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As the new Executive Chairman of the Company, I am pleased to
advise you that the Group performed strongly in 2006. Revenue
and profitability were driven by increased activities across all our
core business areas of Wealth Management and Brokerage, Asset
Management and Corporate Finance. This underlying operational
strength coupled with Hong Kong’s improving economic
environment and buoyant regional equity markets, reinforced our
position as one of the leading non-bank financial institutions in

Hong Kong.

2006 has been a year of significant progress and growth for the Group.
We continued to invest in our human capital by making a number of
key managerial appointments designed to strengthen our operational
structure. The Group formally set up a dedicated Risks Control unit
to support the recently established Risk Management Committee.
We also continued to drive operational efficiencies by streamlining
our operations by fully integrating the operations of the Shun Loong
group of companies which we acquired several years ago. Most
significantly, in August, a top-up placing and subscription of an
aggregate of 248,000,000 new shares of the Company was carried
out, bringing total net proceeds of approximately HK$1.69 billion.
Part of the equity raised was used to finance our HK$4.328 billion
acquisition of UAF Holdings Limited, which holds approximately
50.91% interest in United Asia Finance Limited (“UAF”), one of the
leading consumer finance companies in Hong Kong. Consequently,
the Group’s interest in UAF increased from approximately 7.27%
to 58.18%. This substantial acquisition has allowed the Group to
expedite the diversification of our income sources as well as broaden
our overall customer base. While the transaction has resulted in an
increase in the Group’s overall gearing ratio, our balance sheet
continues to be strong and is well supported by our diversified
earnings streams. Management will continue with its strategy to
pursue acquisitions in the coming year as suitable opportunities

arise.
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RESULTS FOR THE YEAR

During the year, the Group recorded a 53.10% increase in profit
before tax to HK$668.3 million (2005: HKS$436.5 million).
Consolidated profit attributable to equity holders of the Company
increased by 21.25% to HK$486.8 million (2005: HKS$401.5
million). Earnings per share (EPS) increased by 12.42% to HK36.2
cents (2005: HK32.2 cents). Revenue was HK$1,984.4 million for
the year, against HK$793.6 million for the previous year. However,
this year’s results included several significant non-recurring, non-
cash charges including a deemed loss of approximately HK$81
million arising from the requisite accounting treatment of the
carrying value of the Company’s investment in Tian An China
Investments Company Limited (“Tian An”) due to the conversion
of 78,800,000 Tian An warrants by a third party and a placement
by Tian An of 175,000,000 shares and an impairment provision of
approximately HK$58 million to the carrying value of the Group’s
interest in the Kuala Lumpur hotel joint venture with New World
Development Company Limited. In addition to these two charges,
Tian An made provisions of approximately HK$297.4 million due to
the newly imposed Land Appreciation Tax in Mainland China (with
the Group’s share of the provisions being at 39.59%), and Yu Ming
Investments Limited (“Yu Ming”) derecognized its investment in
CR Airways Limited and receivables originally held in an aggregate
amount of approximately HK$190.2 million (with the Group’s share
of the derecognition being at 22.43%), both of which are outlined
in the Management Discussion and Analysis. The Group’s 2006
results, stripped of these non-recurring, non-cash charges, showed

solid operational improvements and growth.
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The Directors recommended the declaration of a final dividend of
HK10 cents per share payable on 29 June 2007 to shareholders whose
names appear on the register of members of the Company on 12
June 2007, making a total dividend for the year 2006 of HK15 cents
per share (2005: HK12 cents), an increase of 25%. This increase in
dividend is in line with the Company’s strategy of maintaining a
payout ratio of at least 30% of profit after tax.

OPERATIONS

While the details of the performance of the various divisions are
outlined in the Management Discussion and Analysis, the Group’s
operating divisions continued to strive to deliver on our commitment
to provide our clients with a wide and innovative range of services
and products at the highest levels of customer service. During the
year, management continued to pursue its expansion strategy by
recruiting additional sales personnel and widening our product range
in our core retail Wealth Management and Brokerage business.
Furthermore, we have renewed our focus on institutional distribution
and a new unit was established to serve this fast growing segment of
clients. This initiative has been supported by our popular Research
products that include extensive fundamental coverage and technical
analysis.

During the year, Corporate Finance activity was intense, as we
participated in a large number of initial public offerings (IPO) and
advised on various corporate exercises. We will continue to focus
on IPOs, advisory opportunities and secondary offerings for small
medium enterprises (SMEs) situated in both Hong Kong and the
Mainland China.
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We continued to strengthen our existing relationships with Mainland
Chinese financial institutions; a new strategic alliance was struck
with one of China’s largest futures brokerage companies, L. 7k
ZHERLABRA T (Zhe Jiang Province Yongan Futures Broker
Company Limited), to establish China Xin Yongan Futures Company
Limited. The company is planning to commence operations in Hong
Kong as soon as the necessary regulatory approvals have been
obtained, which it hopes will be in the second quarter of 2007.

We have sought to increase the scale of our growing Asset
Management business. We continued to launch new funds and took
over the management of an existing umbrella fund comprising two
alternative funds. In June 2006, we launched our Asia (ex Japan)
multi-strategy equity fund which has since performed strongly.
Consequently total assets under management have grown from
US$260 million at end of 2005 to US$650 million at the end of
2006, an increase of 150% over the course of the year. It has been a
very promising year for this relatively new business.

