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Financial Operation Overview

Turnover for the year ended 31st December, 2005 (the “Year") amounted to
HK$2,275.0 million (year ended 31st December, 2004: 5,257.4 million), a
56.7% decrease over the same period last year. It was mainly due to the
decrease in turnover of securities investment and the turnover for sales of

development properties.

For property leasing, the Year recorded an increase of 2.9% in rental income as
compared with the corresponding year in 2004, amounting HK$715.6 million
(2004: HK$695.4 million).

Gross profit for the Year amounted to HK$784.7 million, a 18.2% decrease as

compared with the same period last year.

In relation to property development, sale of Parc Palais in King's Park (10%
interest) has been satisfactory again. The sale recognised in the Year had
generated a contribution of HK$78.0 million (year ended 3 1st December, 2004:
HK$174.1 million) which was included in investment income. Furthermore, 80%
profit sharing from subsequent re-sale of two houses at Barker Road had

generated a profit of HK$50.2 million and was recorded in the Year.

As a result of continued growth in property market, the Group had reviewed the
carrying amount of the development property project at Tai Yuen Street and the
full amount of impairment loss of HK$977 million was written back, of which,

the Group has an effective amount of HK$847.8 million.

In respect of the performance of listed securities investments and treasury
products, the Group has recorded gross profit of HK$59.1 million (year ended
31st December, 2004: HK$74.4 million), loss on fair value changes of HK$138.0
million (year ended 31st December, 2004: unrealised holding gain of HK$165.0
million), realised gain on disposal of available-for-sale investments of HK$86.3
million (year ended 31st December, 2004: nil), gain on other treasury products
and interest income of HK$262.5 million (year ended 31st December, 2004:
HK$17.8 million) and exchange gain of HK$24.4 million (year ended 31st
December, 2004: HK$14.5 million) for the Year. Gain on fair value changes on
available-for-sale investments of HK$330.4 million was recognised to equity

during the Year.
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Financial Operation Overview

Other income recorded a decrease of 28.9% to HK$100.2 million when
compared with the same period last year. Administrative expenses increased by
6.1% to HK$128.5 million as compared with the same period last year. Finance
costs recorded an increase of 4.7 times to HK$315.0 million as compared with

the same period last year.

1 times to HK$430.0

million as compared with the same period last year (year ended 3 1st December,

The share of result of associates for the Year increased by 1.

2004 (restated): HK$208.2 million), including share of gain on privatisation of
The Kwong Sang Hong International Limited and fair value gains on investment

properties. Profit on completed sales on Miami Crescent was booked in the Year.

Profit attributable to equity holders of the parent for the Year was HK$6,154.6
million as compared to HK$1,619.1 million (restated) for the same period last
year. Earnings per share was HK300.0 cents (year ended 3 1st December, 2004
(restated): HK78.1 cents).

If the major non-cash items of HK$5,040.5 million (2004: HK$282.8 million)
(see below) are excluded, profit attributable to equity holders of the parent for
the Year will become HK$1,114.1 million (2004: HK$1,336.3 million) and
earnings per share will become HK54.3 cents (2004: HK64.5 cents), a decrease
of 16.6% and 15.8% over 2004 respectively.

A final dividend of HK11 cents per share for the year ended 31st December,
2004 (year ended 31st December, 2003: HK12 cents) and an interim dividend
of HK9 cents per share for the half year ended 30th June, 2005 (half year ended
30th June, 2004: HK8.5 cents) were paid during the Year.
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Financial Operation Overview

A final dividend has been recommended to pay at HK12 cents (2004: HK11
cents) per share. Together with interim dividend of HK9 cents (2004: HK8.5
cents) per share, the total dividend for the Year is HK21 cents (2004: HK19.5
cents) per share, representing a total dividend payout of 7% (2004 restated:
25%). If the income on the two major non-cash items for the Year is excluded,
the dividend payout ratio for the Year will become 38.7% (2004: 30.3%). The
two major non-cash items are fair value gains on investment properties together
with their deferred tax expenses of HK$4,192.7 million and written back of loss

from stock of properties of HK$847.8 million.

As at 31st December, 2005, the Group's total net asset to equity holders of the
parent amounted to approximately HK$23,302 million (31st December, 2004
(restated): HK$16,212 million), an increase of HK$7,090 million or 43.7% when
compared with 31st December, 2004. With the total number of ordinary shares
in issue of 2,091,506,780 as at 31st December, 2005 (2004: 2,030,214,000
shares), the net asset value per share to equity holders of the parent was
HK$11.14, an increase of 39.4% over 31st December, 2004 (restated):
HK$7.99). The increase in net asset value per share was mainly due to the profit

retained for the Year.

