A.9,200,0007% 7T & 4 759,900,000
T BRZBUKBNR=_ZZF—A—AB%E
B - BIREBRAEE 2 Was Koa R g BllA
404,000,000/ 7T, % 624,900,000 7T, ©

BABEFEZFENOT :
HKS Million
BHEBIT
WERE—EMEENERES 240.0
BABEFEZATFE (WTXFAR) 4187
Frikig & EFE 2 A ER T IR
REZEE  CERASEME (178.7)
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40. BUSINESS COMBINATION (continued)

The assets and liabilities arising from the acquisition are as

follows:

Investment property "EYZE
Property, plant and equipment
Trade and other receivables
Cash and cash equivalents
Trade and other payables

Loans from shareholders (Note i)

Loan from the Group REREEER
Minority interests DB R

Loan from the Group (Note ii)

Interest in associated company

originally held by the Group NCIE 3

Net assets acquired BAREFE

Net outflow of cash to acquire business:

Purchase consideration WHERE

Purchase consideration payable FERT UK (E

Cash and cash equivalents in BANBARIZRE R
subsidiary acquired REEED

Net cash outflow on acquisition Wi 2 R FaE

Notes:

(i) The 30% equity interest shareholder has assigned its loan of HK$957.0 million

with fair value of HK$240.0 million to the Group.

(i) Together with the above-mentioned assigned loan, the total loan from the

Group was eliminated in the consolidated financial statements.

BAREH ER)BRAF ZFE

JRE LA B S5 e LA B AR
ReRRSEFEY
TR A1 B S5R K LA B £ 5K
BRER (M)
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KEAsEER (M)

ReBAKERE 2B

=

40. EHEH (&)

WEELrEERBENT
Acquiree’s
carrying amount Fair value
BB Z RE{E DLFEE
HKS Million HKS Million
BEBT AEATT
5780 578.0
0.2 0.2
22 2.2
16.8 16.8
(26.0) (26.0)
(1,033.0) (316.0)
(5364) (536.4)
(998.2) (281.2)
76.0
7764
571.2
(152.5)
418.7
WIEEE 2 Remb$E -
(240.0)
480
16.8
(175.2)

() FHHEIWBAEZZERR  EBEAH
957,000,0007%8 7T i1 A - £240,000,000/8 L2 B
;o HBTAREE -

()  EREREBER  AEEERLBEEREGE
BATSSRR I8

NEEFH



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R e M HRME

41. RELATED-PARTY TRANSACTIONS

(a)

Mr. OEl Tjie Goan and Mr. OEl Kang, Eric and their respective
associates, hold a total of approximately 59.87% in aggregate
of the entire issued share capital of the Company as at 31st
December 2006.

On 23rd January 2006, the Group entered into a framework
agreement with Sinar Mas Group, a group indirectly
controlled by the Oei Family, for establishment of a joint
venture to engage in a real estate development project in
Shanghai, the PRC. The Group has contributed 10% of the
registered capital of RMB3.5 billion amounting to RMB350.0
million (equivalent to approximately HKS$348.7 million)
to this joint venture. The framework agreement and the
transactions contemplated therein constituted discloseable
and connected transactions for the Company under Rules
14.06(2) and 14A.13(6) of the Listing Rules, and were
subject to the reporting, announcement and independent
shareholders’ approval requirements under Rule 14A.17 of
the Listing Rules. Details of such discloseable and connected
transactions were set out in the extraordinary general
meeting circular sent to the shareholders of the Company on
23rd February 2006. The ordinary resolution in relation to this
connected transaction was approved by the independent
shareholders in the extraordinary general meeting on 13th
March 2006.

