MANAGEMENT DISCUSSION & ANALYSIS

OVERALL RESULTS

The Group’s profit attributable to shareholders for the year Vear ended 31 December

ended 31 December 2006 was HK$4,689 million, representing HKS mﬁﬁg: HKS mﬁﬁgg Increase

an increase of 53% compared with HK$3,067 million reported  p/oft attributable to shareholders

before taking into account

for 2005. In accordance with Hong Kong Accounting Standard the net change in fair values

" " P of investment properties and
40 “Investment Property”, the Group measured its investment related tax effects 2,944 1750 67%
property portfolio on a fair value basis and recorded change in Add:
fair values of investment properties (net of deferred taxation) of Net change in fair values
of investment properties
HK$1,745 million for the year ended 31 December 2006 (2005: and related tax effects 1,745 1,308

HK$1,308 million). Before taking into account the effects of Profit attributable to shareholders
after taking into account

the aforementioned change in fair values, the Group recorded the net change in fair values
. . . of investment properties and
an increase of 67% in profit attributable to shareholders to related tax effepctsp 4,689 3,067 530
HK$2,944 million for the year ended 31 December 2006 (2005:
s . . Year ended 31 December
HK$1,759 million). The increase was mainly due to the profit 2006 2005
arising from the Group’s disposal of its 10.16% minority interest HKS HKS _Increase
X . . L X Earnings per share
in Citibank Plaza by way of participation in the global offering before taking into account
. " . the net change in fair values
of the Champion Real Estate Investment Trust (the “Champion ofinvestmengt properties and
" . - I ff 2.4 14 9
REIT”), which amounted to HK$1,160 million. related tax effects 0 > 66%
Add:
Net change in fair values
of investment properties
Earnings per share for the year were HK$3.83, representing an and related tax effects
per share 1.43 1.08
increase of 51% compared with HK$2.53 per share in 2005.
Earnings per share
after taking into account
The effect on the Group’s profit attributable to shareholders the net change in fair values
of investment properties and
and earnings per share due to the net change in fair values of related tax effects 3.83 2.53 51%

the Group’s investment properties and related tax effects is as

follows:
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MANAGEMENT DISCUSSION & ANALYSIS

REVIEW OF PROPERTY BUSINESS

Mainland China and Hong Kong Focus, Large-scale Mixed-use Projects,
High Quality Flagship Properties.

OVERVIEW
During the year ended 31 December 2006, the Group made

solid progress in property developments and sales and site
acquisitions in line with the Group's strategy of developing and
managing premium quality properties in strategic locations
across its key markets. The resultant increase in land bank and
the pipeline of development projects will help sustain the
Group’s growth momentum going forward.

As at 31 December 2006, the Group held a portfolio (measured
in gross floor area (“GFA")) comprising 21.15 million square
feet (2005: 16.17 million square feet) of properties under
development, 7.47 million square feet (2005: 7.47 million
square feet) of completed investment properties, 0.54 million
square feet (2005: 0.50 million square feet) of hotel properties
and 0.64 million square feet (2005: 0.22 million square feet)
of properties held for sale. This healthy portfolio will enable
the Group to create long-term value by sustaining a strong
recurrent income stream generated from rental properties,
and for capturing attractive financial returns from the sales of
properties.

16 KERRY PROPERTIES LIMITED

PROPERTY PORTFOLIO COMPOSITION
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PROPERTY PORTFOLIO COMPOSITION

Mainland China Hong Kong Macau Overseas Total GFA

(sq.ft.) (sq. ft.) (sq.ft.) (sq. ft.) (sq.ft.)

Investment Properties 3,626,048 1,505,208 - 2,336,897 7,468,153
Hotel Properties 499,642 37,517 - - 537,159
Properties Under Development 14,399,225 3,339,235 1,988,000 1,422,129 21,148,589
Properties Held for Sale 370,926 260,593 - 8,902 640,421
Total GFA 18,895,841 5,142,553 1,988,000 3,767,928 29,794,322

MAINLAND CHINA PROPERTY DIVISION

For the year ended 31 December 2006, the Mainland China
Property Division reported turnover of HK$1,006 million (2005:
HK$1,012 million) and a net profit attributable to the Group
of HK$807 million (2005: HK$372 million), after taking into
account the increase in fair values of investment properties
(after deferred taxation) of HKS$594 million (2005: HKS$77
million). Excluding the effect of the increase in fair values of
investment properties (after deferred taxation), net profit
attributable to the Group was HK$213 million (2005: HK$295
million). The decrease in profit (before effects of investment
property revaluation) attributable to the Group from Mainland
China Property Division is mainly due to the decrease in the

sales of properties in Mainland China compared with 2005.

The Division remains extremely selective in its choice of new
property developments where prime locations are preferred
and in which land supply is relatively restricted, in order to

ensure sustainable asset value and strong resilience during

The Group continues to focus on the development of large-
scale, mixed-use property projects in key locations. The cross-
marketing effect between the various categories of a mixed-
use property development project will inevitably enhance

property values and rental rates.

Investment Properties

During the year ended 31 December 2006, the Group’s portfolio
of investment properties in Mainland China generated rental
turnover and operating profit from rental activities of HK$578
million and HK$403 million, respectively (2005: HK$542 million
and HK$428 million, respectively).

