Management Discussion And Analysis

The board of directors (the “Board”) of Hsin Chong Construction
Group Ltd. (7 & & &5 B AR 2 7)) (the “Company”) is pleased
to announce the unaudited interim results of the Company and its
subsidiaries (collectively, the “Group”) for the six months ended
30th September, 2006.

Operating Results

The Group’s turnover of HK$1,198.9 million was comparable
with last corresponding period. Gross profit increased by 17.9%
to HK$81.0 million from the HK$68.7 million for last
corresponding period, mainly due to additional contribution from
the Macau projects. Other income increased by 66.2% to HK$19.6
million as a result of higher financial income due to improved
yields, as well as the disposal of property interests in Vietnam.
The Group continues to lower its overhead and a further reduction
of 15.7% in general and administrative expenses against last
corresponding period was achieved. The disposal of Novotel
Century Harbourview Hotel was completed during the period and
additional profit of HK$7.9 million was recorded. Overall, the
Group reported earnings of HK$32.9 million for the period (2005:
HK$43.6 million) of which HK$32.1 million was attributable to
our equity holders of the Company (2005: HK$31.2 million).

Segment Analysis
(1) Building construction and civil engineering

Turnover for the building construction and civil engineering
segment was HK$859.6 million (after eliminating intra-group
construction work of HK$90.7 million), a decrease of 19.8%
compared with last corresponding period. Turnover from
construction businesses in Hong Kong, Macau and China
amounted to HK$340.9 million, HK$348.2 million and
HK$170.5 million respectively (2005: HK$800.3 million in
Hong Kong, HK$179.1 million in Macau and HK$92.3
million in China). The decrease in the volume of construction
work in Hong Kong was attributable to the completion of
projects in this period while the newly awarded projects have
only recently commenced work. Profit after finance costs
was HK$24.4 million (2005: loss of HK$1.9 million), mainly
from higher contribution of projects in Macau and improved
margins resulting from additional income and cost savings
from building projects in Hong Kong.
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(2)

(3)

(4)

The award of the project of HSBC Data Centre at Tseung
Kwan O Industrial Estate from The Hongkong and Shanghai
Banking Corporation Limited ensures the Group’s presence
in the Hong Kong traditional contracting market, while at
the same time the Group continues to maximise the potential
for further work with the Venetian Group and other
developers in Macau.

Property development and rental

Turnover was HK$10.6 million, representing mainly the
rental income derived from Hsin Chong Center, No. 3
Lockhart Road, and Lung Mun Oasis, Tuen Mun. Occupancy
rate of No. 3 Lockhart Road was at 96% (2005: 94%). Overall
segment profit after finance costs was HK$12.7 million
(2005: HK$39.5 million which included a non-recurring
write-back of impairment provision for Wen Chang Pavilion
in Guangzhou, The People’s Republic of China (“PRC”)).
Included was a total gain of HK$6.9 million on the
revaluation of the portion of Hsin Chong Center leased to
related companies, and the disposal of property interests in
Vietnam.

Electrical and mechanical installation

Turnover for the electrical and mechanical installation
segment was HK$328.7 million, an increase of 177.2%
compared with last corresponding period. The increase was
attributable to higher turnover of projects awarded last year
and the impact of full interest in Hsin Chong Aster Building
Services Limited (“Hsin Chong Aster”) after its increase of
shareholding from 50% to 100% last year. Loss after finance
costs was HK$10.4 million (2005: total profit of HK$2.0
million, including equity share of net profit of HK$0.4
million). The adverse result was mainly attributable to the
share of loss of joint venture project and write-off of goodwill
and intangible assets derived from acquisition of full interest
in Hsin Chong Aster last year.

Other operations

Other operations include mainly results from other associated
companies and joint venture with a profit of HK$7.9 million
on the disposal of Novotel Century Harbourview Hotel in
this period.
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Financial Position

The Group maintains its policy of conservative capital
management with debt to capitalization of 21% at the balance
sheet date (31st March, 2006: 33%). Total bank borrowing carried
at weighted average interest rates of 5.5% per annum (charged at
a spread to HIBOR) amounted to HK$140.0 million (31st March,
2006: HK$280.3 million), of which 18% (31st March, 2006: 36%)
falls due after one year. Up to 15th November, 2006, total credit
facilities available to the Group amounted to HK$465 million
with an undrawn balance of HK$375 million. In respect of
Guangzhou Wen Chang Pavilion, first phase development in which
the Group has an effective interest of 42%, the construction bank
loan of RMB129.8 million under a credit facility of RMB130.0
million was fully repaid in this period. The Group’s other financing
requirements for the new financial year will be amply met by
available cash as at balance sheet date, cash generated by
operations and bank facilities.

