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The Group has successfully leveraged its experience in Hong Kong to
develop business in mainland China, which is now a highly dynamic
part of our operations.

During the financial year, rentals continued to remain firm and

our Shanghai properties remained 100% let. As a result, revenues
increased by 27% to HK$721.9 million, representing 19% of total
Group revenues and 27% of the Group's revenues from investment
properties.

Investing in Prime Locations

The strategy in mainland China is to focus on building a portfolio

of high quality investment properties in the prime locations of major
cities, with a particular emphasis on the retail segment. This should
ensure steadily rising revenue as the economy develops, income rises
and the consumer class expands.

With the market still very much in its infancy, the execution of this
strategy requires prudence in selecting sites that will retain their
premium locations and in securing them at reasonable prices. We
believe our success in Shanghai during the last 14 years has given
us a solid basis on which we are now expanding more aggressively
into other cities. Over the next two to three years we plan to invest
twelve or more projects and raise the proportion of mainland China
revenues to total Group rental revenues to over 50%.

The Group's existing portfolio, comprising Plaza 66 and The Grand
Gateway in Shanghai saw considerable growth in revenues during
the financial year.
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Over the next two to three years we plan to
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invest twelve or more projects and raise the
proportion of mainland China revenues to

prOJECtS total Group rental revenues to over 50%
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Plaza 66 is the tallest structure in Puxi District and is located on
Nanjing Xilu, one of the city’s main thoroughfares. The Grade A
office space of the first office tower is built over a large retail
podium. Occupancy for the retail portion remained at 100% and
income increased by 25% during the financial year. The office
portion was 100% let and rental income rose 14%.

A second office tower, which will offer 81,400 square metres of
Grade A space is currently under construction and is scheduled for
completion by the end of 2006. Pre-leasing has begun and again the
response has been extremely strong.

The Grand Gateway is a large complex above Xujiahui Station,
Shanghai's largest subway station. The development was of a 102,000
square metre gfa shopping centre incorporating multiplex cinemas,
restaurants and leisure facilities.
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Attracting Top Quality Tenants

The high occupancy and rental levels achieved at the office properties
testify to the very strong demand for these top quality developments
from multinational lessees, many of whom have taken several floors
of the space.

We continued to work to maximise returns through refining the
tenant mix to boost rental revenue.

At Plaza 66, in addition to the many existing world famous brands,
a number of flagship stores were added during the year including
Bvlgari, Piaget, Tiffany, Van Cleef & Arpels and Joyce. In order to raise
the mall's image and further strengthen its market positioning, a
special ‘luxury watch floor’ is planned to open in 2007.

The Grand Gateway is catering to the lifestyle aspirations of
Shanghai's burgeoning middle class. The new tenant mix resulted

in a very significant rise in achieved rental levels. Several new brands
joined the roster of leading names, including Hugo Boss, Paul & Shark,
Versace and DKNY.

New Projects

As reported in our last annual report, the Group acquired 4.4 hectares
of land in January 2005 at a prime site in Tianjin, the city of over 10
million inhabitants near Beijing, and plans for a 150,000 square

metre gfa retail development are being drawn up.
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In September 2005, we acquired a 3.5 hectare site on Zhongjie Road
in Shenhe District, Shenyang, a city of 7 million people that is the
capital of China's northeastern Liaoning province. The site is also in a
prime commercial location, near the imperial palace and again, is now
being prepared for the construction of a 120,000 square metre gfa
five-storey world-class shopping centre.

Recognising the strong potential offered by Shenyang, which has
seen robust economic growth in recent years, subsequent to the
financial year end in August we acquired a second site of 9.2 hectares
near City Plaza along Qingnian Street, also in Shenhe District, the
‘Golden Corridor’ that is part of the city’s urban renewal area. The site
will be developed into a large scale multi-complex, including a luxury
branded shopping mall, office towers, 6-star hotels and serviced
apartments with a total of 920,000 square metres gfa.

In Jinan, in January 2006, a Memorandum of Understanding (MOU)
was signed with the municipal government regarding a 6.4 hectare
plot near the scenic spots of Daming Lake and Qianfo Mountain.
Jinan, the 6 million people strong capital city of Shandong province,
has the second highest GDP in China. Our intention is to construct
a six-storey shopping centre of 150,000 square metres gfa.

In July 2006, another MOU was signed with the city government of
Furong District in Changsha, Hunan province. The aim is to develop
on a 7 hectare site, a complex comprising an upscale shopping
centre, office towers and serviced apartments of 500,000 square
metres gfa.

