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REVIEW OF OPERATIONS

The Market

The local stock market underwent a period of consolidation in
the first half of 2005. The Hang Seng Index traded between
13,320 and 14,270 and closed at 14,201 on June 30.
Market sentiment has been mixed with, on the one hand, rising
oil prices and inferest rates and on the other hand, the excess
liquidity stemming from speculation on RMB appreciation, the
buoyant Hong Kong property market and improved local
employment figures. The daily average market turnover for the
period remained quite active at HK$16.77 billion.

Securities Broking

The turnover and commission income of our Securities Broking
division declined as refail broking activities slowed amid
market uncertainty on interest rates and oil prices. Capial
raising activities did not capture investor enthusiasm prior fo
the IPO for the Bank of Communications in June. However, our
involvement in this area remained robust as we participated in
no less than 24 issues on behalf of our clients. Several
investment seminars were held to familiarize clients with new

financial products.

To widen the scope of client services and trading platforms,
we made order placing and account enquiry available via
mobile devices through cooperative arrangements with
Telecom Digital in the Mango Stock Il project. Also, in June an
upgraded Internet trading service for U.S. stocks was

launched on the new SHK Exchange platform.

SHK Online

SHK Online began 2005 with solid momentum, experiencing
strong growth in new accounts during the first two months.
However, as the overall market sentiment and activities began
to subside after Chinese New Year, the sharerading tumover
for SHK Online also tapered off slightly. Nevertheless, frading
in HKExlisted derivatives products (futures and options)
showed significant growth throughout the first half of 2005. As
a resulf, SHK Online was able to post yearon-year
improvement in its fofal revenue despite an overall market

environment that remained relatively subdued.
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On the marketing and promotion front, the SHK Online Mini
Cooper Lucky Draw promotion, which commenced at the
beginning of 2005, drew strong responses from both new
and existing customers alike. A series of morkeﬁng campaigns,
including billboards and TV commercials, were launched in
the first quarter to further enhance the visibi\ity of that
programme. The promotion will carry over info the second half
of 2005 and it is envisaged that the response to the
programme should remain strong and underpin the continuing
growth of SHK Online for the rest of 2005.

Research

The SHK Research division published a total of 107 strategy,
sector and company reports during the first half of 2005,
excluding daily investment notes and commentaries. During
the same period, the division attended 272 company
presentations, recorded 1,515 media quotes and conducted

Q seminars.

Our top 20 calls in the first half of 2005 outperformed the HSI
by a margin of between 14.11% and 112.8% compared with
12.3% and 62.2% in the corresponding period of 2004. As
an independent unit, our Research division is thorough and

objective in its analyses; the breakdown of calls made in the
first half of 2005 is as follows: Buy 48%, Hold 32%, Sell 20%.
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Corporate Finance

In the first half of the year, the Corporate Finance division
experienced a reduction in turnover. However, it successfully
sponsored the IPOs of Bauhaus Infernational (Holdings| Limited
and Shinhint Acoustic Link Holdings Limited on the main board
of The Stock Exchange of Hong Kong Llimited. We also
completed the secondary placement of shares in a number of
listed companies including Soundwill Holdings Limited,
Upbest Group Limited, Wing lee Holdings Limited, Pearl
Oriental Enferprises Limited, Topsearch International (Holdings)
Limited and Tianjin TEDA Biomedical Engineering Company
Limited. The division was appointed as the financial adviser fo
Quadlity HealthCare Asia Limited on its general offer for a
repurchase of shares, to A-Max Holdings Limited on its very
substantial acquisition and fo Asia Network Holdings Limited
on the acquisition of and mandatory general offer for the
shares of Stockmartnet Holdings Limited. We were appointed
as the independent financial adviser to Melco International
Development Limited on its very substantial acquisition &
connected fransaction and major & connected transaction.
The division was also actively involved in a number of

underwriting exercises for IPO and rights issues.

The Corporate Finance division will continue 1o focus on IPO
projects for medium-sized enterprises in both Hong Kong and
China and the financial advisory and placing services for
listed companies in Hong Kong.

Securities Margin Financing

The first half of 2005 saw steady growth in our margin loan
book. Although interest rates have risen, net revenues
continued fo be strongly positive through the use of the Group's
shareholders’ funds. Our exposure to defaults in comparison to

our loan book has not been excessive.