Yangpu Water Supply Company Limited, held as to 65%
indirectly by the Group, entered into a water supply
agreement with Jinhai Paper Pulping Industrial Company
Limited (“Jinhai"), a company indirectly controlled by the
Oei Family, for a period of 3 years commencing from 1st
January 2006. Income received from Jinhai for the supply of
raw water during the year amounted to HK$19.7 million. The
water supply agreement and the transactions contemplated
therein constituted continuing connected transaction for the
Company under Rules 14.06(2) and 14A.13(6) of the Listing
Rules, and were subject to the reporting, announcement and
independentshareholders’approvalrequirementsunderRule
14A.17 of the Listing Rules. Details of such continuing
connected transaction were set out in the extraordinary
general meeting circular sent to the shareholders of the
Company on 12th May 2006. The ordinary resolution
in relation to this continuing connected transaction
was approved by the independent shareholders in the
extraordinary general meeting on 13th June 2006.
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41. REALES

(a)

BEREE ERILERFEESA 2 HE
ATEHEBERRFTNR T F+=A
=+ —HE2HEBITIRALLEELIS.87% °

RZZEEXNF—AZ+=H ' AEER
HRRGERELEZ &N EET AR
F UK AECEETREERER
WERREHZEK - AEEERAZE
BT E AR 500,000,000 E
ANZ10% » B0 AR¥E350,000,000C (FHE
7 #9348,700,00077T) ° RIE_EMARAISE
14.06(2) & 14A.13(6) 16 » SZIELE 5% SR ¥R 1IE
BOETTR PR AR ZBATHEBRR S R
BER S - MUEEST ETARAIE14A0 71K
BRHR - AMERBYREIEZRE ©
ZEATHELISMNEERS ZFHBER
E_EERNF_A-+=ARAQTKRE
FEZRESRASEE - BRLLIEEE
RHZEBREEEN _ZTE=-A+
THBRTZREFIAKSEB L REL
Ao

NEBBEF s wiER 2 FRIEKER
EARREERREMEES 2 EmS
BEAERRLAR ([£8]) ) sTuf
K B-TEENF—A—B#E:TA
H=F - RERREESERKKERZ
W A3E19,700,000/8 7T © RIK E AR RIS
14.06(2) K 14A.13(6) 16 » ZAE7K e S i otk
ETX SERART 2 HERERS -
HBEST ERRISE14A I 7IETE T BER -
A BB REAEZ AT o ZEHER
ERXGZHBERE_ZETNFREA+=
HRAAQRRRETE 2 REFIIASR
Ko BREMIBRERER S 2 LBRER
ERZEEANFEANATZARITZERREE
BIKR S EIET IERHLAE o



41. RELATED-PARTY TRANSACTIONS (continued)

(d)

On 8th May 2006, HK Co entered into a subscription
agreement with Creator Holdings Limited (“Creator”), the
controlling shareholder, under which Creator agreed to
subscribe for 465,681,854 new shares of HK Co at HK$1.044
per share. The issued share capital of the HK Co was
increased from HK$23,284,092.72 divided into 2,328,409,272
ordinary shares of HKS$0.01 each to HK$27,940911.26
divided into 2,794,091,126 ordinary shares of HK$0.01 each.
The subscription constituted a connected transaction for
the Company under Rules 14.06(2) and 14A.13(6) of the
Listing Rules, and was subject to independent shareholders’
approval requirements under Rule 14A.17 of the Listing
Rules. Details of such connected transaction were set
out in the extraordinary general meeting circular sent to
the shareholders of the Company on 26th May 2006. The
ordinary resolution in relation to this connected transaction
was approved by the independent shareholders in the
extraordinary general meeting on 13th June 2006.

Key management compensation

41. REALEZS (|)

(d)

Director's fees EEME
Salary En
Discretionary bonus IS IEAL
Employer's contribution to pension RS 82 EEHK
scheme
EB RS =

151

(ZER)BERAR ZF2

NEEF®

RZZEZXFRANR @ FEAFHETE
AR AEE R AR AR ( [8lE] )
RIVREmE - Bt BIEREBEUER
1.04478 7T 2 BE R IE465,681,854R BB
ARG - BERABEITRAR
23,284,002.72% 70 (9 £2,328,409,272%
BREAEOBTZEBER) BNE
2794091126770 (99 /£2,794,091,126i8 &
REME0OTAE T2 EBAR) - IRIBELTR
BIZ814.06(2) R 14A13(6)1& » SZIERBBHEK
RABZBERS - HWABT ETRAE
VAANIRTE B IR R BLE 2 HTE - 218
BERGZHBINEZETFRA=
TRBRAAQARRETE ZRREFRNIAE
- BRALIERER S 2 TBRAERD
KRBT RFENAT=BRITZEEER
REIEB IR ©

