FINANCIAL OPERATION REVIEW
R E S JEI) -

RESULTS

Revenue

Revenue for the year ended 31st December, 2017 (“Year") amounted
to HK$1,516.7 million (2016: HK$3,745.1 million), a decrease of 59.5%
over last year and comprised gross rental income of HK$505.8 million
(2016: HK$823.9 million), property sales of HK$990.1 million (2016:
HK$2,943.4 million), sales of investments held-for-trading on a net basis
was nil (2016: loss of HK$37.4 million) and others of HK$20.8 million
(2016: HK$15.2 million). The substantial decline in revenue was mainly

due to the decrease in sales of trading properties and gross rental income.

Gross Profit

Gross profit for the Year amounted to HK$969.8 million (2016:
HK$2,147.5 million), a decrease of 54.8% as compared with last year
which was mainly due to the decrease in profit from property sales and

net rental income of HK$934.6 million and HK$285.8 million respectively.

Property Leasing

For property leasing, the rental revenue in retail and non-retail section
has decreased significantly by 70.8% to HK$87.3 million and 20.3% to
HK$418.5 million respectively during the Year. The total rental income in

revenue for the Year recorded a decrease of 38.6% to HK$505.8 million

as compared with last year of HK$823.9 million.

Together with the attributable rental revenue generated from associates
and an investee company of HK$142.5 million (2016: HK$135.1 million),
the total attributable rental revenue to the Company and its subsidiaries
(collectively “Group”) after non-controlling interests amounted to
HK$647.1 million (2016: HK$957.4 million), which representing a decline

of 32.4% over last year.

Attributable net rental income for the Year showed HK$588.3 million, a

34.7% decrease over HK$900.9 million in last year.
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RESULTS (Cont'd)

Property Leasing (Cont'd)

Notwithstanding the acquisitions of properties located in London, the
United Kingdom (including a mixed use freehold building located in 11
and 12 St James's Square and 14 to 17 Ormond Yard in May 2017,
mixed use freehold building located in 61-67 (odd) Oxford Street and

1-14 Soho Street in May 2016 and freehold office building located in
14 St George Street in April 2016) which contributed rental revenue and
net rental income of HK$140.0 million (2016: HK$60.0 million) and
HK$137.9 million (2016: HK$58.3 million) respectively during the Year,
subsequent to completion of the disposals of subsidiaries holding certain
shops of Lowu Commercial Plaza in Shenzhen, the People's Republic
of China (“PRC") in February 2017, Windsor House in Causeway Bay
in September 2016 and a property known as Evergo Tower at the time
of disposal in Shanghai, the PRC in June 2016, it led to the decline in

attributable rental revenue and net rental income.

Property Development and Trading

During the Year, the attributable property sales revenue from the Group,
its associates and an investee company recorded a decrease of 61.4%
to HK$887.2 million (2016: the Group and its associates had contributed
HK$2,298.9 million) and the relevant attributable profit from the Group
and its associates recorded a decrease of 55.20% to HK$454.2 million
(2016: HK$1,015.0 million), the attributable profit from investee company

to be recognised in investment income upon receipt of dividend income.

Sales of One South Lane in the Western District (100% interest)
generated profit of HK$48.6 million (2016: HK$53.2 million) was

recorded in gross profit.

Sales of 55 Conduit Road in Mid-Levels West (70% interest) and
commercial accommodation and units, hourly parking area and parking
spaces at The Zenith in Wanchai (87.5% interest) had contributed an
attributable profit to the Group of HK$108.0 million (2016: HK$954.4
million (including 1 unit and 1 parking space sold to a connected
person)) and HK$239.4 million (2016: HK$2.7 million) respectively.

FINANCIAL OPERATION REVIEW Bf 7 % %% 2] E&

¥Ew

MEEE (B

BERBEBUNABGAZYE(BER-_T—LF
A U — 1E A7 5ASt James's Square T RI125E A K
Ormond Yard 14E 175 2 616 B KA X EEF -

W= ZF—NEF A WEERLR Oxford Street 6156755
(E5F) & Soho Street 11E 145 2 428 MBE KA E
BEFUARRZZE —NF N AREAMASt George
Street 1455 ZKAEERTE)RAFEMTRZ
He WA KR e AJFEE D 5 /&140,000,00078 7T
(=Z— X4 : 60,000,000/ 7T ) & 137,900,000 7T
(ZZ—75% :58,300,0008 L) BHEER T —+
FZATKEERBLRPEARLME ([FE])
FITREEENE TARMZHBAR RZT—R
FRATRKHERAUNFABE 2EEREZHNE
NEIRRZE—R"ENATZKEEREURFE L
HMREERMERREXSAEZHMBERRE -
BHEEES WA RBS WA FRE T -

MEBRRREER

RAFE AEE HBEARRESIRERARZ
FEAE ) 5 45 & W A 8215 Rl 2°61.49%0% 887,200,000
BT(ZE-—RFE XEERABE QRAER
2,298,900,0007 7T ) bA Fe 7 & [ Jx EL Bt & A 7] 2 4
8 FE A 5 I 8215 5l 2 55.200F 454,200,000/ 70 (=
T —7]% :1,015,000,00087T)  BEXREREZE
58 F A M B B TR TR AR E WA -