Term Lending

Term lending activity has been pleasing during the period. This
segment of our business continues to make a satisfactory
contribution to proﬁt.
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Foreign Exchange, Bullion, Commodities, and
Financial Futures

During the first half of 2005, the U.S. dollar strengthened
relative fo the other major currencies with the U.S. dollar Index
rising from 80.5 to 88. Commentators atiributed the rise o
ongoing U.S. inferest rate hikes. Another key factor influencing
financial markets was the historically high price of oil, which
reached US$60.95 per barrel in June.

We have seen a significant increase in investor interest and
trading turnover in commodities futures particularly in markets
where volatility has increased such as crude oil, copper,
aluminium, soybean and coffee. With investors focusing their
attention on such markefs, we have experienced a decline in
precious mefals and foreign exchange related activities. The
increase in turnover in Hong Kong commeodities products has
been very satisfactory for the period. Derivative products that
provide higher leverage such as index and stock options have
become more popular for our clients.

Wealth Management

SHK Wealth Management achieved pleasing growth for the
first six months of 2005. Both the sales force and gross
revenue experienced double digit growth in percentage terms.
In order to cater to the differing needs and investment
objectives of our customers, our platform carries over 1,000
mutual funds and a total of 8 unitlinked products. We will
continue our efforts to maintain our leading position in the
market.

Fund Management

Our fund management team launched a Hedge Fund division
in the first half of 2005 to take advantage of investor demand
and growth in the Asian hedge fund industry. Our strategy was
fo attract experienced traders and portfolio managers by
offering an institutional platform and seed capital. In June, the
division seeded and launched a market neutral quantitative
strategy fund, with a scalable system-driven investment
process. The geographical focus for the fund is on all
established Asia-Pacific stock markets (including Japan and
Australia). The division is planning further fund launches in the
second half of 2005.
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Alternative Investments

Our Alternative Investments division experienced a solid start
to 2005. Supported by what appeared fo be relatively stable
market conditions, our assets under management grew
steadily in the first quarter. However, with the unexpected
downgrades of General Motors and Ford in the second
quarter, the market witnessed a huge technical selloff in credit
markets, creating a challenging environment for both equities
and bonds. Additionally, adverse media reports of hedge
funds experiencing subsfantial losses, redemptions and even
closures in some cases created a general sense of nervousness
amongst investors which resulted in a slowing of asset inflows.
Despite the events of the first half, our assets under

management increased 26% compared to the end of 2004.

Insurance Broking

2005 has so far been a difficult year for the general insurance
industry, with premiums decreasing sharply across most
classes. Premiums declined significantly worldwide and
notably in the Asian markets following several years of
satisfactory underwriting results and aftractive investment
refurns.

To face the challenges ahead, the division will maintain ifs
focus on the improvement of distribution channels as well as
exploring the opportunity for strengthening our position in
areas where we foresee profitable growth.

Electronic Financial Information Service

SHK Financial Data Limited (“SHK Financial Data”) continued
to maintain ifs position as one of the leading providers of
comprehensive financial information covering the Hong Kong
equity market. Although the Hong Kong stock market in the first
half of 2005 remained range bound, we were able to
achieve a 14.9% growth in operating profit compared with
the corresponding period in 2004. We are hopeful of an
improved contribution from SHK Financial Data for the full
2005 year.
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Branch Network

The branch network experienced some difficult trading
conditions with the decline in market turnover. Strengthening
and maintaining the product knowledge and customer
services skills of sales staff remains the focus for the branch
management. Internal product training is regularly provided to
sales staff. Similarly, in order to enhance our clients’ financial
invesiment knowledge, several client educational investment
seminars have been conducted at different branches. We
infend to review the operations of the entire branch network to
enable us to profitably continue to offer o broad range of
financial products and professional services to our clients
throughout the network.

Shun Loong

The gradual sfabilization and development of Shun Loong has
continued in 2005, with the adoption of a range of business
initiatives that are directed to broadening both the client base
and the esfablishment of a stable long term profit stream.