As at 31 December 2006, the Group's investment property
portfolio in Mainland China comprised an aggregate GFA
of 3.63 million square feet (2005: 3.33 million square feet),
the geographical distribution of which is set out in the table

periods of market uncertainties. Behind this strategy also below:
lies the Group’s objective to build on its expertise and
reputation in Mainland China’s property market in creating
a profile of strategically- located, high-end properties in élite
neighbourhoods.
INVESTMENT PROPERTIES IN MAINLAND CHINA
Beijing Shanghai Shenzhen Fuzhou Total GFA
(sq. ft.) (sq.ft) (sq. ft.) (sq.ft.) (sq.ft)
Office 814,665 632,259 82,099 - 1,529,023
Commercial 184,998 400,707 107,256 63,986 756,947
Residential 277,330 435,789 - - 713,119
Carparks and others 194,698 290,057 142,204 - 626,959
Total GFA 1,471,691 1,758,812 331,559 63,986 3,626,048
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MANAGEMENT DISCUSSION & ANALYSIS

REVIEW OF PROPERTY BUSINESS (Continued)

As at 31 December 2006, the Group's investment property
portfolio of office, commercial and residential properties
reported occupancy rates of 95%, 92% and 67%, respectively
(2005: 95%, 92% and 72%, respectively). Highlights of the
occupancy rates of the Group’s major investment properties in
Mainland China as at 31 December 2006 are as follows:

OCCUPANCY RATES OF MAJOR INVESTMENT
PROPERTIES IN MAINLAND CHINA

Occupancyrateasat Occupancy rate as at
Property 31 December 2006 31 December 2005
Beijing Kerry Centre 90% 89%
Shanghai Kerry Centre 86% 91%
Shenzhen Kerry Centre 97% 96%
Kerry Everbright City Phase | 95% 95%

Construction of Tower 3 of the approximately 342,000 square-feet
luxury residential development, Central Residences Phase Il in
Changning District, was completed at the end of 2006. Leasing

of Tower 3 as serviced apartments has commenced since

October 2006, and an aggregate GFA of approximately 26,000
square feet was leased as at 31 December 2006.

Upon completion, Central Residences Phase Il was added to the
Group's prestigious portfolio of deluxe properties under the
KERRY RESIDENCE’ brand, signifying the Group’s dedication
to bringing its tenants the highest possible levels of service
and attention. KERRY RESIDENCE’ represents an exclusive
lifestyle delivered through total service by professional and

committed management teams.

Sales of Completed Properties

Sales of completed properties during the year ended 31
December 2006 generated turnover and operating profit of
HKS$73 million and HKS$3 million, respectively (2005: HK$149
million and HK$37 million, respectively), mainly in relation to

the sales of office units in Shenzhen Kerry Centre.

PROPERTIES UNDER DEVELOPMENT IN MAINLAND CHINA

Total GFA

upon

Beijing Shanghai Shenzhen Tianjin Hangzhou Yangzhou Manzhouli  completion

(sq.ft) (sq.ft.) (sq. ft.) (sq. ft.) (sq. ft.) (sq.ft) (sq.ft) (sq.ft)

Residential - 728,100 - 1,105,506 2,635,565 - - 4,469,171
Apartment / Serviced Apartment 223,006 153,710 - 79,115 430,560 494,283 852,627 2,233,301
Office - 1,085,772 1,550,016 546,951 215,280 - - 3,398,019
Commercial 13,244 462,476 107,640 632,923 883,079 - 61,161 2,160,523
Hotel - 884,474 - 267,410 430,560 538,200 - 2,120,644
Ancillary Facilities - 17,567 - - - - - 17,567
Total GFA upon completion 236,250 3,332,099 1,657,656 2,631,905 4,595,044 1,032,483 913,788 14,399,225

SHANGHAI
KERRY
@\ =

18 KERRY PROPERTIES LIMITED

1 CENTRAL
RESIDENCES I



MAINLAND CHINA PROPERTY PORTFOLIO Properties under Development

18.90 million square feet of GFA . .
q The Group engages in a balanced portfolio of property

development projects for sale and investment purposes, as
well as large-scale, mixed-use property projects in key locations
across Mainland China. With an excellent track record of premium
quality developments in Shanghai, Beijing and Shenzhen, the
Group is bringing its expertise and experience to the major
secondary cities to maximize the market potential created by

the increasingly affluent consumer sectors in Mainland China.

Properties Under Development/ Investment Properties/ Sha ng hai
Properties Held for Sale Hotel Property
14.77 million square feet 413 million square feet The approximately 1,598,000 square-feet Kerry Everbright City
B ) Phase Il development, which comprises office, residential and
y Location
B Shanghai commercial properties, is located in a prime area of Zhabei
M Beijing District. Completion of Phase lla of the project, which consists
Hangzhou of an office tower with a two-storey retail podium and four
M shenzhen
B Yangzhou residential towers, is currently scheduled for the third quarter of
I Manzhouli 2007. Phase Ilb of the development will deliver four additional
Fuzh . . I
: Tl;znj;u residential towers, which is currently expected to be completed
in first quarter of 2008. The pre-sale of the residential towers in
Phase lla commenced in February 2007.
With regard to the mixed-use property development projectin
Jingan District, all the underlying contract approvals have been
By Type obtained from the PRC government authorities. Development
Bl Commercial and construction works of the project are currently expected
u sfﬁ;e i to commence in the second quarter of 2007, with completion
esiaentia
H Hotel currently scheduled in phases between 2010 and 2011. Being
M Apartment/ a development project of the Group in form of a joint venture
Serviced apartment
I Carparks and with Shangri-La Asia Limited (“SA”) on a 51%/49% basis, this
others

mixed-use project will comprise two luxury hotels, office

and retail properties with an aggregate aboveground GFA of

approximately 2,536,000 square feet.
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MANAGEMENT DISCUSSION & ANALYSIS

REVIEW OF PROPERTY BUSINESS (Continued)

Development of a mixed-use property project located on a
site adjacent to the Shanghai New International Expo Centre in
Pudong is currently scheduled for completion in second quarter
of 2010. The site is expected to deliver an aboveground GFA of
approximately 2,476,000 square feet, comprising hotel, offices,
serviced suites/serviced apartments, commercial properties
and related ancillary facilities. The Group holds a 40.8% interest

in this joint venture project.

Shenzhen

The grade-A office complex project in Futian Central District is
under construction with completion currently scheduled for
the fourth quarter of 2007. The project is expected to deliver a
GFA of approximately 807,000 square feet.