HEMNARZFESY
48,600,000/ 7L (=&
WA A EF A

5% (15100004 7 ) 75 2R i 7l
— 75 4F 1 53,200,0005 7T )

iﬁ%u F 1 & 7880 2 iR (1570%# &= ) bA &
UREFzMBEmEL S REM - KREMR
${1<1£875%$§‘> A Bl 7% AN £ B A R E G i
108,000,000/ 7T ( = — /X 4 954400000,%75
(BEEE—EECR— BB T —LEEAL))
%.239,400,000/% 7T ( = F — 73 : 2,700,000/

JT) e

B tLEEH

g ABgsE 23



FINANCIAL OPERATION REVIEW Bt #& % %G B

RESULTS (Cont'd)

Property Development and Trading (Cont'd)

In respect of properties held by associates, sales of parking spaces at
Greenville Residence in Yuen Long (50% interest) and parking spaces
at Mount Beacon in Kowloon Tong (33.33% interest) generated profit of
HK$1.1 million and HK$57.1 million respectively (2016: sales of parking
spaces at Greenville Residence and parking spaces at The Hermitage
in West Kowloon (25% interest) generated profit of HK$0.5 million

and HK$4.2 million respectively) as reflected in the share of results of

associates.

During the Year, the forfeited deposit received for 55 Conduit Road of
HK$14.7 million (2016: deposits received for One South Lane of HK$0.5

million) was recorded in other income.

In summary, the Group together with its associates and an investee
company executed properties sale agreements, including contracted for
sales agreements to third parties, recorded an attributable contracted sales
of HK$181.4 million (after cash rebate) (2016: the Group together with its
associates of HK$1,608.1 million (after cash rebate or discount)) during

the Year. Total attributable property sales profit recognised for the Year was

HK$454.2 million (2016: HK$1,015.0 million).

Securities Investments

The Group has in the ordinary and normal course of business conducted
its securities investment activities, as at 31st December, 2017, comprised
of bonds and listed equity investment. During the Year, the gain
recognised from listed securities investments and treasury products was
HK$1,708.7 million (2016: HK$1,075.4 million), comprised gain on listed
equity investments at fair value through other comprehensive income
("FVTOCI") of HK$61.5 million (2016: HK$170.5 million) and gain on

listed investments and treasury products at fair value through profit or loss

("FVTPL") of HK$1,647.2 million (2016: HK$904.9 million).
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RESULTS (Cont'd)

Securities Investments (Cont'd)

During the Year, the Group did not dispose of any listed investments
held-for-trading (2016: realised loss of HK$37.4 million was included in
revenue), but a realised gain from sales of bonds of HK$227.0 million
(2016: HK$142.9 million) was recognised. The net realised gain for
the Year was HK$227.0 million (2016: HK$105.5 million). During the
Year, the Group had acquired 29 bonds (2016: 132 bonds) in the sum
of HK$5,281.3 million (2016: HK$15,347.1 million), and disposed of/
redeemed 75 bonds (2016: 145 bonds) (including those with partial
disposal) with carrying amounts in the sum of HK$10,095.7 million
(2016: HK$11,337.3 million). Bonds acquired were mainly in the
industries of overseas financial institutions (38.3%) (2016: 41.1%) and
PRC-based real estate companies (60.5%) (2016: 15.4%). Realised
gain from bonds disposed of/redeemed were mainly in the industries of
overseas financial institutions (16.0%) (2016: 2.8%) and PRC-based real
estate companies (38.9%) (2016: 3.7%).

Furthermore, the Group recorded an unrealised gain of HK$600.3 million
(2016: unrealised loss of HK$126.2 million) representing the changes in
fair value of bonds, which had no effect on the cash flow of the Group.
The Group believes that the increase in bond price of bonds mainly
issued by overseas financial institutions in the Year, among others, was
owing to the European banking sector has been facing a more stable
political environment and ongoing economic recovery during the Year. The
unrealised gain (2016: unrealised loss) on bonds represented 39 bonds
(2016: 73 bonds), mainly comprising unrealised gain from overseas
financial institutions (93.8%) and PRC-based real estate companies
(4.3%), and unrealised loss from insurance companies (1.4%) (2016
unrealised loss from insurance companies (135.9%) and overseas
financial institutions (43.4%), and unrealised gain from PRC-based real

estate companies (46.3%)).

Interest income from bonds amounted to HK$910.9 million (2016:
HK$923.6 million), represented 7.71% (2016: 7.45%) return on average

market value of bondholding during the Year.

Summing up the above and adding the net income from net dividend
income, interest income, other net investment income and net finance
costs of HK$881.4 million (2016: HK$1,096.1 million), the gain
recognised from listed securities investments and treasury products was
HK$1,708.7 million (2016: HK$1,075.4 million).
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RESULTS (Cont'd)

Securities Investments (Cont'd)

The respective income/expense from securities investments under

different categories are further elaborated below.