Excalibur

In March 2005, the Group completed the acquisitions of
Excalibur Futures Limited (“Excalibur Futures”) and Excalibur
Securities Limited (“Excalibur Securities”). Since the
acquisitions, Excalibur Futures’ turover has increased and its
client base has expanded. It confinues to rank highly in the HSI
futures market and we expect a positive contribution fo our

profitability for 2005.

Sun Hung Kai International Bank [Brunei] Limited

Sun Hung Kai Infernational Bank [Brunei] Limited was officially
opened in February 2004. The bank plans to develop
international banking business including deposit taking from
non-esidents, extending credifs, arranging money collections
and transmissions, foreign exchange, issuance of guarantees
as well as offering investment banking and other banking

services.
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INVESTMENTS IN

PRINCIPAL ASSOCIATED COMPANIES

Tian An China Investments Company Limited

(“Tian An”)

During the period under review, Tian An recorded sales of
total gross floor area ["GFA") of approximately 56,000m?
(2004: 120,100m?), whereas a total of 309,300m2 GFA
was under construction (2004: 438,800m?), and 53,700m?
GFA of residential /commercial properties was completed
(2004: 90,550m?).

The net profit atffributable to Tian An's shareholders was
HK$83 million, representing a 6.6% increase over the
corresponding period. A 53% decrease in turnover to
HK$418.3 million was due mainly to reduced property sales.
Sales have declined primarily because Tian An has, where
appropriate, refained selected commercial and office
properties for rental income. The increase in net profit for the
period is the result of contributions from jointly controlled
entities as well as the appreciation in value of Tian An’s

portfolio of investment properties.

Tian An is of the view that the P.R.C. Government's ongoing
implementation of macro-economic policy has been the most
important contributing factor for a stable and sustained
development of the China property markets. Tian An will
confinue 1o seek opportunities whilst adopting appropriate
strategies o deal with the changing economic environment.

Quality HealthCare Asia Limited

(“Quality HealthCare”)

Quoality HealthCare has continued to deliver growth in its
overall profit performance in the first six months of 2005. It
reported a turnover of HK$403 million, and net profit of
HK$23.2 million, representing increases of 5.1% and 15.1%

respectively over the same period last year.

Quality HealthCare is working with ifs insurance partners fo
provide high standard surgical facilities in its outpatient
seffings. In addition to enhancing ifs capacity fo provide
outpatient surgical services, Quality HealthCare will provide
value added programmes for employers addressing the
medical, occupational and lifestyle needs of their employees
from a viewpoint of integrated holistic care.
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The Hong Kong SAR Government has repeatedly delivered
very clear messages and directives for healthcare reform and
public private partnership opportunities. Quality HealthCare is
supportive of these initiatives and looks forward to
participating in these reforms in order o improve and widen

the healthcare services available for Hong Kong people.

Yu Ming Investments Limited (“Yu Ming”)

The net profit atributable to shareholders of Yu Ming for the
period under review increased to HK$188.3 million,
compared to HK$22.8 million over the same period last year,
mainly as a result of share of profit from investment in the

Argyle Centre, which has appreciated significantly in value.

As at 30 June 2005, the major investments of Yu Ming were in
AsiaWorld-Expo, Argyle Centre, CR Airways Limited ["CR
Airways"), Oriental Cashmere Limited ("Oriental Cashmere”),

high-yield bonds and equity securifies.

Confirmed bookings for the AsiaWorld-Expo have continued
to exceed original expectations. In the near future, Yu Ming
will increase its inferest in the joinf venture company that owns
13.5% of AsiaWorld-Expo. Yu Ming has been encouraged by
high occupancy rates and appreciating shop values in the
Argyle Centre as well as the recent recovery in the value of its
bond portfolio which had fallen due to credit market
deterioration in the U.S. in the first half of 2005.

CR Airways is now making scheduled flights to five
destinations in southern China, and has obtained the requisite
permissions fo make scheduled flights to four other cities. In
June 2005, Yu Ming finalized its acquisition of a 25% inferest
in Oriental Cashmere for approximately HK$47 million.
Crienfal Cashmere is the third largest cashmere knitwear
manufacturer in the P.R.C. and recorded sound profit in 2004.
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FINANCIAL RESOURCES AND GEARING RATIO

The Group is in a strong and healthy financial position.