The Group has been actively pursuing other opportunities across
mainland China.

HERBRENERBERTYEZ Geographical Analysis of Mainland China Investment Properties
2 435 1 o AT and Properties Under Development
BREEE(TTELK) MEWA(BBEET) MEX(AHE)
Total Gross Floor Area (000 sq. m) Rental Revenue (HKS million) Occupancy Rate (%)
2006 2005 2006 2005 2006 2005
LE Shanghai
HRER Xuhui District 101.9 1019 3229 2306 100 100
B Jing An District 2113 2113 399.0 3370 100 100
313.2 3132 7219 567.6 100 100
xE Tianjin 150.0 1500 - - - -
B Shenyang 120.0 - = - = -
Bt Total 583.2 4632 7219 567.6 = -
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K& BRIAE Tianjin Project

During the financial year 2007, the Group expects to continue
pursuing its strategy of enhancing its existing portfolio while
expanding aggressively in mainland China.

In Hong Kong, our investment properties should see further gains.
Buoyed by economic growth in Hong Kong and the region, rental
rates for office, retail and residential properties continue to rise,
although at a moderate pace. The rent reversion cycle for our
portfolio remains positive. We will continue to unlock value through
attention to brand, theme and tenant mix.
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On the development side, much will depend on interest rates.

In the first half of calendar year 2006, only some 5,000 transactions
were recorded, below the normal take up rate. Clearly, therefore,
there is pent up demand and most observers think the market will
rebound once it is clear that the interest rate cycle in the United
States and hence Hong Kong has peaked.

In mainland China, again, strong economic growth combined with
our efforts to maximise our retail investment properties through
improved tenant mix and management support is expected to keep
rentals firm. The portfolio will also benefit before the end of calendar
year 2006 from the addition of a second office tower at Plaza 66.
Offering 81,400 square metres gfa of high quality space, the Office
Tower 2 already has a long waiting list of tenants and its earnings will
make a significant contribution to the second half of the financial year.

We will continue to progress our projects in Tianjin and Shenyang,
which at the earliest should be operating by 2010. We will also pursue
other opportunities in mainland China, one of the world’s most
exciting markets.

We are well funded for expansion. In June 2006, the Group syndicated
a HKS6 billion revolving credit facility. The 5-year facility's interest rate
of HIBOR plus 23 basis points set a new benchmark for our long term
funding. It was oversubscribed at both the underwriting and general
syndication stages, resulting in the size of the facility being increased
from the original HKS5 billion to HKS6 billion.

&M% BEIB B Shenyang Project: 1,2
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Major Group Properties

A TEBRPUE

A Major Properties Under Development

RZTEZRFRA=+H At30June 2006

EREE EREEE
(FHXK) TERR (F5%K) IR BAEM A
Total Gross Expected
Site Area Floor Area Stage of Completion
1 2 Location (sq.m) Main Usage (sq.m) Completion Date
i Hong Kong
B Blue Pool Road, 7,850 R e B TEH
FHLER STATHH, L5747 Pending Planning N/A
Approval
LE Shanghai
BEES Plaza 66, 31,100 0 81,400 on 2006
FrEERAE 1266 Nan Jing Xi Lu, BELE
12665% Jing An District Superstructure
P Tianjin
MEE Heping District 44277 C 150,000 st &l 2010
Planning
& Shenyang
B[R Shenhe District 34,845 C 120,000 BELY 2010
Planning
C: ™ C:  Commercial
0: BFE 0: Office
on: BFEE_K OT2 : Office Tower 2
R: = R:  Residential

BEEESMNEEFEAA 2N\ T #1) UELMERR
AEBE2EHA -

All the above properties are wholly owned by the Group except Plaza 66 which the Group
holds 82% interest.
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B EERGENE
B Properties Completed for Sale
RZFEXFNA=+H At30June 2006

BEEEE
IZA% (FHK) EEEMEA Bf#E
Total Gross No. of No. of
Floor Area Residential Carparking
1o B Location Main Usage (sq.m) Units Spaces
R Hong Kong
BBEXT The HarbourSide, R 106,805 877 614
LB 1 Austin Road West,
LB A EX 110805% KIL 11080
BEEX AquaMarine, R 32,259* 488 404
REESHE 8 Sham Shing Road, C 22,350 12
FNBENIE 63385 NKIL 6338
Zl - Carmel-on-the-Hill, R 1,082 15 40
MRS - 9 Carmel Village Street, C 2131
NEERMER 111225, KIL 11122
REE The Long Beach, R 142,150 1829 305
IEEE 8 Hoi Fai Road, C/0 20,200 85
NUBERME 111525 KIL 11152