Listed Equity Investments at Fair Value Through Other

Comprehensive Income

The listed equity investments at FVTOCI recorded a net profit of
HK$61.5 million (2016: HK$170.5 million) comprised after-expenses
dividend income of HK$163.0 million (2016: HK$189.6 million) and the
withholding tax of HK$16.3 million (2016: HK$19.1 million), making a
net dividend income of HK$146.7 million (2016: HK$170.5 million) from
the SJB Shares (as defined below), and net expenses from other net

investment income and net finance costs of HK$85.2 million (2016: nil).

During the Year, the Group has acquired 857,541,000 shares of China
Evergrande Group (Stock Code: 3333) (“China Evergrande”) (“Evergrande
Shares"”) (representing approximately 6.51% of the total issued share

capital of China Evergrande as at 31st December, 2017) at a total

consideration (including transaction costs) of HK$13,182.4 million.

During the Year, gains on fair value changes of listed equity investments at
FVTOCI of HK$12,054.3 million was recognised in other comprehensive
income, which comprised realised gain on fair value change of
577,180,500 H shares of Shengjing Bank Co., Ltd. (Stock Code: 2066)
("SJB Shares”) of HK$2,126.0 million and unrealised gain on fair value
change of the Evergrande Shares of HK$9,928.3 million (2016: unrealised
loss of HK$2,366.5 million from the SJB Shares). Realised gain/loss on
fair value change is a cash item while unrealised fair value change is a
non-cash item and will not affect the cash flow of the Group. The Group
believes that the increase in share price of China Evergrande from April to
the end of December 2017, among others, was owing to the encouraging
operating data and completion of redemption of all its perpetual bonds
during the Year which implied improvement in profitability. In addition,
the overall optimistic prospect in the PRC real estate industry was

demonstrated by increase in share price of companies in the same

industry during the Year.
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RESULTS (Cont'd)

Securities Investments (Cont'd)

Listed Investments and Treasury Products at Fair Value Through

Profit or Loss

The listed investments and treasury products at FVTPL recorded a profit
before and after finance costs of HK$1,751.5 million and HK$1,647.2
million (2016: HK$921.0 million and HK$904.9 million) respectively for
the Year.

Profit from the listed investments and treasury products at FVTPL reflected
in the consolidated statement of comprehensive income for the Year
comprised a realised gain on bonds of HK$227.0 million, an unrealised
gain on fair value changes of bonds of HK$600.3 million and interest
income and other net investment income of HK$924.2 million (2016:
a realised loss on listed investments held-for-trading of HK$37.4 million,
a realised gain on bonds of HK$142.9 million, an unrealised loss on fair
value changes of bonds of HK$126.2 million and net dividend income,
interest income and other net investment income of HK$941.7 million).
Net relevant finance costs for the Year was HK$104.3 million (2016:
HK$16.1 million) including interest expense of HK$60.4 million and
exchange loss of HK$43.9 million (2016: including interest expense of
HK$77.3 million and exchange gain of HK$61.2 million).

Other Income and Expenses

Other income for the Year, which mainly came from net building
management fee income, rental services income, property management
services, leasing administration services and property administration
services income, consultancy fee income, exchange gain, net and
forfeiture of deposits received on sales of stock of properties, increased to
HK$132.0 million (2016: HK$102.9 million), representing an increase of

28.3% as compared with last year.

During the Year, administrative expenses decreased by 15.8% to
HK$279.3 million (2016: HK$331.5 million). Finance costs increased by
67.2% to HK$295.2 million (2016: HK$176.5 million) during the Year,
including exchange loss of HK$52.2 million (2016: exchange gain of
HK$61.2 million) on foreign currency other borrowings hedged for foreign
currency securities investments. The decrease in administrative expenses
was mainly due to the disposals of subsidiaries during the Year and the
year of 2016 and absence of exchange loss, net during the Year. The
increase in finance costs was mainly due to the exchange loss (2016:

exchange gain) on translation of foreign currency other borrowings.
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RESULTS (Cont'd)

Other Income and Expenses (Cont'd)

Other gains and losses recorded a net gain of HK$140.3 million mainly
comprised gains on disposals of the Group's entire issued share capital
of (i) Pinecrest International Limited, an indirect wholly-owned subsidiary
of the Company, and its subsidiaries (collectively “Pinecrest Group")
("Pinecrest Disposal”) and (ii) Win Kings Holding Ltd., an indirect wholly-
owned subsidiary of the Company, and its subsidiary (collectively “Win
Kings Group") ("Win Kings Disposal”) of HK$143.3 million in total (2016:
HK$2,176.4 million mainly comprised gains on disposals of the Group's
entire issued share capital of (i) Pioneer Time Investment Limited, an
indirect wholly-owned subsidiary of the Company; (ii) Evergo Real Estate
(Shanghai) Company Limited, an indirect wholly-owned subsidiary of
the Company; and (iii) Keep Speed Company Limited and Jumbo Grace
Limited (“Jumbo Grace"), both are indirect wholly-owned subsidiaries
of the Company, and Jumbo Grace's subsidiary of HK$2,311.1 million
in total) and write-down of stock of properties of HK$3.8 million (2016:

HK$128.5 million).