As at 30 June 2005, the shareholders’ funds of the Group
amounted fo HK$5,445.2 million, representing an increase of
HK$407.2 million or approximately 8.08% from those of 31
December 2004. The Group's shortterm bank deposits, bank
balances and cash amounted to HK$602.9 million (at 31
December 2004: HK$487.2 million). The Group's total bank
borrowings and loan notes amounted to HK$502.7 million (at
31 December 2004: HK$217.8 million) with HK$411.8
million [at 31 December 2004: HK$63.9 million) repayable
within one year [mainly utilized to support margin loan
financing) and HK$90.9 million (at 31 December 2004:
HK$153.9 million] repayable beyond one year.

The liquidity of the Group remained healthy as demonstrated
by the current ratio (current assets/current liabilities) of 2.1
times as at 30 June 2005 (at 31 December 2004: 2.43

times).

The Group continued to maintain a low gearing ratio,
calculated on the basis of the Group’s total bank borrowings
and loan notes over the Group’s shareholders’ funds, at 9.23%
at the period end (at 31 December 2004: 4.32% restated).

CAPITAL STRUCTURE, BANK BORROWINGS
AND EXPOSURE TO FLUCTUATIONS IN
EXCHANGE RATES

The Company has not issued any additional shares or made

share repurchases during the period.

Other than the mortgage loans and the remaining balance of
4% loan notes in a sum of HK$97 million, the Group's bank
borrowings were on a shortferm basis and in H.K. dollars as
at 30 June 2005. They were charged at floating interest rafes.
There are no known seasonal factors in our borrowing profiles.

The fluctuations in exchange rates and market prices do not
impose a significant risk to the Group as ifs level of foreign
currency exposure is relatively immaterial.

MBRERREAREMEER
EEBHRE T MBI -

RZZZERAFANA=Z+H SFHZRRES
R5A452B8ET W_TTWMF+_A
=+ HZEEERI072B8B T 0 HL

8.08% Mz HHIRITIFR - fﬁﬁﬁﬁ&
REEH£B602. OEEAEIL (R @E"’
ZA=+—H 487 2B8%T) - KBz

RITEFERERRBEAHRS02/AEE
TR ZEENF+-_A=+—H:21787
BEL)  ARN—FREEZREARL8H
EELTMN-_FTTME+-_A=1+—8:

63.0EERET) (XZ2MEEFNAME) -
MAR—FREEZFAKOOBEET
(RM—ZZWEFE+-A=+—H: 153988

BIT) ©

R-TTAFXA=1E  £EZRDEE
HE CRBAEMERBAM B2.11E (R
TEME+-AS+—H 243 BR
£HZRBASKAER -

SEERRF—BENEAEBELT &
FEZRITBETR R ?KE%F*H;TE@ZHX
RESHE  ZULERAMERA H9.23%
(R=—ZFZTERF+=_A=+t—H: EJH
4.32%) °

EXREB - BTERRERRZ
& b

S H X B A B AT T B OISR A0 X B (B iR

%5 o

BT RER/BERTZERBERRARER

ZREI EER_ZERFAA=-THZR
TEFRRETERET  URBZHMEG

B KEZRTERLIRERND A ZFE
HEREmEE -

EXETEZEIR IS EEMAREE KA
b EESMERBKFHEERFTK -



Management Discussion and Analysis

B WMo

MATERIAL ACQUISITIONS AND DISPOSALS
OF SUBSIDIARIES, ASSOCIATED COMPANIES
AND JOINTLY CONTROLLED ENTITIES

During the period, the Group acquired all the interest in Hing
Yip Holdings Limited and Sing Hing Investment Limited from a
wholly-owned subsidiary of Tian An, a listed associated
company of the Group, at a fotal consideration of HK$52.3
million. These two subsidiaries are principally engaged in
property investment in China and own certain office premises
in the Tian An Centre in Shanghai. A portion of the office
premises is occupied by our Shanghai offices to facilitate
expansion while the presently unused units have been leased

out for rental income.

In March 2005, the Group acquired all the interest in
Excalibur Futures and Excalibur Securities at a total
consideration of HK$25.9 million. Excalibur Futures is
principally engaged in futures dealing and broking whereas
Excalibur Securifies is engaged in securities broking.