In May 2006, the Group acquired another approximately 85,000
square-feet site adjacent to the above-mentioned project
in Futian Central District. Also planned for office property
development comprising a developable GFA of approximately
850,000 square feet, this additional site will enable the Group
to create maximum value from the development of this large

project in this prime location.

Manzhouli

In Manzhouli, Inner Mongolia, an apartment and commercial
property project is under development with a buildable GFA
of approximately 914,000 square feet. The project is currently
scheduled to be completed in phases to 2010.

Hangzhou

Project planning works are underway on a site adjacent to Xihu
(West Lake) in Xia Cheng District, where the Group is planning
a new mixed-use property project to incorporate a hotel,
offices, apartments and a commercial shopping complex under
its master development plan. The site offers a total buildable
GFA of approximately 1,895,000 square feet and is currently
scheduled for phased completion between 2009 and 2010.

In October 2006, the Group acquired another site in Xia
Cheng District which is designated for residential property
development and generates a planned GFA of approximately
2,700,000 square feet. The Group considers that this site offers
business opportunities which capitalizes on the growing
demand for residential properties generated by the emerging

affluent consumer sector in Hangzhou.

= TIANJIN KERRY
CENTRE*
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Yangzhou

The hotel and apartment development project in Yangzhou is
progressing on schedule, with completion currently scheduled
for 2009 which offers a total buildable GFA of approximately
1,032,000 square feet.

Tianjin

The Group engages in a mixed-use property development
project in Hedong District, Tianjin in June 2006. Located
in Tianjin's central business district, the project offers an
aboveground GFA of approximately 5,371,000 square feet and
is currently planned for the development of hotel, serviced
apartments, offices, residence, shopping mall and related
ancillary facilities. Upon completion, the development will
comprise a major component of investment properties which
are expected to generate a recurrent income stream to the
Group. The Group holds a 49% interest in this project, which
is currently scheduled for completion in phases between 2009
and 2011.

Beijing Kerry Centre Hotel

For the year ended 31 December 2006, Beijing Kerry Centre
Hotel contributed turnover and operating profit of HK$355
million and HK$125 million, respectively (2005: HK$321 million
and HK$111 million, respectively), and achieved an average
occupancy rate of 77% (2005: 79%) with a 14% increase in
average room tariff compared with that of 2005.

BEIJING KERRY
CENTRE

HONG KONG PROPERTY DIVISION

During the year ended 31 December 2006, the Hong Kong
Property Division reported turnover of HK$2,827 million (2005:
HK$1,415 million) and a net profit attributable to the Group
of HK$2,676 million (2005: HK$1,429 million), after taking into
account the increase in fair values of investment properties (net
of deferred taxation) of HK$653 million (2005: HK$649 million).

During the year ended 31 December 2006, the Group recorded
a profit of HK$1,160 million from the disposal of its 10.16%
minority interest in Citibank Plaza by way of participation in
the global offering of the Champion REIT. Furthermore, the
Group disposed of its non-core assets during the year, namely
the investment properties situated at 111 High Street and 34th
Floor, 36th Floor and 37th Floor of Citibank Tower.

On the back of the positive outlook for the Hong Kong property
market, the Group's investment properties in Hong Kong have
sustained steady rental levels and occupancy rates during
the year. Sales of completed properties also contributed to

satisfactory profit margins for the Division.

Investment Properties

The Division’s premium portfolio of investment properties
provides a steady stream of rental income and earnings
contributions to the Group. During the year ended 31 December
2006, the Group’s portfolio of investment properties in Hong
Kong contributed rental turnover of HK$384 million (2005:
HK$352 million) and operating profit of HK$86 million (2005:
HK$135 million).

BRANKSOME
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MANAGEMENT DISCUSSION & ANALYSIS

REVIEW OF PROPERTY BUSINESS (Continued)

As at 31 December 2006, the Group maintained an investment
property portfolio in Hong Kong measuring an aggregate GFA
of 1.5 million square feet (2005: 1.8 million square feet) which

comprises the following:

INVESTMENT PROPERTIES IN HONG KONG

Total GFA

(sq.ft)

Residential 964,983
Commercial 387,305
Office 152,920
Total GFA 1,505,208

As at 31 December 2006, the Group's investment property
portfolio of residential, commercial and office properties
achieved occupancy rates of 90%, 91% and 83%, respectively
(2005: 93%, 94% and 96%, respectively).

Novotel Century Harbourview

The Novotel Century Harbourview, a hotel acquired by the
Group in June 2006, has reported improving revenues since
the acquisition, benefiting from strong tourist arrivals as well
as a further expansion of the main metropolitan area on Hong
Kong Island which benefits from the planned Mass Transit

Railway line extensions.

Sales of Completed Properties

Sales of completed properties in Hong Kong during the year
ended 31 December 2006 contributed turnover of HK$2,443
million (2005: HK$1,063 million), which were attributable mainly

HONG KONG PROPERTY PORTFOLIO

5.14 million square feet of GFA

Properties Under Development/
Properties Held for Sale
3.60 million square feet

Investment Properties/
Hotel Property
1.54 million square feet

By Type
l Commercial
B Office
Residential
W Carparks and others
W Hotel

63%
25%

2%
46% 0

15 HOMANTIN HILL
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to the sales of units in Tregunter Towers, 15 Homantin Hill and
Enterprise Square Three, as well as the sales of 34th Floor, 36th
Floorand 37th Floor of Citibank Tower. Together with the disposal
of the Group’s 10.16% minority interest in Citibank Plaza by way
of participation in the global offering of the Champion REIT,
the Division recorded an operating profit of HK$1,914 million
from property sales during the year (2005: HK$516 million),
representing an increase of 271% year-on-year.

