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TURNOVER

In 2005, benefiting from the improved market sentiment, the
Group saw substantial growth in its property development
business. The overall unit selling price in respect of properties
delivered to buyers was up by 10% to RMB6,028 per square meter
(2004: RMB 5,487 per square meter) due primarily to contributions
from some project developments with relatively higher gross
profit margins, such as Beijing Regal Court, Shanghai Hopson
Town and Guangzhou Regal Palace. The volume of transactions
stayed at high levels and increased by 40% to 1,043,249 square
meters (2004: 743,590 square meters). As a result, the Group
produced an impressive turnover of HK$6,134 million (2004:
HK$3,973 million (restated)), up 54% as compared with the
previous year. This record high turnover was exclusive of the
Group's proportionate share of turnover in the “Qiaodao” jointly
controlled entity. About 65% of the turnover revenue for the year
came from five project developments, namely Beijing Regal
Court, Pleasant View Garden, Gallopade Park South Court, Beijing
Citta Eterna and Shanghai Hopson Town.

Cost of sales

In line with the substantial growth in turnover, the cost of sales
was up by 45% to HK$4,189 million (2004: HK$2,896 million
(restated)) but as a percentage of revenue dropped to 68% (2004:

73% (restated)) due primarily to cost savings achieved.

Gross profit

Gross profit margin for the full year increased from 27% in 2004 to
32% in 2005. This was mainly attributable to the rise in selling
prices and the continued tight control exercised on costs.
However, as compared with the 38% margin achieved for the first
half of 2005, there was a drop of 6% caused by the (1) recognition
of a relatively larger number of properties with low profit margin
located in Tianjin, (2) disposal at competitive prices of certain
investment properties carrying a value higher than cost and (3)

costs of clubhouses being recognized as cost of development.
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Other gains

Included in other gains are (1) “excess of acquirer’s interest over
cost” of HK$192 million representing the excess of the fair value
of the Group's share of the identifiable net assets acquired over
the cost of acquisition paid for a 100% equity interest in Sun
Advance Investments Limited (“Sun Advance”) and for the first
time being directly recognized in the income statement. Sun
Advance and another party own, through a PRC company, the
land use right of a piece of land for commercial purpose located
in Pudong, Shanghai with a GFA of approximately 86,947 square
meters; (2) HK$14 million representing a revaluation gain of the
Group's investment property portfolio since 31st December 2004
now taken through the income statement as required under the
new applicable accounting standards; (3) HK$56 million
representing grants received from government bureaus in

mainland China and (4) interest income of HK$17 million.

Operating expenses

Operating expenses, including selling, marketing, general and
administrative expenses, were up 28% to HK$543 million (2004:
HK$423 million). The increase was in line with larger number of
properties sold and completed during 2005 and to some extent
caused by the start-up costs incurred for new projects, such as
Huizhou Regal Riviera Bay, Guangzhou Regal Palace, Yijing
Huayuan, and Yunshan Xijing. The total amount expended when
measured as a percentage of turnover dropped slightly from
10.6 % in 2004 to 8.9% in 2005. This was a reflection of the
management’s continued commitment in containing operating

expenses to a reasonable level.

Finance costs

The costs of borrowing before capitalization allocated to various
property projects under development increased to HK$263 million
(2004: HK$ 205 million), up HK$58 million or 28%. The increase
was mainly attributable to a rise in interest rates, a higher level of
bank borrowings and the new issue of Guaranteed Senior Notes
of US$350 million in November 2005. The Group's effective
borrowing interest rate was approximately 6.8% per annum (2004:
5.7%). All borrowings were used to finance the development of

existing projects and investment in new projects.

Operating profit
The Group's operating profit increased by 117% to HK$1,681
million (2004: HK$773 million (restated)), up HK$908 million.
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Share of profit of and other gains relating to a jointly
controlled entity

The Group's share of profit of and other gains relating to a jointly
controlled entity operating the Guangzhou Regal Riviera project
increased by 232% to HK$192 million (2004: HK$58 million
(restated)) due to (1) the additional 29.5% equity interest acquired
since July 2005 and (2) the "excess of acquirer’s interest over
cost” of HK$115 million representing and for the first time directly
recognized in the income statement, the excess of fair value of
the Group's share of the identifiable net assets acquired over the
cost of acquisitiion paid for a 29.5% equity interest in Guangdong
Zhujiang Qiaodao Real Estate Limited, the project company of
Regal Riviera.

PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF
THE COMPANY

The Group achieved a profit attributable to equity holders of
HK$1,217 million (2004: HK$ 433 million (restated)), up HK$ 784
million or 181%. Earnings per share rose by 163% to HK$1.13.
Underlying profit attributable to shareholders excluding the effect
of “excess of acquirer’s interest over cost” of HK$307 million and
revaluation gain of HK$14 million was HK$8%96 million, up HK$463
million or 107% as compared with the previous year. The increase
was mainly attributable to the growth of property development
business and its related profit margin.