*EEREHEHRE HERIFRED FEK G E

* Subject to an agreement with the Housing Society on the sharing of the net proceeds on

property sales

C: &8 C:  Commercial
R: &= R: Residential
0: BFE 0: Office

BREBEXRMNEEREAD N T#R)  UEMEERA

SE2EHEA -

All the above properties are wholly owned by the Group except AquaMarine which the Group

holds 90% interest.
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C FTERENE

C Major Investment Properties
RZTEXRFNA=TH At30June 2006

BEEE(FHK)
Gross Floor Area (sg. m)
W E R EREPEEE BYER FERBH BuHA
I%/878
No. of
Commercial Office and Residential and Carparking
2 Location Lease Expiry and Retail Industrial/Office Apartment Spaces
E# Hong Kong
HRRE# Central and Admiralty
ERlfT » BEFEE Printing House, 2848 1,709 5,980 - -
AL ER 33955 6 Duddell Street, IL 339
HENE5% - 1 Duddell Street, 2848 - 9,007 - -
M E7310% L7310
BT SRELHR Baskerville House, 2880 1473 3379 - -
P R 644K 22 Ice House Street, IL 644
BITRITAE Standard Chartered 2854 4814 23,730° - 16
EEER4-4A Bank Building,
B 1035 4-4A Des Voeux Road Central,
AR T BER Sections A&B of ML 103
SEH - Queensway Plaza, 2012 6,923 - - -
SEBN 93 Queensway
HHEERE(F Causeway Bay and Wanchai
R Hang Lung Centre, 2864 8613 22,161 - 126
BEHHE2-205% 2-20 Paterson Street,
R 3 ER 52455 & 74955 IL 524 &1L 749
fmEEME - Causeway Bay Properties, 2842, 2864 31,072 - 7,935 -
BENE  Byf - Paterson Street, Houston Street, & 2868
SRR - mEE - Great George Street,
RTBE - S48 Cleveland Street, Kingston Street,
BB 23158 ] 528 - Gloucester Road, ML 231, ML 52,
N3 B 4695 K2 4705 IL469 &1L 470
BRE REE1H Park Towers, 2060* 1,101 - - 250
3 8% 85605 1King's Road, IL 8560
BRdd 152281 Shui On Centre, 15/F-28/F, 2060* - 16313 - 4

#8685
A3 R 86335

6-8 Harbour Road,
IL 8633
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C FEREMWE®

C Major Investment Properties (Continued)

BEAEE(FIK)

Gross Floor Area (sq. m)

122 i 5 5 BEVEE] BFER FERBA BAHA
T%/857#
No. of
Commercial Office and Residential and Carparking
E Location Lease Expiry and Retail Industrial/Office Apartment Spaces
BUIRGEF Kornhill and Quarry Bay
FIaES - RILE1-285% Kornhill Plaza, 2059* 53,080 10,577 - 1,069
3 B 85665 1-2 Kornhill Road, IL 8566
REE - BB Grand Plaza Apartments, 2059* - - 35,275 -
3 B 85665 2 Kornhill Road, IL 8566
LEB o BBETMH Stanhope House, 2007* 1,051 26,720 - 70
A3 8% 35075 734 King's Road, IL 3507
WER¥UE The Peak and Mid-Levels
WIEES » WWTRET18% The Peak Galleria, 2047 12,500 - - 493
T RB 10 ER 3% 118 Peak Road, RBL 3
EEE 23RE_E Nos. 283, Garden Terrace, Block 2, 2078 & - - 558 26
EILTRESAY 8A Old Peak Road, 2886
A Y 8965% & 2850 IL 896 &IL 2850
HeE - AERENCE - The Summit, 2047 - - 15,225 54
A B 88705 41C Stubbs Road, IL 8870
BERHE Hong Kong South
BRE - mEE Burnside Estate, 2072 - - 9212 89
T 2820 £ 99455 9 South Bay Road, RBL 994
iy Mongkok
HEARLE—H Argyle Centre, Phase |, 2060 50 2300 - -
FHE6S8H - 688 Nathan Road,
BEMBER 12625% KIL 1262
TEERL—8 One Grand Tower, 2060 19,276 22,637 - 40
BHBO2T-641A5 - 627-641A Nathan Road,
JUBEAIHER 102465 KIL 10246
RO Two Grand Tower, 2060 1,629 8614 - -
FHE6255 625 Nathan Road,
JUBERIHBER 102345 KIL 10234
BRAE - Hang Tung Building, 2045 - - - 955
ERE1112-11208% - 1112-1120 Canton Road,
JUBE A3 B% 970855 KIL 9708
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C FEREME )