Other than the above acquisitions, there were no material
acquisitions or disposals of subsidiaries, associated

companies and jointly controlled entities during the period.

SEGMENT INFORMATION

Detailed segment information in respect of the Group's turnover
and contribution fo profit before income taxes are shown in
note 2 to the accounts.

CHARGES ON GROUP ASSETS

Listed shares with an aggregate value of HK$205.9 million
were pledged by subsidiaries for bank loans and overdrafts.
Leasehold properties of the Group with a tofal book value of
HK$103.4 million were pledged by subsidiaries to banks for
mortgage loans and overdrafts granted fo them with a tofal
outstanding balance of HK$63.8 million as at 30 June 2005.

CONTINGENT LIABILITIES

Defails regarding the contingent liabilities are set out in note
20 to the accounts.
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MATERIAL LITIGATION UPDATE

(a) On 28 February 2005, by order of the Hong Kong High
Court, the claim by Shenzhen Building Materials Group
Co. limited against Sun Hung Kai Investment Services
Limited ("SHKIS"), an indirect wholly-owned subsidiary of
the Company, was dismissed with costs to SHKIS. SHKIS

is confinuing to seek recovery of its cosfs.

(b

By the Judgment of Deputy High Court Judge To on 1 April
2004 (the "Judgment”) in HCA 3191/1999 between
New World Development Company Limited ["NWDC")
and Staplefon Development Limited against Sun Hung Kai
Securities Limited ("SHKS"), a wholly-owned subsidiary of
the Company, SHKS was ordered to pay NWDC the
sum of HK$105,534,018.22 together with interest on
the principal sum of HK$80,117,652.72 at judgment
rate from 16 December 1998 until payment, pursuant fo
the terms of an oral agreement which His Lordship
found (the "Oral Agreement’). As at 17 June 2004,
the date when the Judgment sum was paid,
the Judgment amounted to HK$150,115,681.54
(being HK$105,534,018.22 plus interest of
HK$44,581,663.32). SHKS has paid the Judgment
amounts. SHKS filed an appeal against the Judgment both
as to liability and quantum (the “Appeal’) to the Court of
Appeal. That Court has now handed down its Judgment
(the “Court of Appeal Judgment’) in which the Court
ordered a repayment to SHKS of part of the interest
element for the period from 16 December 1998 to 31
March 2004 previously ordered against SHKS in the
Court of First Instance but otherwise broadly confirmed the
Judgment. The sum repayable amounted to
HK$14,783,090.86 and has now been repaid. SHKS
has obtained leave to appeal the Court of Appeal
Judgment to the Court of Final Appeal (the “Final
Appeal’). It is not presently known when the Final Appeal
will be heard. Matters relating fo the Judgment and the
Court of Appeal Judgment are further described in notes
3, 8 and 20 fo the accounts.
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(c)

(d)

On 4 February 2004, Sun Tai Cheung Credifs Limited
["STCC") and SHKIS, both indirect wholly-owned
subsidiaries of the Company, were served with a writ
including a statement of claim ("200/2004") by
Shanghai Finance Holdings Limited (“Shanghai
Finance”), claiming, infer alia, an order that the sale of the
shares in Shun Loong Holdings Limited (“Shun Loong
Shares”) by STCC as assignee to SHKIS [at a
consideration of HK$36,500,000 subject to additional
amounts in a fotal sum not exceeding HK$ 15,700,000
which might have been payable one year from the date of
completion under certain conditions) pursuant fo a sale
and purchase agreement dated 25 June 2003 be set
aside, or alternatively, as against STCC, damages and
an account as fo the money obtained by STCC in respect
of the Shun Loong Shares. The writ is being vigorously
defended. STCC and SHKIS were properly advised af all
fimes during the transaction and believe that the claim is
not soundly based. STCC and SHKIS have applied to
have the claim struck out. The proceedings have now

been stayed until further order of the court.

Shun Loong Finance Limited and Shun Loong Holdings
Limited (together the “Pefitioners”], both indirect wholly-
owned subsidiaries of the Company, filed a winding-up
petition on 19 February 2004 in the British Virgin Islands
("B.V.1.") seeking an order that Shanghai Finance be
wound up by reason of its failure to pay debts owing to
the Petitioners. The B.V.Il. proceedings were stayed by
order of the B.V.I. court. The Petitioners have appealed
that decision but have agreed not to pursue the appeal
during the stay of 200,/2004.