Included in the total net asset is deferred tax liabilities of HK$2,876 million on
fair value gains on investment properties. If the deferred tax liabilities are
excluded, the total net asset to equity holders of the parent will become
HK$26,178 million or HK$12.52 per share.

During the Year, the Group had made payment for the right to develop the
Reclamation Street project, was granted the right to develop the Larch
Street/Bedford Road, committed to acquire the lands in Macau and acquired
certain residential properties, bought and sold listed securities investment. Other
than the existing projects and those disclosed in the annual report, the Group

did not have any future plans for material investment or acquiring capital assets.

CHINESE ESTATES HOLDINGS LIMITED

81 15 R %% Ol R

RAREFEEZRERBREGR 12481
(ZZZWE - 1181 - ERPHKREER9
B (ZZZTmEF : 8581l) - KFEHRE
WBEEATI 21 B (ZTEE  19.5581l)
HERBIREEE 7% (ZZTTWEF (K=7))
250%) ° WMBRAAGFERNIEE AR S IE B AU
A AEERREXREA38.7% (ZEZWNF -
30.3%) © ZMIBEAFBRSEEHRIAEBE
EMENATFTEEHRFERELEH B B
4,192,700,000 # 7T LA [z # Bl ) 2 17 & 89 &5 18
847,800,000 /& 7T °

RZZZRF+A=+—1  SLQFMNKRRE
RREABREREBENREEFENAR
23,302,000,000 &7t (ZZZWF+-_A=+—
B (4=F%]) :16,212,000,000#7C) @ B-Z
TF+ = A =+—H1#EM 7,090,000,000 & T
5 43.7% - RE_TTAFF+_A=+—HBH
BT E @A AE S 2,001,506,780 i (ZZ =M
% :2,030,214,000 %) #& - &R FHRAE
BREEANEREEFEA 11.14E L BT
TME+—A=+—H (KF3]) :799%7T)
AN 39.4% - BIREEFEEMFZEHRFE
IR BB o

HMEEFEPREHEREMEN N TEES K
REE R TA & (& 2,876,000,000 & 7T © a0k %
BERIESE  SRANRAERBEEANEE
EFEA A 26,178,000,000 /T ek F% 12.52 7

JC °

RERN  AEBMNFEHHRENERES
A ERTHME MEENERE - A
RAET L YBAETEEDE BEARE
HEMESKRE -BRABEBRFRABES
S AREAWBEREAREABEENEEN
RIREHE -



Financial Operation Overview

At 31st December, 2005, the listed securities investment and structured
products, which formed part of the Group's cash management activities,
amounted to HK$7,602.8 million (31st December, 2004: HK$1,632.4 million),
representing 18.8% (31st December, 2004: 6.3%) of the total assets at the
year end, comprised mainly blue chips listed shares in Hong Kong and overseas,

equity-linked notes, stock option, equity-linked swaps and interest rate swaps.

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

and adequate internal audits in the best interests of the Group.

The number of issued ordinary shares as at 31st December, 2005 and 31st
December, 2004 were 2,091,506,780 and 2,030,214,000 respectively.

In April and May 2005, the Company had issued zero coupon Convertible Bonds
(the "Bonds") in an principal amount of HK$1,810,000,000, due 2010 with a
call and put option in May 2007. The Bonds are convertible on or after 20th
May, 2005 into the fully paid ordinary shares at an initial price of HK$7.37 per

share, subject to adjustment.

The face value of convertible bonds outstanding as at 31st December, 2005

was approximately HK$ 1,367 million, with adjusted conversion price of HK$7.17
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Financial Operation Overview

As at 31st December, 2005, the Group's bank and other borrowings amounted
to HK$12,889 million (31st December, 2004: HK$7,053 million). Cash, deposit
at bank and United States currency treasury bills amounted to HK$ 1,755 million
(31st December, 2004: HK$1,852 million) and net borrowings amounted to
HK$11,134 million (31st December, 2004: HK$5,201 million).

Total debt to equity ratio was 54.4% (3 1st December, 2004 restated: 43.8%)
and net debt to equity ratio was 47.0% (3 1st December, 2004 restated: 32.3%),
which are expressed as a percentage of bank and other borrowings, and net
borrowings respectively, over the total equity of HK$23,703 million (31st
December, 2004 (restated): HK$16,122 million).

The increase of the total debt to equity ratio and the net debt to equity ratio
were mainly due to an increase in borrowings and the issurance of convertible
bonds to finance the new development projects and to hedge the cost of

overseas securities investments.