C Major Investment Properties (Continued)

BEEE(ELK)
Gross Floor Area (sg. m)
132 8 7 4 5 ESREE BTER FEREH B A
1% /578
No. of
Commercial Officeand Residential and Carparking
ik Location Lease Expiry and Retail Industrial/Office Apartment Spaces
A E) Mongkok (Continued)
TBREERL/ RE Park-In Commercial Centre/Gala Place, 2044* 6,297 29,966 - 478
BT #7565 56 Dundas Street,
BEHIER 95905 KIL9590
ENTSELN Hollywood Plaza, 2047 9,136 17974 - -
EECE 610 Nathan Road,
NEEMHER 110245 KIL 11024
XYH Tsimshatsui
BESL  HEFLTESS Grand Centre, 2038 3,688 7,198 - -
NENMERT725% 8 Humphreys Avenue,
80265 KIL 7725 & KIL 8026
BREEERSE Hanford Fashion, 2037 2443 3,892 - -
FERE221B-E5% - 221B-E Nathan Road,
JUEERIER 106195 K 81325 KIL 10619 & KIL 8132
FAREE Ngau Tau Kok and Kwun Tong
BARES  FEAETR Amoy Plaza, 77 Ngau Tau Kok Road, 2047 44,951 - - 620
FNEEMNMERS3ISE -+ 148255+ NKIL 53, NKIL 1482,
2660%% % 39475 NKIL 2660 & NKIL 3947
BATIEDD Amoycan Industrial Centre, 2047 - 6,547 - -
HEAETR 7 Ngau Tau Kok Road,
M NBERI R 174458 NKIL 1744
BAWES  RREE Laguna Plaza, 2047 15619 - - 165
L8 M R 60555 Cha Kwo Ling Road, NKIL 6055
RYERZEE Cheung Sha Wan and Kwai Chung
BERE - 5184765 - Park Building, 2047 397 13,109 - -

HABEAMER 17615

476 Castle Peak Road, NKIL 1761
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C FEREMR®H

C Major Investment Properties (Continued)

BEAEE(FIK)

Gross Floor Area (sq. m)

I i A s REE BEFER EEREMH B HE
I%/57#
No. of
Commercial Office and Residential and Carparking
E Location Lease Expiry and Retail Industrial/Office Apartment Spaces
RYE Cheung Sha Wan
REHEE) and Kwai Chung (Continued)
ZETLE: Laichikok Bay Garden, 2047 3,109 - - 172
ZILEIAT - 1A2 Shops TAT, TA2, 5A, 6A & 6B,
SA - 6AROBREH - Lai King Hill Road,
B2 45 457 B 33365 Lot 33360fSD4
ATAFRD  FILE443-4515% 0 Star Centre, 2047 - 28512 - 27
LEXDA455 0 R 443-451 Castle Peak Road,
69057 AR Section A of Lot 690 in DD 445
<} Shanghai
BEES The Grand Gateway, 2043 101,924 - - 1,100
BRRETERIR - 1 Hong Qiao Lu, Xujiahui,
HRER Xuhui District
BEES Plaza 66, 2044 51,700 78,200 - 392
FRFE 12665 - 1266 Nan Jing Xi Lu,
2R Jing An District
*AEPLTRF *With an option to renew for a further term of 75 years

TEARBEAEE_E-T-AZ-FHKESFB2ZESLY " The Groupis now entitled to rental on 22,101 square metres of office area. The rights to
A ESBEZEHAEEBR S-S REAEH rental entitlement in the remaining area will revert to the Group in 2012
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Review of Financial Results and Position

=
Turnover

ARTSEREA(BARBHAESS)  BACHSKABRER
R BERNTPENBEERELRER  DENESERARY -
NEHERE  FEEEHA-EERBEXRETEM - HETHR
EENANTNAT -

Hong Kong rental income increased considerably due to strong market
demand especially in the office segment. The Shanghai properties
continued their outstanding performance as mainland China's economy
continued to grow rapidly.

In property sales, we sold over 300 units of AquaMarine at approximately
$4,800 ps .