The Company, STCC and SHKIS filed a writ on 7
February 2004 (230/2004) naming as defendants
Shanghai land Holdings Limited, Stephen Liu Yiu Keung,
Yeo Boon Ann, The Standard Newspapers Publishing
Limited and Hong Kong Economic Times Llimited and
c|oiming domoges for |ibe\, injunctive rehef, inferest and

costs. The case remains at an early stage.
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() SHKIS filed a notice of action on 8 June 2004 in Canada
naming as defendants Sung Chun (“Sung”), Song lei
("Song”) and the Bank of Montreal claiming from Sung
and Song reimbursement for funds totalling
US$1,300,000 transferred by them in addition fo cosfs,
and against the Bank of Montreal for an injunction
freezing the subject funds or alternatively for payment of
the funds into court. SHKIS discontinued the action in
respect of the Bank of Montreal, and agreed to a
dismissal of the action against Song. On 31 March
2005, Madam Justice Herman granted summary
judgment to SHKIS in the amount of Canadian currency
sufficient fo purchase HK$ 10,533,000 plus prejudgment
and postjudgment inferest thereon. SHKIS has instructed
its legal advisers fo effect the payment fo it of the funds, as
well as interest that has accrued thereon, that are held in
the custody of the Superior Court of Justice. SHKIS is
continuing to seek recovery of its costs from Sung in
Canada.

[g) SHKIS filed a writ on 23 July 2004 in Hong Kong naming
as defendants Sellon Enferprises Limited ("Sellon”), Sung
and Song and seeking a declaration that Sellon holds
property wholly or in part on trust for SHKIS. The case

remains af an early stage.

HUMAN RESOURCES AND TRAINING
As of 30 June 2005, the total number of employees was 876.
Staff costs (including Directors’ emoluments) and contributions

to retirement benefit schemes amounted to approximately
HK$75.3 million (2004: HK$85.7 million).

We operate different remuneration schemes according fo role.
For sales personnel, the package may comprise either a base
pay or draw and commission/bonus/sales incentive, or
alternatively, it can be a sfraight commission arrangement. For
non-sales personnel, the remuneration is comprised of either a
straight base pay, or where appropriate, a base pay with a

performance-based bonus element.

There are currently no share option schemes applicable to the

Group’s officers or employees.
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We have also organized a fotal of 18 in-house Continuing
Professional Training (CPT) programmes and Continuing
Professional Development (CPD) programmes for our sales staff
fo ensure that they are updated with new product knowledge
and the latest regulatory-related issues.

MANAGEMENT OF RISKS

Policies and Procedures

The Group has esfablished policies and procedures for risk
management which are reviewed regularly by the
management and the Credit & Risks Management Committee,
which reports to the Executive Committee of the Board of
Directors, to ensure the proper monitoring and confrol of all
maijor risks arising from the Group's activities at all times. The
Group's Internal Audit and Compliance department ("IAC")
(which reports independently to the non-executive Chairman
and the Audit Committee] also performs regular reviews to
supplement the various infernal control measures adopted by
the management and various divisions within the Group, to
ensure compliance with policies and procedures.

Financial Risks
The Group's financial risk management is discussed in note 23
to the accounts.

Operational Risk

Operational risk has been defined as the risk of loss resulting
from inadequate or failed infernal processes, people and
systems or from external events.

The Board places importance on ensuring that there is an
effective operational risk management framework by
maintaining sfrong risk and internal control cultures, including
clear lines of responsibility and segregation of duties, effective
intfernal reporting and contingency planning.

Line management is required to declare and submit annually its
"Responsibility Statement for Internal Control Procedures” for
review by the Group's IAC.

Reputational Risk

A key factor for businesses in the financial services sector is
their reputation for financial probity and prudence. In our case,
with our important and valuable “brand”, we manage these
risks through our strong infernal controls and risk management
regime, by comprehensive employee training and operational
manuals in key areas, and by the sirength and independence
of our IAC.
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