If the structured products are included, the net borrowings are HK$3,532 million
(31st December, 2004: HK$3,568 million) and the net debt to equity ratio will
become 14.9% (31st December, 2004 (restated): 22.1%)

Excluding outstanding convertible bonds, at the balance sheet date, the Group's
bank and other borrowings were denominated in Hong Kong dollars (63.5%),
US dollars (28.99%), Japanese Yen (6.3%) and Australian dollars (1.3%). Of the
Group's total bank and other borrowings HK$11,754 million, 51.8%, 25.0%,
23.0% and 0.2% were repayable within 1 year, 1 to 2 years, 2 to 5 years and
over 5 years respectively. The Group's bank and other borrowings carried interest
rates by reference to HIBOR and LIBOR. No hedging for interest rate subsisted
at the end of the year.
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Financial Operation Overview

As at 31st December, 2005, the Group's investment properties, development
properties, securities investments, US currency treasury bills and time deposits
with their respective book value of approximately HK$23,263.2 million (31st
December, 2004: HK$19,016.6 million), HK$2,138.0 million (31st December,
2004: HK$877.0 million), HK$7,366.0 million (31st December, 2004:
HK$1,633.4 million), HK$493.9 million (31st December, 2004: HK$526.6
million) and HK$124.5 million (31st December, 2004: HK$129.5 million) were

pledged to secure general banking facilities and other loan facilities of the Group.

Interest income was included in turnover and investment income. Finance costs
included interest expenses on bank and other loans, arrangement, facility and
commitment fee expenses. Interest income for the Year was HK$293.0 million,
representing an increase of 7.3 times from that of 31st December, 2004
(HK$35.3 million). Interest capitalized for the Year was HK$23.8 million as
compared to HK$5.8 million for the last year. Excluding imputed interest, interest
expenses for the Year amounted to HK$274.3 million, representing a 3.3 times
increase over the interest expenses of HK$64.1 million recorded for the same
period last year. An exchange gain on translation of foreign currency loans of
HK$24.4 million (year ended 31st December, 2004: HK$14.5 million) was
recorded during the Year. The increase in interest expenses was mainly due to
increase in interest rate and increase in borrowings during the Year. The average
interest rate over the year under review was 3.519% (2004: 0.95%), which was
expressed as a percentage of total interest expenses over the average total

borrowing.
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Financial Operation Overview

During the year under review, the Group employed a total of 249 (year ended
31st December, 2004: 230) staff (excluding about a total of 225 (year ended
31st December, 2004: 210) estate management staff employed under the

Group's estate management company, Perfect World Company Limited).

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 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 for the Year.

Profit contribution from the Group's investment in the PRC (including gross profit,
fair value changes on investment properties and share of results of associated
companies) for the Year amounted to HK$95.0 million representing 1.5% of
the profits attributable to equity holders of the parent (year ended 31st
December, 2004 (restated): HK$150.5 million). The Group's China investment
as at 31st December, 2005 amounted to HK$1,170.5 million representing
approximately 2.9% of the Group's total asset value (31st December, 2004
(restated): HK$932.5 million).

In December 2005, the Company has made a commitment for acquisition of
70.01% of Moon Ocean Ltd., which is holding the interests in five parcels of
lands in Macau, in the amount of approximately HK$1,597 million, representing

approximately 4% of the Group's total assets.

At the year end date, the Group owned 61.93% interest in Chi Cheung
Investment Company, Limited and 50.1% interest in G-Prop (Holdings) Limited.
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Financial Operation Overview

In November 2004, Power Jade Capital Limited, a 50% associate of the Group,
had proposed privatisation of Kwong Sang Hong by way of a scheme of
arrangement. The scheme was approved by shareholders of Kwong Sang Hong
in the Special General Meeting held on 5th January, 2005. Kwong Sang Hong
withdrew its listed status and has become a 50% associate of the Group effective
from 2nd February, 2005. The Group has utilised HK$187.7 million cash in
acquiring the additional 15.64% interest in Kwong Sang Hong.

A property valuation has been carried out by Messrs. Norton Appraisals Limited,
independent qualified professional valuers, in respect of the Group's investment
properties as at 31st December, 2005 and that valuation was used in preparing
2005 financial statements. The Group's investment properties were valued at
HK$24,063 million (2004 (restated): HK$19,343 million), a 26% increase over
2004 after adjusted for additions and disposals of investment properties during
2005. The increase in fair value of approximately HK$4,977 million was credited
to the income statement for the Year. The Group also shared an increase (net of
deferred tax of HK$42 million) in fair value changes on investment properties of
the associates of HK$134 million for the Year. Development properties and non-
investment properties of the Group were stated at cost less impairment, if any,

in the financial statements.
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