FTEEEBKB 2HE

2006 2005

ZETNRE —ETRF

HKS$ Million HKS Million
BHEET BHEBIT

0.9 0.7

13.1 10.6

7.5 3.1

0.1 0.1

21.6 145




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R e M HRME

41. RELATED-PARTY TRANSACTIONS (continued)

()

On 28th September 2006, Sinoriver International Limited
("Sinoriver”), a wholly-owned subsidiary of the Company,
entered into an equity transfer agreement (“Equity Transfer
Agreement”) with a minority shareholder, Asia Wind Power
Investment Limited ("AWP”). Pursuant to the Equity Transfer
Agreement, 6% of the registered capital of Asia Wind Power
(Mudanjiang) Company Limited (“Mudanjiang”) and 5% of
the registered capital of Hong Kong Wind Power (Muling)
Company Limited ("“Muling”) was acquired for a total price of
HK$11.0 million payable in cash. As at 28th September 2006,
the unaudited net asset values of Mudanjiang and Muling
were HK$71.6 million and HK$71.2 million respectively.
The Equity Transfer Agreement and the transactions
contemplated therein constituted connected transactions
for the Company under Rules 14.06(2) and 14A.13(6) of
the Listing Rules. The ordinary resolution in relation to this
connected transaction was approved by the independent
shareholders in the extraordinary general meeting on 15th
December 2006.

On 28th September 2006, Sinoriver and Heilongjiang
Lijing Industry Company Limited (‘Lijing”), a minority
shareholder entered into an acquisition agreement. Lijing
agreed to sell the 30% shares of APC Wind Power Pte. Limited
("APC") and the shareholder loan (in the sum of HK$15.7
million due from APQ), at a total price of HK$16.0 million
payable in cash. As at 28th September 2006, the unaudited
net liabilities of APC Group was HKS$15.1 million. The
acquisition agreement and the transactions contemplated
therein constituted connected transactions for the Company
under Rules 14.06(2) and 14A.13(6) of the Listing Rules. The
ordinary resolution in relation to this connected transaction
was approved by the independent shareholders in the
extraordinary general meeting on 15th December 2006.

On 28th September 2006 and supplemented on 23rd
October 2006, Sinoriver and AWP entered into a consultancy
agreement. Pursuantto the consultancy agreement, Sinoriver
agreed to provide certain consultancy services to AWP in
relation to AWP's projects in Heilongjiang for a period of
one month in consideration of a consultancy fee of HK$7.5
million. The consultancy agreement and the transaction
contemplated therein constituted a connected transaction
for the Company under Rules 14.06(2) and 14A.13(6) of
the Listing Rules. The ordinary resolution in relation to this
connected transaction was approved by the independent
shareholders in the extraordinary general meeting on 15th
December 2006.

HKC (HOLDINGS) LIMITED ANNUAL REPORT 2006

152

41. MEALEZS (W)

(f)

R-ZEZREAA-TNR  AQTZ
2EWBRABR)IEBEERAR ( [F
JI ) BOEBBRERTMNE A EEBRERD
BRAR ( [EMEANEE] ) 7K
EEEpE ( [REEERRE] ) R
BRREERE  DNRIEE (BT
I) BRAR ( HAT] ) Zewsft
BARBERNEE (BE) ARAA
(Bt ) ZswaMERZKEARE
1% £511,000,0008 7T + BRI - R
ZEEXFAAZTNR T RBHE
ZARICEIZAEFED BIA71,600,0007
JCK71,200,0008 7 © BRI E WA RIE
14.06(2) & 14A.13(6)f6¢ » AR ISR 158 R IR
BT SERARRMERS - BH
HIEER S 2 ERREREN_TE N
FHZATRERARITZREFIASEE
STARRHLE o

RZEEXFAA-+NR &
—BOBBREETIEREERRAR
([B&]) FIZWEmE - Bt
BRRAEHETMNENREFRAA
([ZEMNEARE] ) 30%KMHRK
RER (BRTENEHRESHBEBLAEE
15,700,000%7C) + 4B /16,000,000
TC ARSI - BMNENREEER
ZEERFANAZTNBZAEEZERE
JFEA/$15,100,000% 7T © RIE LR RIS
14.06(2) R 14A13(6)16  HhE 1hhas M Bk it i
ETRSHERARRBERS - BRALLE
BERHZERRFREN TR F+
ZATREABRITZBREENASEE IR
BHLAE ©

