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BEEZ R
Management Discussion and Analysis

The strong economy continued to support the performance of our
investment properties, with revenues rising 5% to HK$1,956.3 million
for the financial year. Rental levels continued to climb, albeit at a
slower rate than in the previous financial year. The rent reversion
cycle - the pattern of renewal for our two to three year leases — was
strongly positive. In addition, the leasing strategy was successful in
maximising the rental yield through careful review of the building
character and tenant mix.

Given the strong demand, occupancy rates tightened further,
averaging 98% for the commercial and retail, 92% for the office and
industrial/office and 76% for the residential and apartment portfolios.

A% 4 5 Fashion Walk, Causeway Bay: 1,2

EFHANMFRETZBYR  SELEZANFITEEYRES
We have the largest portfolio of ground floor retail space
in the key shopping locations of Mongkok and Causeway Bay

MHREER  SELTEERIBAFTNKR
BEVx  ETHECEERRESERE
KE - BR-TEE=TFIKESZRE
W —THOBETYIARBEFERIX/B
FigAREEBNTFEAAREERERH -

No new investment properties were developed or acquired during
the financial year and gross floor area (gfa) remained stable at 243,000
square metres of commercial and retail, 245,000 square metres of
office and industrial/office and 79,000 square metres of residential
and apartment space.
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BEEREYEZ BRI Geographical Analysis of Hong Kong Investment Properties
BEBEE(TFAK) HEWA(BBEET) HE(EAX)
Gross Floor Area (000 sg. m) Rental Revenue (HKS million) Occupancy Rate (%)
2006 2005 2006 2005 2006 2005
BE Hong Kong Island
RRREE Central and Admiralty 50.6 506 252.4 2418 9 %0
e REgr Causeway Bay and Wanchai 98.2 98.2 440.7 4027 93 97
BRIl R 8l 0R Kornhill and Quarry Bay 126.7 126.7 389.2 369.1 87 90
WIER*ILE The Peak and Mid-Levels 28.2 282 120.8 115.8 87 86
EEHER Hong Kong South 9.2 92 33.2 375 92 86
T Kowloon
HA Mongkok 102.0 1020 330.0 3115 94 95
XPHE Tsimshatsui 39.7 39.7 97.7 819 94 99
LEARER Ngau Tau Kok and Kwun Tong 67.1 67.1 251.6 2528 98 9
ROERER Cheung Sha Wan and Kwai Chung 45.2 452 40.7 417 20 93
@t Total 566.9 566.9 1,956.3 1,854.8 92 94
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Commerical and Retail

In the retail segment, domestic spending together with inbound
tourism, especially from mainland China, increased the demand for
well-managed, well-located properties.

The Group has been ideally placed to take advantage of these
market trends. Not only do we have properties in those districts

of Hong Kong that enjoy the highest shopping traffic, but we enjoy
more ground floor space than any other owner in the key districts

of Causeway Bay and Mongkok. Since ground floor rents are typically
in the region of four times those of third floor rental levels, the
magnitude of this advantage is clear.

During the year, we continued to build on this advantage through
the rebranding and renovation process that has become a hallmark
of our approach, and which has helped maximise rentals by
increasing shopper traffic.

Strategies on Brand, Theme and Tenant Mix

The strategy of revitalising our portfolio through creating brands and
themes attuned to changes in the market has been at the core of our
success in recent years.
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Management Discussion and Analysis

HEA #H O —H - RE Food Atrium, One Grand Tower, Mongkok: 1,2

During the financial year, we built upon this success through

a number of new initiatives. In March 2006 Gala Shopping Mall

in Mongkok was renamed Gala Place and positioned to appeal

to younger, aspiring people and tourists. The tenant mix changed
accordingly, with the former family oriented fast food and retail
outlets increasingly making way for more up market, international
brands such as Starbucks and California Pizza Kitchen. This follows
similar previous successes, such as Hanford House in Tsimshatsui
that in November 2005 was rebranded Hanford Fashion, marking it
the premier location for wholesale fashion outlets, which is a popular
draw for locals and tourists alike.

In addition, Amoy Plaza’s six unique theme zones have been another
example of this successful strategy and following a review of the
theme mix, will undergo major refurbishment in financial year 2007 in
response to the changing needs of our customers.
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A8 £ J5 5 Fashion Walk, Causeway Bay: 1,2
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Enhanced Use of Floor Space
Alongside branding, the Group is able to offer to tenants unique
environments for their shops.

The major brand names are increasingly keen to create double deck
flagship stores that enable them to create a more spacious and
welcoming environment for customers, with more brand impact.

Our portfolio is unique in the market in being able to offer such prime
locations and the adidas store at Fashion Walk in Causeway Bay is the
latest example. Others are planned including Gas and agnés b.
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Management Discussion and Analysis

Innovative Marketing and Promotion

An effective marketing strategy in support of tenants is important
to any retail property, and the Group has therefore concentrated its
efforts on innovative campaigns that provide sustained support to
our properties and brands.