Our Consumer Finance business conducted through UAF, benefited
substantially from rising consumer spending and economic growth
in Hong Kong during the year, resulting in strong profitability and a
marked increase in its loan book. UAF’s listed subsidiary (74.99%
owned), The Hong Kong Building and Loan Agency Limited
recorded a significant increase in profit to HK$11.3 million (2005:
HKS$1.2 million), mainly derived from its treasury management

activities.
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PRINCIPAL INVESTMENTS, OTHER SUBSIDIARY &
ASSOCIATED COMPANIES

The results of the Group’s subsidiary and associated companies that
we retain as part of our Principal Investments portfolio in 2006 are

outlined below.

Following a general offer that closed in November 2006 and exercises
of the warrants of Quality HealthCare Asia Limited (“QHA”) in
November 2006 and January 2007, the Group’s equity interest in
QHA, the leading private medical practice in Hong Kong, increased
to approximately 51.15%. QHA delivered improved results for
2006 with a 16% increase in net profit to HK$65.1 million. The
continued growth in profit has resulted from ongoing enhancements
in customer service, improvements in operational efficiency and

closer teamwork between frontline and back-office staff.

Tian An, a leading property developer in Mainland China, recorded
a profit of approximately HK$51.5 million for 2006, a decline of
75%. This sharp decrease was attributable to the provisions of a total
amount of approximately HK$297.4 million for potential additional
taxes due to the imposition of the Land Appreciation Tax in Mainland
China. While the actual tax liability may be lower than the amount
provided, in the interest of prudence, the directors of Tian An have
taken the more conservative view. Without these provisions, the
profit attributable to equity holders of Tian An would have been
significantly higher than the previous year. Despite this setback,
our 39.59% investment in Tian An continues to be profitable and
maintains a stake in the fast growing Mainland Chinese real estate

sector.

FREB ~ Al F R BB A vl

AR A5 2 JL 8 oy B E AL A P
O ] B U A W) TR 200648 B S AR HE At 4
o

Wt RN BR AR (A ]) R
T WC B 74200648 11 7 58 1% DL & 20064
11 H B20074:1 7 47 4 5 4 iy 5 i B s
1% > BRER R E R A B
IR 75 M M Y B M BG & A051.15% o B
FE20064F- W A S > F i Al R
16% > ¥E65.1H B0 o Wi flFe 3 R o2&
R AR AE R Z P IRE - &S
TR D), T 1 A B4R Bh N\ B R
[T

T v ) P b o 5 e R
A20064F 81151 I 451.5 H B0 » KiR
T FET5% > J& R AR 7 I B RE A P e B
Jith 14y - i 334 B8 T A Y AE 05 7 S AT B
KB A207 AT BT o BEARE PR
BB ARG KRR > A RENE
oo R 2 TR A A A o A AR
H I S5 A > IR 22 W M R A 6 R E 2o
WAL o MR R R EEF AR >
AP A R % H939.59% 4% B HEAT 2 A A »
Y 4 AR IR AN 2 T B S R R R
ZEHETT o



Sun Hung Kai & Co. Limited ¥ 3& A B A 7

CHAIRMAN’S STATEMENT
E 28

Yu Ming incurred a loss attributable to equity holders of
approximately HK$155.7 million (2005: profit of HK$144.7 million)
due to the derecognition of its investment in CR Airways Limited
as well as receivables originally held in an aggregate amount of
approximately HK$190.2 million.

Our other Principal Investments generally performed well in 2006.
Management’s strategy is to maximize the value of these positions
and, when appropriate, realize them or alternatively use them to seed
appropriate specialized funds management vehicles as part of our
Asset Management business.

PEOPLE

The Group places great importance on maintaining, and where
possible enhancing, the professionalism of our staff and recognizes
the need to provide an environment in which our staff feel a strong
sense of belonging, and are encouraged to develop their careers. We
will continue to focus on staff recruitment, training and development,
and are committed to appropriately remunerating and incentivizing
key management and staff.

OUTLOOK

Economic conditions in Hong Kong have remained robust, with the
unemployment rate continuing to fall and personal income levels
continuing to rise. As the economic relationship between Hong Kong
and Mainland China develops, Hong Kong’s prosperity and future is
becoming increasingly correlated with Mainland China. The Group
is well placed to capitalize on this trend through the steady expansion
and export of our proven business models, both in our core financial
services business as well as in the businesses within our strategic
principal investments portfolio. At the same time, we remain alert
to the various uncertainties in the outlook for the global economy in
the coming year.
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APPRECIATION

In November 2006, Ms. Tham Yok Mui resigned from her position
as Deputy Group Chief Operating Officer, to relocate to her native
Malaysia. Ms. Tham had joined the Group in 1990 as Head of
the Internal Audit and Compliance department. She will be sorely

missed.

On 31 December 2006, Mr. Arthur George Dew resigned from his
position as a Non-Executive Director and Chairman of the Company
due to his retirement. Mr. Dew had served on the Board in various
capacities since 1996 and has made an invaluable contribution to the

Group’s success.

We wish both Mr. Dew and Ms. Tham all the best in their respective
endeavors and are very grateful for their dedicated service to and

involvement with the Group.

Finally, I wish to extend my appreciation to all our stakeholders for
their continued involvement with and support of our Group during
the year. 2007 will be another important year for the Group as we
further streamline our business and balance sheet in order to achieve
the targets that we have set.

Lee Seng Huang

Executive Chairman

Hong Kong, 11 April 2007
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