Disposals of Subsidiaries to Connected Persons

(a) The Pinecrest Disposal and the Win Kings Disposal were completed
on 10th February, 2017 at a consideration of HK$352.2 million
and HK$889.6 million respectively. Upon completion, the Pinecrest
Group and the Win Kings Group ceased to be subsidiaries of the
Company and their respective consolidated results, assets and

liabilities were ceased to be consolidated with those of the Group.

Details of the Pinecrest Disposal and the Win Kings Disposal
were set out in the announcements of the Company dated 5th
December, 2016, 13th January, 2017 and 10th February, 2017 and

the circular of the Company dated 28th December, 2016.
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RESULTS (Cont'd)

Disposals of Subsidiaries to Connected Persons (Cont'd)

(b) The disposal of the Group's entire issued share capital of Great
Captain Limited (“Great Captain”), an indirect wholly-owned
subsidiary of the Company (“Great Captain Disposal”) was
completed on 23rd June, 2017 at a consideration of HK$5,567.7
million. Upon completion, Great Captain ceased to be a subsidiary
of the Company and its results, assets and liabilities were ceased to

be consolidated with those of the Group.

Details of the Great Captain Disposal were set out in the
announcements of the Company dated 15th March, 2017, 4th May,
2017 and 23rd June, 2017 and the circular of the Company dated
13th April, 2017.

Associates

The share of results of associates for the Year was a profit of HK$189.9
million as compared to HK$161.2 million for last year, the increase was

mainly due to the increase in profit from property sales.
Fair Value Changes on Investment Properties

Investment properties of the Group in Hong Kong and Mainland China
were revalued at 31st December, 2017 by B.l. Appraisals Limited (“B.I.
Appraisals”) whereas investment properties in the United Kingdom were
revalued by Peak Vision Appraisals Limited (“Peak Vision Appraisals”). B.I.
Appraisals and Peak Vision Appraisals are independent property valuers. A
gain on fair value changes of investment properties of HK$564.5 million
(2016: HK$139.2 million) was recorded during the Year. The unrealised

fair value changes will not affect the cash flow of the Group.
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FINANCIAL OPERATION REVIEW Bt #& % %G B

PROFIT, CORE PROFIT, DIVIDENDS,
REPURCHASE, CASH PAYMENT RATIO AND
TOTAL COMPREHENSIVE INCOME

Profit

Profit for the Year attributable to owners of the Company was HK$3,708.9
million as compared to HK$6,360.3 million for last year. The decrease
in profit of 41.7% for the Year was mainly arising from (i) decrease in
attributable net rental income; (ii) decrease in attributable property sales
profit; (iii) decrease in gains on disposals of subsidiaries; (iv) decrease in
imputed interest income from deferred consideration receivables; despite
(v) increase in fair value gain on investment properties; and (vi) increase
in net profit from the segment of the listed investments and treasury
products at FVTPL. Earnings per share for the Year was HK$1.94 (2016:

HK$3.33).

Core Profit

The Group disposed of certain investment properties through disposals of
subsidiaries during the Year, the costs of which are stated at fair value. In
addition, the Group disposed of stock of properties which were classified
as investment properties and/or land and building in prior years. Before
disposal, such gain/loss on fair value change is unrealised and recognised
at the end of each reporting period, but excluded from core profit as non-
cash items. In the year of disposal, such unrealised gain/loss has become

realised; and in computating core profit, accumulated fair value gain/loss

from prior years and current year are included as cash items.

If the net gain on the major non-cash items of HK$646.4 million (2016:
HK$577.5 million) are excluded, but the major accumulated net realised
fair value gain together with their respective deferred tax on disposals of
investment properties and stock of properties from the Group recognised
in prior years of HK$336.2 million (2016: the accumulated realised fair
value gain together with their respective deferred tax on disposals of
investment properties and stock of properties from the Group and its
associates recognised in prior years of HK$17,248.7 million) (including
those recognised in properties revaluation reserve) are included, the
Group will have a core profit for the Year attributable to owners of the
Company of HK$3,398.7 million (2016: HK$23,031.5 million) and a
core earnings per share of HK$1.78 (2016: HK$12.07), which were both

decreased by 85.29% to those in the year of 2016.
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PROFIT, CORE PROFIT, DIVIDENDS,
REPURCHASE, CASH PAYMENT RATIO AND
TOTAL COMPREHENSIVE INCOME (contd)

Core Profit (Cont'd)

The major non-cash items represented the attributable unrealised fair
value gain on investment properties together with their respective deferred
tax from the Group and its associates of HK$646.4 million (2016:
HK$577.5 million).

Dividends

Final dividend of HK1 cent (year ended 31st December, 2015: HK1 cent)
per share in total amount of HK$19.1 million for the year ended 31st

December, 2016 was paid in cash on 12th June, 2017.

Interim dividend of HK20 cents (half year ended 30th June, 2016: HK1
cent) per share in total amount of HK$381.5 million for the half year
ended 30th June, 2017 was paid in cash on 13th September, 2017.