Properties under Development
Enterprise Square Five/"MegaBox", Kowloon Bay

Construction works at the 1.6 million square-feet Enterprise
Square Five project progressed well as scheduled. This grade-A
retail, entertainment and office complex is another landmark
development in Kowloon Bay. The complex incorporates a
1.1 million square-feet retail portion, “MegaBox”, which is
designed to become the largest commercial mall in Hong
Kong and a unique destination for shopping, dining and family
entertainment. With the leased space within the shopping mall
currently being handed over to tenants, “MegaBox” is scheduled
for opening in mid-2007. As at 31 December 2006, “MegaBox”
was over 80% pre-leased whilst the two office towers, with an
aggregate GFA of approximately 500,000 square feet, were
more than 70% pre-leased.

In October 2006, the Hong Kong SAR Government announced
the re-development plan for the old Kai Tak airport site, which
comprises the development of hotels, office and residential
accommodation, cruise terminals and a giant stadium, as well
as a monorail system linking this tourist hub with neighbouring
Kowloon Bay and Kwun Tong. The Group’s Enterprise Square

Five development in Kowloon Bay is expected to benefit from,

ENTERPRISE
SQUARE FIVE/
MEGABOX

and fits well with, the first-mover advantage offered by this Kai

Tak site re-development blueprint.

PROPERTIES UNDER DEVELOPMENT IN HONG KONG

Total GFA

upon completion

(sq. ft.)

Residential 1,514,797
Commercial 1,081,897
Office 677,587
Carparks 64,954
Total GFA upon completion 3,339,235

Shelley Street, Central Mid-Levels

Construction works are ongoing in relation to the residential
property development project in Central Mid-Levels at No. 38
Shelley Street, Hong Kong. The project comprises a residential
tower with commercial facilities, with an aggregate developable
GFA of approximately 50,000 square feet. A total of 79 residential
units are planned for this project, which is currently expected to
be completed by the fourth quarter of 2007.

First Street/Second Street, Mid-Levels West

With foundation works close to completion, superstructure
construction works are expected to commence in mid-2007.
This joint development project with the Urban Renewal
Authority at First Street/Second Street in Mid-Levels West,
Hong Kong is designed to provide residential and commercial
accommodation with a total GFA of approximately 400,000
square feet which comprises a total of 468 residential units.
This project is currently expected to be completed by the first
quarter of 2009.
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MANAGEMENT DISCUSSION & ANALYSIS

REVIEW OF PROPERTY BUSINESS (Continued)

Tsuen Wan

With regard to this approximately 400,000 square-feet
residential development project in Kwok Shui Road, Tsuen
Wan, development works have commenced in the third
quarter of 2006, with completion currently expected for the
second quarter of 2009. A total of 548 units are planned for this

residential project.

Ap Lei Chau

Foundation works have commenced for this joint venture
residential projectin Ap Lei Chau. The Group holds a 35% interest
and an attributable share of GFA measuring approximately
320,000 square feet. Development works are currently scheduled
for completion in the third quarter of 2009. The development is
expected to offer a total of 776 residential units.

Yuk Yat Street, To Kwa Wan

The re-development of No. 5 and No. 9 Yuk Yat Street in To
Kwa Wan, Kowloon, progressed further with demolition works
completed. The site has a developable GFA of approximately
163,000 square feet and is designated for re-development into
residential and commercial properties. This project is currently

expected for completion in the fourth quarter of 2009.

Shan Kwong Road/Village Terrace, Happy Valley

With regard to this re-development of No. 20 Shan Kwong
Road and No. 1-5 Village Terrace, Happy Valley, Hong Kong,
demolition works have already begun. The existing site offers
a developable GFA of approximately 220,000 square feet,
and the Group intends to re-develop the existing residential
properties with a currently expected completion date of the
second quarter of 2010.

863-865 King’s Road, North Point

Demolition works are currently underway. Plans are being
prepared for the development of a grade-A office tower with
a developable GFA of approximately 502,000 square feet. This
office development project, in which the Group holds a 40%
interest, is currently expected to be completed in the second
quarter of 2011.

Macau

With regard to the Group’s planned residential development in
Macau, it is encouraging to note that the necessary reclamation
scheme has been endorsed with positive environmental
assessment by the authority and formal procedure leading up
to the reclamation works is underway. It is currently expected
that reclamation works would commence around the third
quarter of 2007.

15 HOMANTIN HILL
CLUBHOUSE
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OVERSEAS PROPERTY DIVISION

The Group’s Overseas Property Division holds a portfolio of
propertiesin Australia and the Philippines. During the year ended
31 December 2006, the Division recorded a net profit after tax of
HK$36 million (2005: HK$68 million). The decrease in the Group’s
share of profit from this Division is mainly attributable to the
deferred tax credit recognized in the year ended 31 December

2005 (as a result of the reduction in profits tax rate).

OVERSEAS PROPERTY PORTFOLIO

The
Australia Philippines Total GFA
(sq. ft.) (sq.ft.) (sq. ft.)
Investment Properties
Hotel lease - 191,832 191,832
Shopping centre lease - 240,697 240,697
Carpark lease - 211,203 211,203
Shopping centre - 1,191,763 1,191,763
Commercial - 11,316 11,316
Office - 174,522 174,522
Carparks and others - 315,564 315,564
Sub-total - 2,336,897 2,336,897
Properties under Development/
Properties Held for Sale

Residential 133,796 1,254,647 1,388,443
Office 42,588 - 42,588
Sub-total 176,384 1,254,647 1,431,031
Total GFA 176,384 3,591,544 3,767,928
Australia

As at 31 December 2006, 922 units (2005: 868 units) of the
Group’s 25%-owned Jacksons Landing project were sold,
representing 96% of a total of 957 units available for sale. The
projectislocated at the Pyrmont Peninsulain Sydney and covers
a site of 12 hectares designated for residential and commercial

property development.