Between April and June 2006, the first of its kind a free parking
promotion, whereby shoppers were able to park free depending on
the numbers of their licence plates, attracted a high level of customer
interest.

During the financial year, we also worked to prepare for a ‘Music

at The Peak’ promotion campaign at The Peak Galleria which was
launched in July 2006 and will run through a period of time with an
aim to provide a relaxed environment for people who visit The Peak
Galleria. Combining performances from Chinese and Western musical
tradition at The Peak Galleria, our property on Hong Kong's landmark
Victoria Peak, it aims to redefine the shopping experience for visitors.

In order to promote food and beverage outlets in our Mongkok
properties, One Grand Tower, Two Grand Tower, Gala Place and
Hollywood Plaza, we have organised and worked with our tenants to
organise a late night dining promotion in the radio and print media.

LITE LW TB &5 The Peak Galleria, The Peak: 1,2
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Office and Industrial/Office

Strong demand for office space supported a good performance from
the Group's portfolio of offices. Our office properties located in the
prime Central district of Hong Kong benefited particularly as financial
services and other firms continued to expand their operations, while
supply remained limited.

Standard Chartered Bank Building, our Grade A property saw rental
levels rise by 10% over those achieved in the previous financial year.
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The office portfolio benefited from the Group's attention to

tenant mix and theming. Our specially developed theme floors

in One Grand Tower and Hang Lung Centre include those for
education, medical, beauty, travel, fashion and wholesale. During
the financial year, revenue from One Grand Tower increased by 39%
while Hang Lung Centre by 8% with occupancy reached 95% and
93% respectively.

Residential and Apartment

The Summit, a luxury double duplex residential property in

Mid-levels on Hong Kong Island, with its views over the Central skyline
and deluxe facilities, continued to attract high quality corporate and
consular tenants. Rental income rose 3% during the financial year.

Grand Plaza Apartments in Quarry Bay with a private leisure
area named The Third Place’ which provides a comfortable
environment for our tenants, saw rental income rose by 6% and
occupancy reached 68%.
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ERREVEZRESW Segmental Analysis of Hong Kong Investment Properties
HEWA(BEEET) HEE(AHX)
Rental Revenue (HKS million) Occupancy Rate (%)
2006 2005 2006 2005
Eis R Commercial and Retail 1,131.9 10803 98 2%
BYBERIX/BTE Office and Industrial/Office 518.0 4718 92 92
FEREM Residential and Apartment 223.5 2157 76 87
BES Car Parks 82.9 870 N/A N/A
@t Total 1,956.3 1,854.8 92 94

11y #% The Summit, Mid-levels: 1,2, 3,4
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Hong Kong Property Development and Sales

8 EBRT The HabourSide, West Kowloon: 1,2, 3,4, 5
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In contrast with the previous financial year, sentiment in the
residential market weakened in the financial year 2006. At the
beginning of the financial year, the prime rate in Hong Kong stood at
6.5% but rose substantially during the period. While the affordability
level remained reasonable throughout the year at the range of 30% to
35%, uncertainty over future rises in rates dampened the appetite for
purchasing.
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- REHRE
EETA...
...and with the
spectacular
clubhouse...
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EFER

...adds to the
refined living

EBRAEREMSERNAE  EEXREE  This was especially true in the luxury segment, where prices had
BT T=FRMAKRNERER  57Z1L  rebounded much more sharply from the lows of 2003 to attain,
BYERER—NANEF 2R - A © inmany cases, the record levels seen in 1997. With the cost to holding
HAREEEEXER  MERTWEN  properties back in anticipation of firmer prices minimal, and given
HERAEN  MEEATRLERUESZ  the Group's low gearing level, we were well placed to manage this
Bfh - situation.
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T ALEE BEEX T The HabourSide, West Kowloon

78158 SR B The Long Beach, West Kowloon: 1,2
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Over 300 units were sold at an average
price of HKS4,800 per square foot, not only a
premium over other properties in the district

but higher than the previous financial year

Accordingly, whereas in the financial year 2005, the Group had
sold some 73,000 square metres gfa, for the financial year 2006
only 21,000 square metres gfa were sold, with the focus on less
expensive mass residential properties. As a result, revenue from
property sales fell by 77% to HK$1,062.4 million.

The majority of sales came from AquaMarine in the West Kowloon
reclamation area. Over 300 units were sold at an average price of
HK$4,800 per square foot, not only a premium over other properties
in the district but higher than the previous financial year.

Hong Kong has seen no significant tender activity since September
2005 and hence during the financial year 2006 there was no change
in the Group's land bank, which comprises entirely the remaining
3,200 units of 282,000 square metres gfa in its four already completed
developments at 30 June 2006.

Hang Lung Properties Limited Annual Report 2005/06 41