Special interim dividends of HK$2 in aggregate per share in total amount
of HK$3,815.2 million and HK$2.91 per share in total amount of
HK$5,551.2 million were paid in cash on 10th February, 2017 and 23rd
June, 2017 respectively (2016: a conditional special interim dividend of
HK$2 per share in total amount of HK$3,815.2 million was paid in cash
on 20th January, 2016 and special interim dividends of HK$2.1 per share
in total amount of HK$4,006.0 million and HK$3.23 per share in total
amount of HK$6,161.6 million were paid in cash on 11th August, 2016
and Tst September, 2016 respectively).

Total dividends of HK$9,767.0 million were paid in cash during the Year.
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FINANCIAL OPERATION REVIEW Bt #& % %G B

PROFIT, CORE PROFIT, DIVIDENDS,
REPURCHASE, CASH PAYMENT RATIO AND
TOTAL COMPREHENSIVE INCOME (contd)

Repurchase

During the Year, the Company had not repurchased any of the Company's

share.
Cash Payment Ratio

Based on (a) the core profit for the Year of HK$3,398.7 million (2016:
HK$23,031.5 million) or HK$1.78 (2016: HK$12.07) per share; (b) cash
final dividend for the Year of HK10 cents (2016: HK1 cent) per share
proposed; (c) cash interim dividend for 2017 of HK20 cents (2016: HK1
cent) per share; and (d) cash special interim dividends of HK64 cents
in aggregate per share and HK$2.91 per share were paid (2016: HK$2,
HK$2.1 and HK$3.23 per share were paid and HK$1.36 per share was
declared), the ratio of such cash payment to the core profit is 216.3%
(2016: 72.2%).

Total Comprehensive Income

Total comprehensive income for the Year attributable to owners of the
Company was HK$16,348.7 million (2016: HK$3,418.7 million) or
HK$8.57 (2016: HK$1.79) per share, an increase of 3.8 times over last
year which comprised (a) profit for the Year attributable to owners of
the Company of HK$3,708.9 million (2016: HK$6,360.3 million); and
(b) other comprehensive income for the Year attributable to owners of
the Company of HK$12,639.8 million (2016: expenses of HK$2,941.6
million) which mainly included gains on fair value changes of listed equity
investments at FVTOCI of HK$12,054.3 million (2016: unrealised loss of
HK$2,366.5 million), details are disclosed in the sub-paragraph headed
“Listed Equity Investments at Fair Value Through Other Comprehensive

Income” of paragraph headed “Securities Investments” above.
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NET ASSET VALUE

As at 31st December, 2017, the Group's net asset attributable to owners
of the Company amounted to HK$36,385.9 million (2016: HK$29,804.2
million), an increase of HK$6,581.7 million or 22.1% when compared
with 31st December, 2016. With the total number of ordinary shares
in issue of 1,907619,079 as at 31st December, 2017 and 2016, the
net asset value per share attributable to owners of the Company was
HK$19.07 (2016: HK$15.62). The movement in net asset value was
mainly due to (a) total comprehensive income for the Year attributable
to owners of the Company of HK$16,348.7 million; and (b) final, interim
and special interim dividends recognised as distribution during the Year
totaling HK$9,767.0 million.

During the Year, gains on fair value changes on the listed equity
investments categorised as financial assets measured at FVTOCI of
HK$12,054.3 million (2016: unrealised loss of HK$2,366.5 million) as
well as the transaction costs of the Great Captain Disposal of HK$1.7
million were recorded in other comprehensive income. Upon completion
of the Great Captain Disposal, the Group transferred the negative balance
of financial assets measured at FVTOCI reserve of HK$242.2 million to
retained profits. The carrying amount of the gain on fair value change of
listed equity investment included in financial assets measured at FVTOCI
reserve was HK$9,928.3 million as at 31st December, 2017 (2016: loss
of HK$2,366.5 million).

Other than the existing projects and those disclosed in the final results,
the Group did not have material acquisition or disposal of assets and any

future plans for material investment or capital assets.
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FINANCIAL OPERATION REVIEW Bt #& % %G B

NET CURRENT LIABILITIES

The Group recorded net current liabilities as at 31st December, 2017 of
HK$2,804.8 million (2016: net current assets of HK$11,207.6 million),
of which current assets were HK$10,978.6 million and current liabilities
were HK$13,783.4 million. The position was mainly due to certain of the
Group's current liabilities had been utilised to finance the Group's non-

current assets.

In the consolidated statement of financial position and within securities
investment activities, which comprised of bonds and listed equity
investment, the total carrying amount as at 31st December, 2017
was HK$33,849.5 million. Included in non-current assets were part
of the bonds in the sum of HK$1,979.4 million presented as financial
assets measured at FVTPL and listed equity investment in the sum
of HK$23,110.7 million presented as financial assets measured at
FVTOCI. Included in current assets were part of the bonds in the sum
of HK$8,759.4 million presented as financial assets measured at FVTPL.
Margin loans utilised to finance the securities investments in both non-
current and current assets in the sum of HK$9,873.7 million were

presented as borrowings in current liabilities.