RIBEZRXFAAZFTN\BER-ZZEEX
FTHAZT=B#7 - FIEIMNRETE
BT BRI ek o IRIR UL IBRER ek -
IR 2 A 22 M @ 0 %% 25 3t A A g N L ) B
BEREIZERREAR—EAZET
FERRY - RE AR 7,500,000 7T °
BiE EHRAIE140602) K 14A13(6) 15 + R
f e RIR L EGE TR S A A A&
X5 BRALBEHER S 2 ERAERE
REZERNF+-A+ERRITZRES
BIRSEIE L ARERILAE ©



42. NOTES TO CONSOLIDATED CASH FLOW 42. FELaRERME
STATEMENT
(a) Reconciliation of operating profit to net cash used in (a) WRERNEEERBMACHASRHCH
operations R
2006 2005
ZETRE —TTRF
Note HK$ Million HKS Million
Bt BEET BEBT
Operating profit A A 196.3 3549
Depreciation and amortisation e RN 21.6 42
Employees share option benefits & B REAR T A 15.0 -
Income arising on acquisition Wb — I A7)
of a subsidiary EEZBA (178.7) -
Gain on disposal of HE 2 e
Property, plant and equipment M - MR R (0.2) -
Subsidiaries =SNG 42(b) - 9.1)
Waiver of other loans and payables BeHEMER K
FERTERIR - (214.4)
Net gain on dissolution/liquidation WEBAREE 158
of subsidiaries e - (13.9)
Write back of over provision FEIES BERE
of PRC tax liabilities B E (148.5) -
Net exchange loss/(gain) PEN AR, (Wes)
bt 14.8 4.1)
Write back of provision forimpairment ~ {ES&ERGR 2 MEZ
loss on properties held for sale BB E R T B (3.0) (68.6)
Net provision for/(recovery of) FEUBR R R EoAth,
impairment loss on trade and FEMR ERE
other receivables (Yem) F5 2.5 (26.3)
Fair value gain on properties in EBattomE
respect of business combination N ERE - (12.8)
Decrease in fair value of derivative PTHESBIANTE
financial instruments e
- options —EAtE 2.0 10.0
Fair value loss/(gain) on BATERIB=AYIER
financial assets at fair value ZHBEEL
through profit or loss ATEER, (&) 4.2 (7.4)
Release of unrealised profits FRBR AR IR 5 A (0.6) -
Loss on disposal of derivative HENTESRTA
financial instrument & 0.1 -
Operating (loss)/profit before working EEASHERLE
capital changes (E18) /a# (74.5) 125
Net increase in construction contracts R TIEZA LI INFE
in progress (23.5) (28.9)
Decrease in properties held for sale Ve E R 2 MR 16.1 535
Decrease in non-current receivables IETRENEWFOR S 19.9 466
Decrease/(increase) in trade and FEMCER TR S Ho At
other receivables FEM R A (1 h0) 22.7 (22.0)
Decrease in non-current payables FEMBERR - FERTERFR
and trade and other payables R B At FEA TR (29.2) (13.3)
Decrease in amount due to ultimate FERT B AT IR A B FRIE
holding company A - (1.8)
Decrease in minority interests D ER R RE TR 0.9 22.5
Increase in amount due to a related FERTREE A RIFRIEIG AN
company - (70.0)
Cash used in operations BEMALRSE (67.6) (0.9)
BBER (ZBR)ERAR ZZET R NFEF®
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R e M HRME

42. NOTES TO CONSOLIDATED CASH FLOW
STATEMENT (continued)

(b)

(c)

Disposal of subsidiaries

Net assets disposed EHREEFE
Properties held for sale TESHERG 2 WE

Trade and other receivables

HEB A RS

Gain on disposal of subsidiaries

BerE

Cash consideration

Non-cash transactions

Loan capitalisation

Pursuant to the Agreement of Loan Capitalisation and
Subscription of New Shares dated on 8th May 2006, the HK
Co issued 465,681,854 ordinary shares to Creator at a total
consideration of HK$486.1 million (Note 41(d)). The amount
was settled in full by offset with the amount due to Creator.