The Philippines

The Group'’s investments in property interests in the Philippines
are held through its 73.88% aggregate direct and indirect
interests in EDSA Properties Holdings Inc. (“EPHI”), whose
investment property interests comprise (i) a 78.72% interest
in the Shangri-La Plaza Mall, Manila; and (ii) indirect interests
in The Enterprise Centre, an office and commercial property in

Makati, Manila’s financial district.

As at 31 December 2006, the Shangri-La Plaza Mall reported an
occupancy rate of 99% (2005: 96%), whilst the occupancy rate
at The Enterprise Centre was 97% (2005: 96%).

EPHI was also engaged in the development of (i) The Shang
Grand Tower, a residential property project in Makati, Manila, in
which EPHI has 100% beneficial interest; and (ii) The St. Francis
Towers, which comprise two 60-storey towers in Mandaluyong
City, Manila delivering a total of 1,156 residential units upon
completion of development. As at 31 December 2006, 98%
(2005: 84%) of the GFA of The Shang Grand Tower in Manila was
sold, and a total of 501 units of the two towers of The St. Francis
Towers project were sold. Development of The St. Francis
Towers project continues with completion currently scheduled
for the first quarter of 2009.

SHANGRI-LA
PLAZA MALL

THE ST.
FRANCIS
TOWERS*

A
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MANAGEMENT DISCUSSION & ANALYSIS

REVIEW OF PROPERTY BUSINESS (Continued)

OUTLOOK
Mainland China

During the year 2006, a number of government authorities
in Mainland China jointly introduced and enforced new
measures to further curb rapid increases in property prices
in metropolitan areas and to promote the healthy future
development of Mainland China’s property market. These
measures include, among others, the requirement for at
least 70% of approved land supplies for residential property
development to be designated for developing low-to-medium
cost and small-to-medium sized units. The Group is of the view
that these measures, which target mainly at the residential
sector, are unlikely to have a significant impact on the Group,
for reason that the Group does not have a high concentration
of residential properties to be developed for sales within the
Group's existing property development portfolio. On the other
hand, the Group’s mixed-use property development projects,
such as those located in Shanghai (Jingan and Pudong Districts),
Hangzhou and Tianjin, each has a diversified development mix
comprising a fairly sizeable leasing portion which cover office,
commercial and hotel properties. This enables the Group's
property development portfolio in Mainland China to be well-
positioned to capitalize on the Group’s experience, expertise

and successful track records in the development of high quality
office, commercial and apartment complexes (such as Beijing
Kerry Centre and Shanghai Kerry Centre), and to benefit from
a recurrent income stream to be generated from the leasing
portions of these mixed-use properties upon completion of
development. This will essentially enhance the Group’s overall

recurrent income base going forward.

Furthermore, as of 1 February 2007, the State Administration
of Taxation began to enforce more strictly the levy of land
appreciation tax on the sale or transfer of state-owned land
use rights, buildings and their ancillary facilities in Mainland
China. The Group has made appropriate provisions for such
land appreciation tax in the financial statements as at 31
December 2006, in respect of the properties sold prior to that
date. Furthermore, the diversified development mix between
leasing and sales properties within the Group’s development
portfolio in Mainland China also limits the Group’s exposure to

the impact of land appreciation tax going forward.

CENTRAL
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With a strong history of high quality property developments
and an established market niche in the high-end property
sector, the Group is confident that the changes in the Mainland
China property market landscape will be favourable to the
Group and will strengthen the Group’s competitive advantages
and leading position. The Group will continue to leverage its
proven business models in Beijing, Shanghai and Shenzhen to
pursue further opportunities, in these metropolitan citiesand in
the major secondary cities, which offer attractive development

potential.

Hong Kong

The Hong Kong property market has entered a relatively
healthy growth period, with a continuing rebound of
its economy and investment sentiment giving it added
momentum in 2006. The Group maintains its view that the
high-end residential property sector will continue its healthy
development over the long term, on the back of a sustained
economic recovery, increasing marriage and birth rates, as
well as improved household wealth and affordability. The
Group will continue to leverage its strong brand equity in the
development of premium quality residential properties in
prime and strategic locations, particularly in neighbourhoods
with good connectivity to Hong Kong’s commuting system,
facilities and amenities and which possess long term potential
for further development.

MEGABOX
ICE RINK*

Investment activity in the office sector has been strong during
the year. Harnessing strong demand from corporate tenants and
the reversionary cycle in rentals, the office sector has emerged as
the focus of the market as was evidenced by a number of major
transactions in the office property sector during the year. The
Group remains optimistic about the outlook of the grade-A office
property market, as Hong Kong continues to enjoy the benefits
arising from institutional capital inflows in acquiring quality
office and commercial properties, as well as the competitive
advantages offered by the Qualified Foreign Institutional
Investor (QFIl) Scheme which further affirms Hong Kong's

unique position as the commercial gateway to Mainland China.

The continuously improving economic environment which
results in increased domestic consumption power, and a
sustained healthy tourism sector, are the main factors which
strengthen the fundamentals of the commercial property
sector. The Group's positive outlook of Hong Kong’s commercial
property sector is validated by the remarkable achievements in
the pre-leasing of “MegaBox”, the Group’s major retail property

project in Kowloon Bay which is scheduled to open in mid-2007.

With aspiration towards the creation of value for both the
Group’s shareholders and the local community, the Division
will continue to develop high quality properties in Hong
Kong, offering its tenants and residents the best environment,

facilities and services.

ENTERPRISE
SQUARE THREE
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MANAGEMENT DISCUSSION & ANALYSIS

REVIEW OF

LOGISTICS BUSINESS

Asia Based, China Focus, Global Network.