If the margin loans of HK$9,873.7 million were allocated into the
securities investments secured according to the respective non-current
and current assets presentation, HK$5,221.0 million and HK$4,652.7
million were secured by the non-current assets securities investments and

current assets securities investments respectively.

If the margin loans secured by the non-current assets securities
investments of HK$5,221.0 million were reclassified as non-current
liabilities, the net current liabilities position of the Group would become
net current assets position of HK$2,416.2 million as at 31st December,
2017.
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NET CURRENT LIABILITIES (contd)

The ratio of margin loans against securities investments was loan-to-
value ratio, which was 29.2% as at 31st December, 2017. In accordance
with the terms and conditions of margin loans facility agreements of the
Group with financial institutions, among others, as long as the securities
investments maintained market value which is in excess of pre-defined
loan-to-value ratios as set out by the financial institutions, the margin loans
upon interest payment due date would be roll-overed month-for-month,
and repayment of margin loans by the Group to financial institutions
would not be required. As such, very often margin loans of the Group
which were presented as current liabilities would not be current and
would be repayable over one year. In the event that the Group intends to
reduce or repay part of the margin loans, the Group might, among others,

dispose of some of the securities investments to effect the payment.

Listed securities investments and treasury products of the Group were
frequently traded in the market, and formed part of the Group’s treasury
management. They were presented as non-current assets and current

assets according to their intended holding periods.

If the entire listed securities investments and treasury products of the
Group as at 31st December, 2017 were presented as current assets,
current assets would be increased by HK$25,090.1 million, and net
current liabilities position of HK$2,804.8 million would become net

current assets position of HK$22,285.3 million.

The Group believes that the net current liabilities position as at 31st
December, 2017 would not have adverse financial effect to the Group's
liquidity or gearing position and the Group has ability to continue as a

going concern.
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SECURITIES INVESTMENTS

The Group's strategy is to maintain securities investment portfolio for
treasury management and invest in listed securities investments and
treasury products with attractive yield and good prospect in order to
bring stable and satisfactory return in long run. During the Year, the
Group made a substantial investment in shares of China Evergrande
owing to its encouraging operating data and completion of redemption
of all its perpetual bonds during the Year which implied improvement
in the profitability of China Evergrande. The Group also acquired bonds
mainly issued by overseas financial institutions and PRC-based real estate
companies. It is expected that the European banking sector has been
facing a more stable political environment and ongoing economic recovery
and PRC-based real estate companies will continue to benefit from a
strong property market with an apparently rising macroeconomic growth
in the PRC. Meanwhile, the Group divested the SJB Shares because the
Group believes that, among other things, the challenging environment on
risk management and the reduction of local enterprises’ debt burdens in
the PRC banking industry which led to the plummet in market price of the
SJB Shares.

The respective securities investments under different categories are

elaborated below.

Listed Equity Investments at Fair Value Through Other

Comprehensive Income

During the Year, the Group disposed of the SJB Shares through disposal
of a subsidiary, details of the Great Captain Disposal are disclosed in
paragraph headed "Disposals of Subsidiaries to Connected Persons”

above.

During the Year, the Group has acquired 857,541,000 shares of China
Evergrande at a total consideration (including transaction costs) of
HK$13,182.4 million, after adding the fair value gain of HK$9,928.3
million for the Year, the carrying amount of listed equity investment
categorised as financial assets measured at FVTOCI was HK$23,110.7
million as at 31st December, 2017. China Evergrande is principally
engaged in development of large scale residential properties and

integrated commercial properties in the PRC.
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SECURITIES INVESTMENTS (contd)

Listed Investments and Treasury Products at Fair Value Through

Profit or Loss

As at 31st December, 2016, the carrying amounts of the bonds presented
as financial assets measured at FVTPL was HK$14,952.9 million.
During the Year, the bonds portfolio was decreased by a net disposal of
HK$4,814.4 million. After adding the fair value gain of HK$600.3 million
for the Year, the bonds portfolio of the Group became HK$10,738.8
million as at 31st December, 2017, which formed part of the Group's cash
management activities. As at 31st December, 2017, the bonds portfolio
comprised of bonds issued by overseas financial institutions of 62.7%,
PRC-based real estate companies of 30.2% and other industries of 7.1%.
They are denominated in different currencies with 95.5% in United States
dollar ("US$"), 4.3% in Pound Sterling ("GBP") and 0.2% in Euro ("EUR").
The bonds denominated in US$ carry at fixed rate range from 4.750%
to 13.250% per annum of which notional amount of US$1,181.0 million
are callable, the bonds denominated in GBP carry at fixed rate range from
5.875% to 7.250% per annum are callable and the bond denominated
in EUR carries at fixed rate of 12.500% per annum is callable. As at 31st
December, 2017, the bonds portfolio comprised of 39 bonds (2016: 73
bonds); in terms of credit rating, investment grade, non-investment grade
and unrated were 10 bonds, 22 bonds and 7 bonds (2016: 30 bonds, 28
bonds and 15 bonds) respectively. In terms of maturity, 27 bonds (2016
32 bonds) were contingent convertible bonds issued by overseas financial
institutions of which 25 bonds (2016: 28 bonds) were perpetual and the
remaining 2 bonds (2016: 4 bonds) will mature in 2023 (2016: between
2022 to 2026). 12 bonds (2016: 41 bonds) were issued by issuers other
than overseas financial institutions of which 4 bonds (2016: 17 bonds)
were perpetual and the remaining 8 bonds (2016: 24 bonds) will mature
between 2018 to 2046 (2016: between 2018 to 2075).