Hebug A

Other income
HOBATERR-BRAT=A8T2RITFASKA - MZFRIT
FEUARMBERSEMARFZESMEER

Other income comprised mainly bank interest income of $253 million
which increased owing to higher cash holdings and higher interest rates.

THER
Administrative expenses
AHERTEREARABRARLMATRY -

Administrative expenses comprised mainly administrative staff costs and
other corporate expenses.

REMEZ N FEEM

Increase in fair value of

investment properties
FEMBEERABAG I ERE0RE - HEEHE RN KRR

=
7
A

Following the adoption of HKAS 40 last financial year, valuation changes
are recognised in the income statement.

MBEA

Finance costs
ER - BHEBRETSHNERS LA -

Finance costs rose in line with the increase in market interest rates
during the year.

60 iERMESRAF —BBH/BAEER

—ERR/ERNEEZHBEE
Financial results for 2005/06

28
(BRX)
LEBEETIE  inHKS million 2006 2005 change (%)
E S Turnover
AL ON Rental income
Bk Hong Kong 1956 1854 5%
RE A Mainland China 722 568 27%
2678 2422 11%
MEHE Property sales 1063 4533  -77%
3,741 6,955 -46%
ERERAR Direct costs and
EEER operating expenses (1388)  (3505)  -60%
THER Administrative expenses (206) (154) 34%
_ _36%
[ElheE Share of profits of jointly
NENEH controlled entities 0 118 -24%
B Taxation (1003)  (1583)  -37%
AEEGF Profit for the year 4574 7084 -35%
FEfR R Attributable to
R & Shareholders 4403 6813 -35%
DHREER  Minority interests 171 271 -37%
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Financial position at 30 June 2006

HitFRBEE

FE

RERBITER

ERBEE

nBaE

BERRS

FE
e
S8
S

EERRAE

EREEE

BEFE

25

(ARXR)

BB BZ T E  inHKS million 2006 2005 change (%)
RENE Investment properties 39,590 36032 10%

Inventories 10159 10,693 -5%
Cash and bank 5,984 3,206 87%
Other current assets 1,097 769 43%
Current liabilities 1,862 2319 -20%

Floating rate notes 1,500 1,500 0%
Deferred tax liabilities 3,691 2910 27%
Other long term liabilities 571 643 -11%

Net assets 44289 41,255 7%

BEE 2w
Management Discussion and Analysis

REME

Investment properties

BASEZ HEXB(BHIRBLAEDNH) 2 NIEEME « FR
RETEE=FN\BET HEYE o

A valuation gain of $3438 million was recorded this year following

sharp growth of revenues at our leasing operations, especially in the
office segment.

HttERBEE
Other non-current assets
RS AR NRRA KD RE LA ARD 2 BERE -

The increase in other non-current assets reflected the Group's strategy of
expanding its investment in mainland China.

HERBITER
Cash and bank

BYREMABPFERLERRER 2 REHH -
The strong cash position will enable the Group to seize future investment
opportunities.

RITEX

Bank loans
R-ZEAEAARIZRESREA BT AXEAES BB
HIRIT R AT B NGBR3 (A T o

A syndicated loan of 36 billion was signed in June 2006 at a very
favourable rate of HIBOR plus 23 basis points per annum.

BERRR G

Preference shares

EBERRAHERENERAERMEFRAR 2 TBREKN -
MAREBMIFAIRERERFRHHC LB HE -

All preference shares were converted into ordinary shares of Hang Lung
Properties Limited during the year and listing on the Hong Kong and
Luxembourg stock exchanges was withdrawn.

ELEHERE

Deferred tax liabilities
EIERIE S MR AL B a2 FHRIE0E -

The increase in deferred tax liabilities corresponds to the increase in the
value of investment properties.
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Financial Review

RBEERERER
“REREAA ARERTAREHR
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Liquidity and Capital Resources

In June 2006, the Group signed a HK$6.0 billion syndicated loan
facility with 16 local and international banks. The facility was well
received by the financial community, and will assist in reducing costs
of funds for the Group.

The Group's gearing ratio at balance sheet date stood at a very low
9%. Market capitalisation has been steadily rising since 1997, and as at
30 June 2006 was approximately HK$51.9 billion.

As at 30 June 2006, undrawn banking facilities together with bank
deposits amounted to HK$14,067.6 million, comprising HKS$5,983.6
million in bank deposits, HK$7,159.0 million in committed facilities
and HK$925.0 million in demand facilities.

At 30 June 2006, the Group has floating rate notes amounted to
HK$1.5 billion which are repayable in full in December 2009 and have
no rights of conversion into shares of the Company or any other body
corporate. The Group has no other outstanding fixed or floating rate
notes or convertible bonds.