OVERVIEW
During the year ended 31 December 2006, the Logistics

Network Division recorded a turnover of HK$6,316 million
(2005: HK$5,541 million), representing a 14% increase year-on-
year. Net profit attributable to the Group for the year increased
by 8% year-on-year to HK$1,173 million (2005: HK$1,085
million). Excluding the effects of the increase in fair values
of the warehouse properties, logistics centres and buildings
(after deferred taxation) of HK$500 million (2005: HK$578
million), profit for the year attributable to operations increased
by 33% to HK$673 million (2005: HK$507 million), and of which
(i) HK$343 million (2005: HK$163 million) was contributed by
warehousing operations in Hong Kong; (i) HK$107 million
(2005: HK$129 million) was contributed by logistics operations;
and (iii) HK$223 million (2005: HK$215 million) was contributed
by the Division’s logistics investments.

To date, the Division operated a portfolio of warehouses,
logistics centres and port facilities measuring more than
16 million square feet backed by a truck fleet of over 3,000
vehicles, with operations stretching across over 150 cities in 18
countries and supported by around 6,000 staff in total.
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WAREHOUSING OPERATIONS IN HONG KONG

During the year, the Division maintained its position as a
leading warehouse operator in Hong Kong, with a portfolio
of 11 warehouses occupying an aggregate GFA of 6.28 million
square feet (2005: 6.74 million square feet) as at 31 December
2006. The occupancy rate for the entire Hong Kong warehouse
portfolio operated by the Division was 96% as at 31 December
2006 (2005: 97%).

During the year, the Division sold its warehouse properties
in Yuen Long and Fanling for an aggregate consideration of
HK$345 million.

LOGISTICS OPERATIONS

The year 2006 witnessed the Division’s continuing efforts in
driving further growth and sustaining earnings generating
power through active geographical expansion in both Asia and
Europe and enhancing the sales and marketing capabilities of
its operations in various markets. During the year ended 31
December 2006, the Division’s logistics operations contributed
turnover of HKS$5,543 million (2005: HKS$5,142 million). The
moderate growth of 8% in turnover generated by the Division’s
logistics operations reflects the results of the restructuring of



Kerry EAS Logistics Limited (“KEAS”) which cut down certain
low- margin booking agency operations. The Division has since
refocused its Mainland China operations on niche international
freight market and pan-China distribution. The slight drop in
profit contributed from the logistics operation for the year
2006, when compared to 2005, is mainly attributable to the
costs incurred in the setting up of 17 freight forwarding offices
in Europe and Australia during the year, as well as the loss of
businesses resulting from the termination of the previous

agency operations in these countries.

Hong Kong

The Division continues with its leading position in the logistics
sector in Hong Kong. Capitalizing on Hong Kong'’s continuing
status as a key logistics hub in Asia and its excellent connectivity
with Mainland China, the Division has been successful in securing
large, integrated third-party logistics contracts from customers
seeking to establish regional logistics hubs in Hong Kong.

During the year, KerryFlex Supply Chain Solutions Limited
(“KerryFlex”), the trading arm of the Division, continued its strong
growth momentum with business growth registered across its
broad customer base ranging from healthcare to catering and
fast-moving grocery segments.In March 2006, KerryFlex acquired
Wah Cheong Company, Limited, which is a company with more
than 50 years of specialist food distribution experience in Hong
Kong. This acquisition strengthens KerryFlex’s distribution
network servicing food-and-beverage outlets and also paves the
way for the Division’s participation in procurement projects for

hotel chains.

MICHAEL DIECKMANN
AT BVL CONGRESS

China Focus

After the acquisition of a 70% equity interest in KEAS, the
Division now leads in terms of nationwide logistics coverage
in Mainland China, serving over 1,100 cities in more than 32
provinces with around 120 offices and over 4,500 staff, 1,600
trucks and around 3,000,000 square feet of warehouse and
logistics facilities. Operating profit contributed by KEAS to the
Division for the year ended 31 December 2006 has increased by

over 30% when compared to 2005.

A substantial part of KEAS' programme to rationalize its
corporate and business structures, in conjunction with the
integration process between the operation of Kerry Logistics’
Mainland China business and KEAS, has been completed. The
elimination of certain low-margin businesses for KEAS was a
result of the continuing business restructuring efforts of KEAS,
and has helped to enhance KEAS's operating margin despite
a decrease in revenue. With the new information technology
(IT) system now connecting over 100 offices in Mainland China
under one IT network as well as the pan-China “Transport
Operations Platform” which was launched in mid-2006, KEAS is
now one of the very few logistics service providers in Mainland
China which operates a truly integrated nationwide distribution
network. Going forward, the Division will continue to fine-tune
its business focus, and align management procedures and

cultures across all operating units in Mainland China.

MARCO LUYTEN
AT BVL CONGRESS
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MANAGEMENT DISCUSSION & ANALYSIS

The 173,000
feet bonded logistics centre in Tianjin's Free Trade Zone

newly-completed approximately square-
commenced operations in the first half of 2006. This is the
Division’s largest bonded facility in Northern China and is
strategically located adjacent to Tianjin Xingang, the biggest
container hub in the northern region of China. In June 2006,
the six-storey approximately 269,000 square-feet bonded
logistics centre incorporating a multi-function warehouse in
Shenzhen'’s Futian Free Trade Zone also commenced operations.
The Division will continue to explore opportunities for building
new logistics facilities to strengthen its infrastructure network in
other strategic locations in Mainland China, such as Shanghai,

Chengdu and Xiamen.

Asia Based

During the year, the Division pursued its geographical
expansion in various markets across Asia.

Vietnam registered the fastest growth among the Division's
operations in the Asia Pacific region. During the year, the
Division invested in four warehouses with an aggregate GFA
of approximately 268,000 square feet, and obtained licences
for bonded warehouse and container freight station (CFS).
The Division will examine the feasibility of acquiring further

logistics facilities to support its business expansion in Vietnam.
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In Thailand, the Division has dedicated major management
resources to establishing its nationwide distribution network
with a view to achieve distribution efficiency, as well as an IT
platform to enhance operational efficiency of front-line staff. In
2007, the container berth expansion works will be completed
which will further strengthen the Division’s logistics foothold
in Thailand.