As at 31st December, 2017, the portfolio of listed securities investments
and treasury products of HK$33,849.5 million (2016: HK$19,512.6
million) comprised (a) bonds (financial assets measured at FVTPL (non-
current and current assets in aggregate)) of HK$10,738.8 million (2016
HK$14,952.9 million); and (b) listed equity investment (financial assets
measured at FVTOCI) of HK$23,110.7 million (2016: HK$4,559.7
million), representing 60.4% (2016: 42.6%) of total assets.
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SECURITIES INVESTMENTS (contd)

Unlisted Securities Investments

The Group had committed to make a capital contribution of US$100.0
million (equivalent to approximately HK$781.7 million) in an exempted
limited partnership formed under the Exempted Limited Partnership
Law (Revised) of the Cayman Islands. As at 31st December, 2016, the
carrying amount was HK$584.5 million. During the Year, the Group has
contributed US$0.9 million (equivalent to approximately HK$7.2 million)
(net of recallable distribution) less received distribution of US$3.0 million
(equivalent to approximately HK$23.4 million) (which was included in
financial assets measured at FVTOCI), after adding the fair value gain
for the Year of HK$9.9 million (which was recognised in financial assets
measured at FVTOCI reserve), the carrying amount was HK$578.2 million
as at 31st December, 2017, representing 1.0% (2016: 1.3%) of total

assets.

RISK MANAGEMENT

The Group has established adequate risk management procedures that
enable it to identify, measure, monitor and control various types of risk it
faces. This is supplemented by active management involvement, effective
internal controls and adequate internal audit in the best interests of the

Group.

EQUITY

The number of issued ordinary shares as at 31st December, 2017 and
2016 were 1,907,619,079.

DEBT AND GEARING

As at 31st December, 2017, the Group's bank and other borrowings
(including loan from a director) amounted to HK$18,308.5 million
(2016: HK$14,591.4 million). Cash and deposits at banks amounted
to HK$659.4 million (2016: HK$1,070.5 million), pledged deposits
amounted to HK$263.5 million (2016: HK$943.7 million) and net
borrowings amounted to HK$17,385.6 million (2016: HK$12,577.2

million).

Total debt to equity ratio was 50.2% (2016: 48.8%) and net debt
to equity ratio was 47.6% (2016: 42.1%), which are expressed as a
percentage of total borrowings, and net borrowings, respectively, over the
total equity of HK$36,493.0 million (2016: HK$29,899.9 million). The
increase in both ratios was mainly due to increase in total debt and net
debt during the Year.
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DEBT AND GEARING (contd)

If the listed securities investments and treasury products of HK$33,849.5
million (2016: HK$19,512.6 million) are included, there would be a net
cash position of HK$16,463.9 million (2016: HK$6,935.4 million).

As at 31st December, 2017, the Group's bank and other borrowings
(including loan from a director) of HK$18,308.5 million, 69.7%, 10.6%,
12.9% and 6.8% were repayable within 1 year, 1 to 2 years, 2 to 5
years and over 5 years respectively. Of which the Group's bank and other
borrowings were denominated in HK$ (71.7%), GBP (26.4%) and US$
(1.9%). HK$, GBP and US$ securities investments were hedged by HKS,
GBP and US$ borrowings. The Group's bank borrowings in HK$ and GBP
were carried at interest rates calculated mainly with reference to Hong
Kong Interbank Offered Rate ("HIBOR") and London Interbank Offered
Rate respectively; other borrowings were carried at interest rates calculated
with reference to cost of funds and HIBOR; and loan from a director was
interest-free. As at 31st December, 2017, all the Group's borrowings were
on floating rate basis (except for loan from a director). No hedging for

interest rate is subsisted at the end of the reporting period.

PLEDGE OF ASSETS

As at 31st December, 2017, the Group had pledged the following assets

with their respective carrying amounts:

(a) The Group's investment properties of HK$14,234.3 million and
bank deposits of HK$209.7 million (2016: investment properties of
HK$10,231.4 million, stock of properties of HK$858.4 million and
bank deposits of HK$77.3 million) were pledged to the Group's
banks to secure general banking and loan facilities granted to the

Group.

(b) The Group's bonds and listed equity investments at FVTOCI with
carrying amounts of HK$33,176.6 million (2016: HK$18,713.3
million) and cash deposits of HK$53.8 million (2016: HK$866.4
million) were pledged to the Group's financial institutions to secure
margin and securities facilities granted to the Group in respect
of securities transactions, of which HK$9,873.7 million (2016:
HK$9,893.3 million) was utilised as at 31st December, 2017 as

borrowings due within one year.
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PLEDGE OF ASSETS (contd)

(¢) Interests in certain subsidiaries of the Company have been pledged
as part of the security to secure certain bank borrowings granted to

the Group.