43. EVENTS AFTER BALANCE SHEET DATE

(a)

In January 2007, the relevant government authorities in
the PRC accepted the Group’s bid to acquire one of the
two adjacent lots of land located at Nanxun Economic
Development District in Nanxun District in Huzhou City,
Zhejiang Province, the PRC for RMB129.0 million. It occupies
a site area of about 207,628 sgq.m. The Group will develop
and operate a building complex to house and centralize the
construction material and furniture suppliers in the Nanxun
District. The Group has paid RMB16.6 million (equivalent
to approximately HK$16.5 million) as a deposit for the
development project as at 31st December 2006.

In February 2007, the relevant government authorities in
the PRC accepted the Group's bid to acquire land located
in Tianjin Jinao International City for RMB445.3 million. It
occupies a site area of about 61,000 sgq.m. The Group will
develop and operate five-star hotel, commercial complex
and a club house.
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43. EVENTS AFTER BALANCE SHEET DATE (continued)

(0)

On 10th January 2007, the Group entered into the Equity
Transfer Agreement with Sinar Mas Paper (China) Investment
Company Limited (“Sinar Mas Paper”), under which Sinar
Mas Paper agreed to transfer 15% of the registered capital of
Shanghai Jingang North Bund Real Estate Company Limited
("Shanghai Jingang”) to HK Co at a total price of HK$582.0
million. Shanghai Jingang is principally engaged in the
development of a complex comprising a hotel, shopping
mall and office premises on a site which occupies about
56,670 sg.m. and is situated along the north side of the
International Passenger Transportation Terminal of Hongkau
of Shanghai Municipality, the PRC. The Group's interest in
Shanghai Jingang increased from 10% to 25% after the
acquisition.

On 10th January 2007, the Company entered into the
subscription agreement with Creator, under which the
Company issued a total of 437,595,000 new shares to Creator
at an adjusted price of HK$1.37 per share.

On12thFebruary 2007, the Company placed 587,592,000 new
shares at the price of HK$1.37 per share to the independent
institutional investors. The net proceeds were approximately
HK$787.0 million. Further, the Company entered into the
subscription agreement with Penta Investment Advisers
Limited (“Penta”), a substantial shareholder of the Company,
under which the Company issued a total of 142,335,000
new shares to Penta at the price of HK$1.37 per share. The
net proceeds were approximately HK$195.0 million. The
Company's total number of ordinary shares in issue was thus
increased from 3,645,997,437 shares as at 31st December
2006 to0 4,813,519,437 shares in 2007.

The transactions as described in paragraph (c), (d) and (e)
above constituted connected transactions for the Company
under the Listing Rules, and were subject to the approval of
independent shareholders of the Company. Details of such
connected transactions were set out in the special general
meeting circular sent to the shareholders of the Company
on 23rd February 2007. These connected transactions were
approved in the special general meeting on 12th March
2007.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

R e M HRME

43. EVENTS AFTER BALANCE SHEET DATE (continued) 43. X B#®%¥IR (&)

(@ On 16th March 2007, the National People’s Congress )
approved the Corporate Income Tax Law of the People’s
Republic of China (the new “CIT Law"). The new CIT Law
reduces (increases) the corporateincome tax rate fordomestic
enterprises (foreign invested enterprises) from 33% (15% or
249%) to 25% with effect from 1st January 2008. The new CIT
Law also provides for preferential tax rates, tax incentives for
prescribed industries and activities, grandfathering provisions
as well as determination of taxable profit. As at the date that
these financial statements are approved for issue, detailed
measures concerning these items has yet to be issued by
the State Council. Consequently, the Company is not in a
position to assess the impact, if any, to the carrying value of
deferred tax assets and liabilities as at 31st December 2006.
The Company will continue to evaluate the impact as more
detailed regulations are announced.
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33% (15%3%24%) FAEZE25% B -FF
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8 o RARIRELFRENIFARM
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44, ULTIMATE HOLDING COMPANY 44, BREBAT
The Directors regard Creator Holdings Limited, a company EXNRBRARSEMKLZAZEERR
incorporated in the British Virgin Islands, as being the ultimate NCIVES Sy NI

holding company.
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