In India, the acquisition of a 51% equity interest in Reliable
Freight Forwarders Private Limited, now renamed Kerry
Reliable Logistics Private Limited, was successfully completed
in September 2006. Such acquisition offers a country-wide
network giving the Division immediate access to this growing
market in the Indian sub-continent. The Division’s Indian
operation is headquartered in Chennai and is supported by a
staff force of around 200.

In Australia, the Division has opened three offices during the
year in Sydney, Brisbane and Melbourne, as a platform for

further business expansion in the country.
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Global Network

Outside Asia, in addition to its established businesses in the
United Kingdom and Spain, the Division has during the year
further extended its operation to several countries in the
European continent. With the headquarters for Central Europe
and Western Europe operations located at Hamburg and
Antwerp, respectively, the Division has to date set up 14 offices
in Germany, Austria, Switzerland, Belgium and the Netherlands.

By setting up its own offices and thus establishing its own direct
representation in these countries, the Division has successfully
strengthened its global network in terms of its sales and
marketing capabilities in Central and Western Europe. The
Division’s key trade development focus in Europe is mainly on
import and export of cargoes between European countries and
Asia, in particular Mainland China.

The Division’s logistics investments, which include a 15%
interest in Asia Airfreight Terminal ("AAT”) and a 25% interest
in Chiwan Container Terminal (“CCT"), continue to provide a
steady source of recurrent earnings to the Group. During the
year ended 31 December 2006, the Division's equity share of
profits after tax from AAT, CCT and other associated companies
amounted to HK$223 million (2005: HK$215 million).

The new Terminal 2 of AAT, next to the existing terminal at the
Hong Kong International Airport, will commence operation
in 2007. This Terminal 2 has an annual handling capacity of
910,000 tons, and the two terminals will provide an aggregate

cargo-handling capacity of 1.5 million tons per annum.

CCT's performance remained steady for the year 2006 with
the new berths in place and continuous improvement in its
operational efficiency. CCT recorded a volume throughput of
3.9 million TEUs in 2006 (2005: 3.6 million TEUs).

The first phase of “KerrierVISION”, a supply chain enhancing
visibility software, was established in the fourth quarter of 2006
and is ready for commercial deployment. It complements the
existing freight forwarding visibility tool, “Kerrier Track & Trace”,
and the contractlogistics visibility tool, “KerrierWEB”, in providing
a unified and even broader visibility platform for achieving a

higher standard of supply chain management service.

The Division’s continuous input into IT development is geared
towards constantly adding value to logistics solutions and
enhancing the overall efficiency of the supply chain. Going
forward, integration will be a key emphasis of the Divison's
IT initiatives. This aims to establish a data consolidation point
for universal data exchange between regions, agents and also
customers. It is a crucial foundation for facilitating the global
information feed to “KerrierVISION”, whilst also serving internally
as the EAI (Enterprise Application Integration) engine linking all
application systems being used by the Division’s offices in other
parts of the world.
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MANAGEMENT DISCUSSION & ANALYSIS

REVIEW OF LOGISTICS BUSINESS (Continued)

OUTLOOK

Following the disposal of two non-core warehouse properties
in November 2006 which has successfully reduced the Division’s
interest burden, and with the renewal of major warehouses’
leasing contracts during the year with improved rental rates,
the Division expects a continuous but very moderate increase
in warehousing revenue and profit in 2007. Meanwhile, the
Division will also continue to take a proactive approach in
marketing and developing new business innovation in order to
secure additional cargo volume and new tenants especially in

certain specialized industries.

Leveraging itsdominant presencein Asia, the Division’s logistics
operations will actively position itself to remain competitive
in the new China-ASEAN landscape. With the signing of
agreements between ASEAN and Mainland China in January
2007 regarding the establishment of a China-ASEAN free trade
area in phases from 2010 to 2015, the land transportation
between ASEAN member countries and Mainland China is
expected to be enhanced in the coming years. The Division’s
main target for 2007 is to extend its land transportation
connectivity from Mainland China to various ASEAN countries.
Besides, the Division will also continue to drive the development
of niche markets, such as the Philippines and Cambodia, and

plans to expand further into Bangladesh.

DYNAMIC

The Division’s expansion plan will continue in 2007 and more
offices will be set up in Germany, France, Poland, the Czech
Republic and Hungary. Although the initial set up costs incurred
in these European businesses may impact on their profitability
in 2007, it is expected that break-even position would be
achieved by 2008.

It is also expected that the logistics industry in Asia Pacific will
continue to experience rapid growth and changes in 2007 and
beyond. Global logistics operations will be increasingly focused
on the Asia Pacific region along with the growth of cargo flows
between Mainland China and the rest of the world. The Division
will continue to strengthen and upgrade its core activities
in Mainland China and Asia, whilst also actively seeking
opportunities in other high growth areas within Asia, including
the Middle East, with a view of developing Kerry Logistics into a
truly pan-Asia operation. Our vision remains “Asia Based, China

Focus, Global Network”.
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MANAGEMENT DISCUSSION & ANALYSIS

REVIEW OF
INFRASTRUCTURE BUSINESS

Recurrent Income, Looking To The Future.

OVERVIEW

The Infrastructure Division invests in a range of infrastructure,
environmental protection and utilities-related projects in Hong
Kong and Mainland China. Through such investments, the
Division aims to play a part in improving the living environment,
whilst also contributing a steady recurrent income stream
to the Group. Net profit attributable to the Group from this
Division during the year ended 31 December 2006 amounted to
approximately HK$31 million (2005: HK$38 million).

HONG KONG

The Division holds a 15% interest in the Western Harbour
Crossing and a 15% interest in the Cross Harbour Tunnel
management contract. The Group’s share of aggregate net
profits from these investments amounted to HK$43 million
during the year ended 31 December 2006 (2005: HK$41 million).