All outstanding convertible cumulative preference shares were
converted by June 2006 under a compulsory conversion and

44 4 million new ordinary shares were consequently issued during
the year.
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Dividend

The Board has proposed a final dividend of 38 cents per share, which
is an increase of 3% above last year's figure. The total dividend for the
yearis 51 cents, up 2% from the previous year. The Group consistently
offers one of the highest dividend yields amongst all stocks in Hong
Kong's property sector.

The Group is continuing its policy of maintaining steady dividend
payments. This ‘smoothing out’ process avoids pegging of the
dividend to annual profits, thereby eliminating fluctuations tied to
the timing of property sales. This policy has allowed the Group to
consistently offer one of the highest dividend yields amongst the
Hong Kong property sector.

Accounting Standards

The Hong Kong Institute of Certified Public Accountants has issued
a number of new and revised Hong Kong Financial Reporting
Standards, Hong Kong Accounting Standards and Interpretations
(collectively, "HKFRSs') which are effective for the Group’s accounting
periods beginning on or after 1 July 2005.

The Group adopted in advance HKAS 40 and HKSIC-Int 21 for the year
ended 30 June 2005 where revaluation changes and related deferred
tax are recognized in the income statement.

For current year, the Group further adopted other new accounting
standards like HKFRS 2 'Share-based payment’, HKFRS 3 ‘Business
Combinations’, HKAS 32 ‘Financial instruments: Disclosure and
Presentation’, HKAS 39 ‘Financial instruments: Recognition

and Measurement'. The effect on the net profit attributable to
shareholders for the year is negligible.
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Land Bank

The Group has developed an investment plan for mainland China
which includes strategic criteria for the selection of locations and
projects. This is based on the overall development and infrastructure
of the cities where the projects are situated, the level of support from
the local government and the land cost involved, having regard to
the income potential of the projects concerned. Comprehensive
evaluations are made before the Group commits to any project. In
addition to having a professional and experienced team to execute
the development plan for each project, the Group’s management
plays an active role in supervising the various stages of all projects
including the site identification and acquisition, feasibility study,
project design and implementation. Prompt management decisions
are made as needed to enhance the project return.

In Hong Kong, the Group continues to identify opportunities
prudently to expand its land bank at appropriate times by acquiring
sites through various means.

Cash Management and Funding

The cash flow of all subsidiaries is managed on a centralised basis

in order to enhance the cost-efficiency of funding. Adequate but

not excessive banking facilities, with different maturity profiles, are
arranged at the Group level to support the funding requirements of
all Group entities. New banking facilities with favourable pricing and
terms are entered into from time to time to match business growth
or to refinance existing facilities. Surplus cash is pooled for repayment
of borrowings or placing with financial institutions to achieve
economies of scale and better rates of return.

Liquidity Risk

The Group maintains a strong liquidity position to ensure sufficient
funds are available to meet liquidity requirements at all times. The
repayment profile of liabilities is closely monitored and sources of
payment are well planned in advance.

Interest Rate and Exchange Rate Risks

The Group monitors closely its interest risk exposure and interest rate
movements with an aim to minimise the overall cost of borrowings.
Most of the Group's current borrowings are subject to floating
interest rates, with the exception of RMB borrowings which are

used to finance certain of the Group’s mainland China operations.
The maturities of monetary assets and liabilities are distributed in a
way to minimise the repricing risk. Exchange rate risks arising from
fluctuation of exchange rates are mitigated by using local currency
funding, where appropriate, to match the operating currencies.



RATETIAR

5 82 R BT A AT ST R 1 A0 57
ETAXS - RERTRMITETARE
B2 075 M S AR L - 3 R AT
REEBRET 5 LRA -

XEHF/FERAR

SEERNECERBAIEZNERTER
MITETRS - EXEALRRED -
HHAVEARBBENISHTF (HIH K
RENESRERE) SETTHRASFE
BERGHTFOEEBERELER  A#
RBEEFABROEE

ZEMERKAEE

SENEERHRRSHRERLE  RIE
TESZEMAR  YREBRMETHSZ
MFAS  RHEBEREESBRIENR - 1t
oh - EEREP U ER & DORE R R
B YEEERATRAEAHES 2HEPHE
WEIH - EHRERAESBERE £EHE
DRERTE - CEEREBER/) ©