As of 30th September, 2006, net working capital amounted to
HK$287.8 million (31st March, 2006: HK$281.9 million). Cash
balances, held-to-maturity investments and financial assets at fair
value through profit or loss were 6.9% lower at HK$628.3 million
compared with last financial year end (HK$674.8 million) with
78% (31st March, 2006: 66%) as cash and cash equivalents.

Financial Hedging And Other Financial Instruments

The Group’s net borrowings and cash balances are primarily
denominated in Hong Kong dollar, Macau Pataca, US dollar and
Renminbi. The Group has no significant exposure to foreign
currency fluctuations. In addition, the Group adopts hedging
policies for mitigating interest rate risks and exchange rate risks
associated with respective assets or liabilities, rights or obligations.
Such policies ensure effective cost controls on construction cost
as early as the tendering stage and controllable borrowing costs
for operation and investment needs.
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Interest rate risks and exchange rate risks are risks to earnings or
capital arising from movement of respective rates. The former
mainly arises from bank borrowings by the Group and the latter
comprises exposure due to currency needs from normal business
operation for material procurements and services requirements.
The Group has established policies and procedures to the
assessment, booking and monitoring of all such financial
instruments under limits approved by the Finance Committee.
The controls and procedures governing such activities were
considered overall to be adequate.

Gain or loss arising from relevant hedging transactions will be
booked as profit or loss associated with the underlying assets or
liabilities.

At period end, the Group has outstanding forward exchange
contracts to hedge HK$57.5 million against USD and GBP.
Subsequent to period end, no forward exchange contract was
entered.

Operational Review On Contracts
Subsidiaries

During the six months under review, the Group’s building
construction arm received a new contract of HK$908.3 million
(total contracts received were HK$1,047.0 million which included
adjustments for building and construction management service
works) for the construction of HSBC Data Centre at Tseung Kwan
O Industrial Estate from The Hongkong and Shanghai Banking
Corporation Limited. Upon completion in 2008, it will be the
largest and most sophisticated data centre in Hong Kong. In
addition, a civil engineering contract of HK$30.5 million from
the Hong Kong Jockey Club for the extension of existing
underpass at Sha Tin Racecourse, Sha Tin was secured in this
period.

Contracts completed totalling HK$242.8 million were mainly for
the design and build contract for the design and construction of
Tong Ren Tang Chinese Medicine Manufacturing Factory at Tai
Po Industrial Estate, and a residential development at Lot No.
4784 in D.D. 104, Ngau Tam Mei, Yuen Long, New Territories.

Overall, consolidated orders on hand amounted to HK$7,571.3
million, a 12.5% increase from last year end.
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The breakdown of incomplete contracts of the Group’s

7 5 1] e 0 3 5 2 MDA 4 R R SE K )

construction subsidiaries is as follows: My -
31st March Contracts Contracts  30th September
2006 received completed 2006
—EERE “EERE
=ZA=+-H BEGNE ERENE AA=+H
HKS$ million HKS$ million HKS$ million HK$ million
W T Vi Y W T BYEEET
Building Construction M
Hong Kong and Macau v M 4,326.2 1,043.3 (231.8) 5,137.7
Mainland China g K B 988.5 3.7 - 992.2
Civil Engineering EATH
Hong Kong Bk 319.0 35.8 - 354.8
Electrical and Mechanical Installation  H % 4 T.5
Hong Kong i 1,094.1 3.5 (11.0) 1,086.6
6,727.8 1,086.3 (242.8) 7,571.3
The split of incomplete contracts at balance sheet date is as RAFHZRERAGHIFHMA>WT -
follows:
Amount
8
HK$ million %
BEBET Batt
Government B 330.7 4.4
Public, Charitable or At BEHER
Non-Profit Institutions I 5 R 495.5 6.5
Hospital b 1,000.0 132
Private Developers YN 331 5,745.1 75.9
7,571.3 100.0
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Joint Ventures aEt¥E
No contract was received or completed during the period. The i P9 HE 4 322 7 5 58 AT T & 40 o A4 ) &t
breakdown of incomplete contracts of the Group’s construction W EBEZ GEMERTHRGLHFM S W
joint ventures is as follows: T
31st March Contracts Contracts ~ 30th September
2006 received completed 2006
ZBERE ZEERE
ZA=t-H BERNE TRENE AB=tH
HKS$ million HK$ million HKS$ million HKS$ million
B HE T B HE T W HE T BEEERL
MBH Joint Venture MBH% & 4 3 1,483.4 - - 1,483.4
Maeda-Hitachi- Yokogawa T H = H oL — i
-Hsin Chong Joint Venture -WEkE 2,760.0 - - 2,760.0
4,243.4 - - 4,243.4

Note: The amounts shown above are gross figures and do not reflect

the Group’s net attributable share.