MAINLAND CHINA

The water treatment project in Hohhot Municipality, Inner
Mongolia Autonomous Region, in which the Group has an
effective 13% interest, commenced commercial operation in
2006. The Group's investment in this operation amounted to
RMB27.7 million (equivalent to HK$27.8 million).

In collaboration with TieTong Telecommunications Corporation
Shanghai Branch Company, the Group’s 25%-owned REDtone
Telecommunications (China) Limited, through its wholly
owned subsidiary in Shanghai, launched an “e-secretary”
service in 2006, and continued to roll out new packages for
long distance discounted calls, initially in Shanghai. With an
investment in this operation totalling US$937,500 (equivalent
to approximately HK$7.3 million), the Group recorded its share
of net loss of HK$3 million, arising from the initial stage of
commercial operation during the year. With a promising future
for this operation, plans are being considered to tap into new

market segments.

OUTLOOK

The Division will continue to identify and evaluate investment
opportunities which can contribute strong recurrent income

for the Group in the long run.
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MANAGEMENT DISCUSSION & ANALYSIS

FINANCIAL REVIEW

The Group has centralized funding for all its operations. This
policy also achieves better control of treasury operations and

lower average cost of funds.

The Group closely reviews and monitors its foreign exchange
exposure. As at 31 December 2006, total foreign currency
borrowings (excluding Renminbi (RMB) borrowings) amounted
to the equivalence of HK$4,232 million and RMB loans
amounted to the equivalence of HK$164 million. Therefore,
non-RMB total foreign currency borrowings and RMB loans
represented approximately 33% and 1%, respectively, of
the Group’s total borrowings of HK$12,934 million as at 31
December 2006.

The non-RMB total foreign currency borrowings of HK$4,232
million mainly include the Fixed Rate Bonds (as referred to
hereinafter) amounting to US$420 million (approximately
HK$3,243 million (net of direct issue costs)). The Group has
arranged cross currency swap contracts amounting to US$417
million to hedge the exchange rate exposure between Hong

Kong dollars and United States dollars.

Out of the Group’s total borrowings as at 31 December
2006, HK$803 million (representing approximately 6%) was
repayable within one year, HK$385 million (representing
approximately 3%) was repayable within two years, HK$8,029
million (representing approximately 62%) was repayable
between three to five years and HK$3,717 million (representing
approximately 29%) was repayable over five years. The Group
continued to maintain most of its borrowings on an unsecured
basis, with unsecured debt accounting for approximately 98%
of total borrowings as at 31 December 2006. The Group will
continue to obtain financing on an unsecured basis whenever
possible, and supplement such borrowings with secured

project financing as and when the need arises.

As at 31 December 2006, the gearing ratio for the Group was
34.8% (2005: 36.4%), based on net debt of HK$10,202 million
and shareholder’s equity of HK$29,325 million.

As at 31 December 2006, the Group had outstanding interest
rate swap contracts which amounted to HK$5.8 billion in total,
enabling the Group to hedge its interest rate exposure and to

have a more stable interest rate profile in the next few years.
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In terms of the Group's available financial resources as at 31
December 2006, the Group had total undrawn bank loan and
overdraft facilities of HK$9,418 million and net cash on hand
of HK$2,732 million. In addition, the generation of strong
recurrent cashflows from the Group’s investment property
portfolio, hotel operation and logistics, freight forwarding
and warehousing businesses provide the Group with a strong
financial position, and enables the Group to reap the benefits

of investment opportunities as and when they arise.

On 27 February 2006, the Group signed a syndicated loan
agreement foran unsecured HK$6 billion revolving loan facility.
The interest rate for this facility is HIBOR (Hong Kong Interbank
Offered Rate) plus 29 basis points. This facility is for general
corporate funding requirements of the Group including
refinancing of the outstanding loan balance under a previous
HK$4.5 billion syndicated loan facility obtained in January
2002. The facility received participations from 18 reputable
international and local banks and financial institutions.

On 15 August 2006, Standard & Poor’s reaffirmed a “BBB-" credit
rating for Kerry Properties Limited with a stable outlook.

On 25 August 2006, Gain Silver Finance Limited, a wholly-
owned subsidiary of the Company, issued fixed rate bonds
in the aggregate principal amount of US$420,000,000 (the
“Fixed Rate Bonds”), the net proceeds of which were used to
repay part of the Company’s outstanding corporate loans. The
Fixed Rate Bonds are guaranteed by the Company and carry a

coupon rate of 6.375% per annum, and have a maturity term
of 10 years until 25 August 2016. The issuance of the Fixed Rate
Bonds enables the Group to extend its debt maturity profile
and broaden its fixed-income investor base. Standard & Poor’s
awarded the Fixed Rate Bonds with a “BBB-" credit rating.

On 22 February 2007, Gainlead International Limited, a wholly-
owned subsidiary of the Company, issued convertible bonds
in the aggregate principal amount of HK$2,350,000,000 (the
“Convertible Bonds”). The Convertible Bonds are zero coupon-
based, have a maturity term of 5 years until 22 February
2012 and are convertible into the Company’s ordinary shares
at a conversion price of HK$52.65 per share (subject to
adjustments). The issuance of the Convertible Bonds provides
aflexible and cost-efficient funding opportunity which is in the
best interest of the Group. Upon conversion of the Convertible
Bonds, the capital base of the Company will be enlarged and
strengthened which will benefit the Group’s future growth and
developments. Standard & Poor’s awarded the Convertible
Bonds with a “BBB-" credit rating.

Subsequent to the balance sheet date and up to 22 March
2007, an aggregate principal amount of HK$756,210,000 of
the convertible bonds issued in 2005 has been converted
into an aggregate of 29,135,413 ordinary shares of HK$1 each
in the Company, representing approximately 30.2% of the
entire amount of the aforementioned convertible bonds of
HK$2,500,000,000.
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