RERRE
SEEHBHETHAREDE  AMT
RREGEEARRZEDEGRR R I
AR - SEGREHRRETAENERBR
BN NEHRBHENEEDELD
LETAREEBENBH T RAZR
i KREMBRENE  YENESATE
HREBRZENEHEERR -

EERR
SERBTENNDEITES - PTIERGE
TR BETR ARBRERLGKRRE
RIEKR - MEDE A AP 2 B3 3t /o B0 L 42 4
EITEILER - B EETHRERE
AEDALRBRELETL  EESEN
HEEXBEFENTERER

EREZRBRDT

Management Discussion and Analysis

Use of Derivatives

It is the policy of the Group that no speculative derivative transactions
be entered into. The Group may use derivative instruments solely

for financial risk management/hedging purposes if justified by the
economic situation.

Counterparty/Credit Risk

The Group only undertakes transactions with counterparties that
represent acceptable credit risks. When deploying surplus funds,
the Group only deals with reputable counterparties such as financial
institutions having sound finances. The Group also manages
exposure to individual counterparties regularly to avoid undue
concentration risk.

Retail Climate and Rental Collection

The Group organises promotional events at appropriate occasions
to improve customer traffic at its retail centres. The tenant mix at
the Group's retail outlets remains under constant review, along

with the policies on the collection of rental and outstanding debts.
Rental deposits are received in advance from tenants to mitigate the
potential default risks and penalties are imposed for late payment
where appropriate. The Group takes prompt action when rentals are
in arrears to minimise potential losses.

Insurance and Maintenance

All investment properties are regularly reviewed and precautionary
measures are taken promptly to maintain and improve their
condition. In addition to the Group’s ongoing maintenance
programme to enhance all buildings, large-scale cleaning, renovation
and facility-upgrading exercises are regularly conducted at both
residential properties and shopping malls. All investment properties
are well insured for any loss from casualties.

Operational Risk

The Group has well established internal control system to protect
against loss arising through fraud, unauthorised activities, error and
system malfunctions. Independent reviews of the internal control
systems are regularly performed by the Internal Audit Department.
Information backup is performed on a regular basis and a back up site
is in place to ensure disruption to business is minimised in the case of
a contingency.
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In all, the Group provided over HKS6 million of
support to various community and environmental
programmes during the financial year
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As one of Asia’s leading property companies, the Group is deeply
involved with the communities in which it operates, and strives
to make a positive contribution through a variety of targeted
initiatives. In this regard, we have been supporting youth
development for many years. In all, the Group provided over
HKS$6 million of support to various community and environmental
programmes during the financial year.

EEAXFHZRRRMERRGTE]

The health and prosperity of the next generation remained a major
focus for our efforts in corporate citizenship and the financial year
2006 saw our programmes provide further assistance and motivation
to younger people.

As a responsible corporate citizenship, we believe we have an
important role in nurturing our next generation in Hong Kong. Every
two years the Group sponsors the Hang Lung Mathematics Awards,
a platform to reward and recognise secondary school students

with a passion for mathematics. Administered by the Institute of
Mathematical Sciences of The Chinese University of Hong Kong, and
chaired by Professor Shing-tung Yau, this biennial competition is the
first of its kind in Asia.

This competition has successfully stimulated interest in mathematics
research, and has created an environment for students, teachers

and schools to raise the quality of mathematics in their educational
curricula. Schools are invited to form teams of up to five students
along with a supervising teacher. Each team designs and carries out
a mathematics research project, then submits a project report which
summarises the methodology, research and results. Schools are
permitted to enter more than one team.

During the financial year, the Group has been preparing for the 2006
Hang Lung Mathematics Awards. By June 2006, over 90 teams had
participated in the competition. The award presentation will be held
in December 2006.

In addition to sponsoring youth oriented programmes, we have
helped fund business and community related institutions to support
and foster understanding across society.
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BEOBMARARZ [4R#EEFE] Green Fun Limited's ‘Adopt a Vintage Tree' Campaign

Education is another strong area of focus. The Group Chairman
helped institute a Postgraduate Certificate in Industrial Relations

& Human Resource Management with The Hong Kong Federation

of Trade Unions, which aims to provide research and comparative
studies of industrial relations in a global basis. We also sponsored
The University of Hong Kong's 'HKU One-to-one Construction Project’
which provides valuable experience of real construction work for
students in the Department of Architecture.

Environmental protection is of increasing concern to the general
public, business and the Government. During the financial year, we
sponsored Green Fun Limited's ‘Adopt a Vintage Tree' campaign,
helping to raise awareness of the importance of treescapes to Hong
Kong's environment.