Construction Related Property Developments

(1) Lung Mun Oasis, Tuen Mun, Hong Kong

(2) No. 3 Lockhart Road, Wanchai, Hong Kong
(3) Hsin Chong Center, Kwun Tong, Hong Kong
(4) Guangzhou Wen Chang Pavilion, PRC

The status of the above four projects has not changed materially
from the descriptions given in the Group’s last annual report.

(5) Novotel Century Harbourview Hotel, Hong Kong

On Ist June, 2006, Cheer Star Development Limited (as
vendor), being a 22.5% associated company of the Group,
entered into a binding agreement with an independent third
party to dispose of Novotel Century Harbourview Hotel at a
consideration of HK$588.4 million. The sale and purchase
transaction was completed on 29th September, 2006.

(6) SuCasa Service Apartments, Kuala Lumpur, Malaysia

During the period, Topway Investments Limited (as vendor),
being a 33.33% associated company of the Group, entered
into a sale and purchase agreement with an independent third
party to dispose its interest in SuCasa Service Apartments.
As of the date of the report, the transaction has not been

completed.
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Major Contracts And Projects Subsequent To Period End
Consolidated

No significant project was received or completed subsequent to
the period end.

Joint Ventures

No project was received or completed subsequent to the period
end.

Interim Dividend

The Board has declared the payment of an interim cash dividend
of HK4.0 cents (2005: HK3.0 cents) per share for the six months
ended 30th September, 2006. The interim dividend will be paid
on Tuesday, 2nd January, 2007 to the shareholders of the Company
whose names appear on the registers of members of the Company
on Wednesday, 20th December, 2006. The increased dividend
payout reflects the confidence of the management and the Board
on the business of the Group.

Outlook

The Economy

Improvements in the Hong Kong economy continued for the first
half of the year, and most sectors benefited from a buoyed
Mainland’s economy which continues to power ahead at double-
digit growth. The property sector however was somewhat subdued
due to rising interest rates and the high level of activities in the
previous year which some say over depleted the accumulated
end-users buyer power. Recent signs of a stabilized or lower rates
scenario, supported by improving employment data may see the
private side of the property sector coming into activities again. In
the public sector, several large-scale projects have either been
approved or have definitive master plans emerged. The
redevelopment of old Kai Tak, West Kowloon, and the large-
scale urban revival of Kwun Tong should hopefully revive a
moribund public sector. In Macau where the Group has had great
success in its break-through construction management business,
the gaming industry continues to attract significant inflow of
private investment at ever higher level which in turn necessitates
much-needed investments in infrastructure.
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The Construction Industry

The industry as a whole continues to suffer from a lack of work
both in the public and private sectors. Demand in Hong Kong
remains at low level. The necessary consolidation as a normal,
market driven response to lower demand had not happened in our
industry to the extent necessary mainly because, the Group
believes, of the existing low entry barriers set for both financial
and technical standards. As with our Group, key players of the
industry are increasingly diversified into areas and businesses
outside of Hong Kong and away from their traditional contracting
businesses. We believe this trend will continue until local demand
picks up again. Nonetheless the Group is hopeful the recovery of
the private sector and the commencement of the above-mentioned
large-scale public projects will provide a much-needed boost to
the industry starting mid-2007.

The Group

The Group continues to focus on the manageable, top of which is
to improve on cost and resource management. In this respect, the
Group recorded a significant improvement in overhead while at
the same time achieving higher margin. While further expansion
of the Group’s activities in Macau in line with the expanding
market is underway, Hong Kong remains the base on which the
Group will continue to invest in talents and other resources, and
to leverage the platform here to continuously enhance the Group’s
overall competitiveness. For this purpose, securing quality projects
in Hong Kong remains one of the top priorities of the Group. In
terms of product offerings, the Group is of the view that urban
revival and the upkeep of older communities in Hong Kong will
create sufficient demand from which a new business in recurring,
maintenance work may well complement our existing portfolio in
Design & Build, Construction Management, Contracting, Electrical
& Mechanical, and Civil Engineering works.
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Human Resources

At 30th September, 2006, the Group employed a total of 1,194
(2005: 1,053) full-time staff. The Group believes in a remuneration
system which aligns the interests of the management, employees
and shareholders. Recognizing that our chief asset is our staff,
the Group provides and encourages training to improve
productivity and competitiveness. Our results owe much to all
our staff’s commitment, dedication and professionalism.

The Group has established the executive remuneration committee
comprising three executive members of management and the
human resources director; and the management remuneration
committee comprising members of line management and a
representative from the human resources department, to consider
salary/incentive review for staff at senior management level and
below managerial level respectively. The remuneration policies
for the Group as well as the directors are market alignment and
reward for performance. The Group reviews the remuneration
package annually taking into consideration of the market practice,
competitive market position, the Group’s overall performance and
individual performance.

By order of the Board

Hsin Chong Construction Group Ltd.
V-nee YEH

Chairman

Hong Kong, 1st December, 2006
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