FINANCIAL AND INTEREST INCOME/
EXPENSES

Interest income was included in revenue, other income and investment
income. Interest income for the Year was HK$1,691.7 million, representing

a decrease of 38.9% over last year of HK$2,766.6 million.

Finance costs included interest expenses on bank and other borrowings;
exchange difference on translation of foreign currency other borrowings;
and arrangement fee and facility and commitment fee expenses. Interest
expenses for the Year amounted to HK$234.6 million, representing an
increase of 3.1% over last year of HK$227.5 million. Interest capitalised
for the Year was HK$0.1 million as compared to HK$2.5 million for last
year. The increase in interest expenses was mainly due to increase in
average balance of other borrowings despite of the decrease in bank
borrowings following certain disposals of subsidiaries during the Year and
the year of 2016. The average interest rate over the year under review
was 1.55% (2016: 1.529%), which was expressed as a percentage of total

interest paid over the average total interest-bearing borrowings.

REMUNERATION POLICIES, SHARE OPTION
SCHEME AND SHARE AWARD SCHEME

As at 31st December, 2017, the Group employed a total of 528 staff
(2016: 552 staff) in Hong Kong including about 254 staff (2016: 257
staff) employed under the estate management company in Hong Kong

and no employee (2016: 4 staff) in the offices in Mainland China.

Employees were remunerated on the basis of their performance,
experience and prevailing industry practice. Remuneration packages
comprised salary and year-end discretionary bonus based on market
conditions and individual performance. The executive directors of the
Company continued to review employees’ contributions and to provide
them with necessary incentives and flexibility for their better commitment

and performance. No share option scheme was adopted during the Year.
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REMUNERATION POLICIES, SHARE OPTION
SCHEME AND SHARE AWARD SCHEME (contd)

The Company had adopted a share award scheme (“Share Award
Scheme") in 2009. The Share Award Scheme is to recognise and reward
certain employees for their contributions to the Group and to give long-
term incentives for retaining them for the continued operations and
development of the Group. Details of the Share Award Scheme were set
out in the Company's circular dated 23rd December, 2008. No share was

granted under the Share Award Scheme during the Year.

UNITED KINGDOM AND MAINLAND CHINA

The Group further acquired an investment property in the United Kingdom
in May 2017. As at 31st December, 2017, the Group's investment
properties in the United Kingdom with carrying amount of GBP878.3
million (equivalent to approximately HK$9,231.2 million) (2016
GBP690.7 million (equivalent to approximately HK$6,586.0 million))
contributed a net profit of HK$291.5 million (2016: HK$507.6 million)
to the Group for the Year, the profit mainly included in gross profit, fair
value changes on investment properties, finance costs and taxation. GBP
exchange gain of foreign operations included in other comprehensive
income for the Year amounted to HK$385.6 million (2016: loss of
HK$554.0 million). As at 31st December, 2017, the Group's net
investment in the United Kingdom amounted to HK$5,095.2 million
(2016: HK$3,609.2 million) representing 14.0% (2016: 12.1%) of the
Group's total equity.

Profit contribution from the Group's investment in Mainland China (mainly
included in gross profit, fair value changes on investment properties,
gain on disposal of subsidiaries, share of results of associates and
taxation) for the Year amounted to HK$68.6 million (2016: HK$566.4
million). Renminbi exchange gain of foreign operations included in other
comprehensive income (including share of an associate) for the Year
amounted to HK$34.0 million (2016: loss of HK$28.1 million). The
Group's net investment in Mainland China as at 31st December, 2017
amounted to HK$533.3 million (2016: HK$749.5 million) representing
1.5% (2016: 2.5%) of the Group's total equity.

LISTED SUBSIDIARY

The Group did not own any listed subsidiary at the end of the reporting
period.
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PROPERTY VALUATION

Property valuations in respect of the Group's investment properties in
Hong Kong and Mainland China as at 31st December, 2017 and 2016
were carried out by B.l. Appraisals, independent qualified professional
valuer. For the investment properties in the United Kingdom, the property
valuations as at 31st December, 2017 and 2016 were carried out by Peak
Vision Appraisals, another independent qualified professional valuer. Their
valuations were based on investment method and/or direct comparison
method as the valuation methodologies and were used in preparing 2017

final results.

The Group's investment properties were valued at HK$15,650.0 million
(2016: HK$12,887.3 million), a 4.2% increase over 2016 after adjusted
for the additions, disposals and exchange adjustments of investment
properties during the Year. The increase in fair value of HK$564.5 million
was recognised in the consolidated statement of comprehensive income
for the Year. The Group also shared an increase in fair value of investment
properties of associates of HK$84.0 million (adjusted deferred tax credit
of HK$1.8 million) for the Year.

The increase in fair value of HK$564.5 million was mainly derived from
increase in fair value of Harcourt House. The fair value change is a non-

cash item and will not affect the cash flow of the Group.
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