As an owner and developer of properties, the Group has also been
examining its operations to see where it can best improve its
environmental management. In the development of new properties,
such as The Grand Gateway, environmental considerations have
become more integral to the design process, resulting in improved
waste management and more energy efficient design. For our
investment properties, we have taken note of the Government's
initiative to regulate air conditioning and have made adjustments

in common areas, while bearing in mind the need to maintain
comfortable temperatures across large and complex spaces.

We continued to promote a ‘paperless office’ by encouraging all
employees to adopt web-based applications, equipping them with
the necessary equipment and skills. We have also continued to
enhance our systems and develop service platforms that help simplify
work processes in daily operations. This has resulted in greater
productivity and more effective management.
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Employee Relations

HB=—AHREIREKRE Over300 employees and family members
R EKER BN RS visited the restored Jianfu Palace Garden
ZEEEERN2EH in the Forbidden City in Beijing

I
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RTEBREFERR  SEXEEI—  To sustain long-term business growth, the Group has been
XABTENEREL  UEBREZEKE  committed to building a highly dedicated and competent team to
B REMBREHAMRE  LE  #E  work towards its business goals. All of the Group’s employees have
RBPAEMAZOEERERE  BNRE  striven to contribute towards the Group’s mission, on the basis of our
BB EL TR - four core values of integrity, loyalty, authority and simplicity.

RZZEZBRFRA=TH £BEA—T  Asat30June 2006, the Group employed 1,726 employees
TtEZTAREBEI BFEFEEI T  —including 1,020 in Hong Kong and 706 in mainland China. The total
ZHARFEABETEAETNA F  remuneration of our employees during the year was HK$276.2 million.
W BIZHM@RAEE _BLT/NA  The Group's remuneration policy has been based on the principle of
BT EEZHEMBETIWNITE © pay for performance, and aims to attract, motivate and retain talented
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people. In addition to the contractual 13-month salary,
discretionary bonuses and salary increments are awarded to
outstanding performers.

Training for Expansion

The Group's expansion plans are ambitious and we fully recognise
the need to ensure we have the right people to execute them and
maintain momentum.

With this in mind, in August 2005 we launched a major new
Management Trainee Programme designed to create a cadre

of talented, well trained and loyal future managers. Each year,
graduates from local and overseas universities will be selected
to join the programme. Lasting for two years, it gives the recruits
hands on experience across the range of departments, including
a six-month secondment to our Shanghai operations. Each
participant has an individual mentor and upon successful
completion is assigned to a fast-track position. In 2006, a second
batch of graduates was recruited to the programme. Moreover,
our Shanghai office recruited management trainees to undergo
18 months’ on-the-job training with various departments in
Plaza 66 and The Grand Gateway.

Training is conducted largely at our dedicated 230 square metre
training centre in Central. General courses are extensive and

cover a wide range of technical and soft skills training for building
management employees. In addition to in-house training staff, the
Group regularly invites professionals such as those from legal and
insurance firms, to conduct seminars. We have also invited the ICAC
to deliver talks on professional ethics and corruption prevention to
our employees.

Training is increasingly geared towards the changing nature of the
Group's business. The development of Putonghua language skills
has increased markedly, in view not only of our growing business
in mainland China, but of the increased need to cater for mainland
visitors to Hong Kong.

To encourage employees to pursue further education and continuous
learning and development, the Group has increased the amount

of annual training sponsorship for each employee. Under the
sponsorship programme, employees are eligible to enrol on external
training programmes, academic courses and for professional
examinations.
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BRASEBREF R GRS RN
Charity walk organized by Hong Kong PHAB Association
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REBEEA BB E B HBUR First screening of Management Trainee Programme

Building a Strong Corporate Culture

Considerable effort has also been put into explaining the Group’s
vision, mission and core values, to build a strong culture and support
business goals. In addition to formal courses, events such as the
annual company outing help foster this spirit.

During the financial year, the outing took over 300 employees and
family members to Beijing to visit the restored Jianfu Palace Garden
in the Forbidden City, a project funded by the China Heritage Fund
of which the Group’s Chairman is currently the Director. To promote
team spirit and build a healthy workforce, the Group's Staff Social
Club supported numerous activities during the year, including yoga
classes, hiking, a bowling competition, lychee valley tour and fireflies
watching night, as well as inter-company soccer tournaments.

81 ith 7 2 BRBX & 8 78 Hang Lung Properties Limited Soccer Team inter-company soccer tournament
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