Segmental information

Property development is the Group's core business activity (98%).
2005 saw a wider geographical spread of financial performance.
Both Tianjin and Shanghai began to deliver their developed
properties to buyers and each contributed 9% and 10% of the
Group's turnover revenue respectively. Guangdong remained the
top revenue contributor (47%), followed by Beijing (34%).

FINANCIAL POSITION

As at 31st December 2005, total assets of the Group amounted
to HK$19,584 million (2004: HK$14,100 million (restated)) whereas
total liabilities (excluding minority interests) amounted to
HK$13,818 million (2004: HK$10,771 million (restated))
representing an increase of HK$5,484 million and HK$3,047 million
respectively over the previous year. The increase in total assets
was mainly attributable to the increase in (1) cash raised from
placement of shares and the issue of Guaranteed Senior Notes,
(2) new land site acquisitions located in Guangdong Province and
Shanghai and (3) amounts expended on the construction work-
in-progress of development projects such as Huizhou Regal
Riviera Bay, Yunshan Xijing, Hopson International Garden and
Shanghai Hopson International Building.

FINANCIAL REVIEW B ¥ [E

DE— AR E B mF) K& H b as

REBAOE—HELEMNKIFSHEB Z LR
EHEE LGN REMKE EFA 232% E
75 # 192,000,000t (ZZTZTMF : B
58,000,000 7T (&3%I)) - HihaEF EFATIER
MEZZZERF L ARIEEZERE 29.5% A
B RQUWBEEAQAFEBBARZ KBS
¥ 115,000,000 7C (JYEXBEERBZRER -
NEBBUBEMNK IEHEHELRAD A
(WIBRZIEBRAR) K 29.5% RAE=ERE
AT R B EFER N AT 2 BB K
K) o

KR RIS A AR A

AEEBCREFBEAEBRBGLGRENABBE
1,217,000,000t (Z T T W F @ B
433,000,000 7t (E31))) - LFA% 784,000,000
TL 181% ° FRRAF) LF 163% =B 1.13
Lo RREMAEFNG [WEEEATERES
R Z FIB ] (7% 307,000,000 70) K EfHIK
&= (B 14,0000007T) 2 E BB
896,000,000 7t + W& A F [/ H LA B
463,000,000 L8k 107% > BRAFAIBREZHRY
EEREBREMABERN KGR -

o EER

MEBRBAEEZZLER (598%) - =
TERFMERUBRAAREEZ ZHE -
KEREBZERYMECHBRINTTER - FT
BRZBRMDAIMEASEBEEEREREZ 9% K&
10% - REBRZRFZNAAEERZE 2 &K
REE (fh47%) @ MEBHEHEMAILR (A
34%) -

BB

RZZEERF+-A=+—H AEEZEE
4 (EEH T 19,584,000,000 7T (—ZEZ U4 -
75 14,100,000,000 7T (&%) - MAEERE
(TEELERFEER) ZH% 13,818,000,000
T (ZZZ 4 © % 10,771,000,000 7T (=&
7)) - DRIREFRE _EFE 5,484,000,000
T K 7 ® 3,047,000,000 7T - EEAEEGMEES
BR(EERO REITRBELZBEMERSZ
WEIEM » QRERAE & LG WIE 2 3118
m: RQBEMTRE BILES - AEBERK
EERESEEBEBRAESREEE 2AET
I Rk b I

HOPSON DEVELOPMENT HOLDINGS LIMITED

aLAERES

i

BER A

o)

41



42

B ANNUAL REPORT 2005 & #}

FINANCIAL REVIEW B [EEE

Aligned with this, total liabilities also increased, primarily due to
additional bank borrowings obtained and the Guaranteed Senior
Notes raised.

Current ratio increased from 1.09 at last year end to 1.73 this
year. Total equity increased to HK$5,765 million at 31st December
2005 from HK$3,329 million at 31st December 2004, due mainly
to the (1) contribution from the current year's profit attributable
to shareholders and (2) the placement of shares to strategic

investors.

LIQUIDITY AND FINANCIAL RESOURCES

The Group derived its source of fund primarily from income
generated from business operations, bank borrowings, cash
raised from the placement of shares and the issue of Guaranteed
Senior Notes, which were, in turn, used to finance its business

operations and investment in development projects.

As at 31st December 2005, the Group's liability-to-asset ratio (i.e.
the ratio between total liabilities and total assets, excluding
minority interests) was 71% (2004: 76% (restated)). The net debt-
to-equity ratio (i.e. total debt less cash and bank deposits over
total equity) was 79% (2004: 112% (restated))

As at 31st December 2005, the Group had cash and short-term
bank deposits amounted to HK$2,590 million (2004: HK$737
million) of which HK$71 million (2004: HK$150 million) were
pledged as collateral for the Group’s banking facilities. In
addition, the Group's bank deposits of approximately HK$166
million (2004: HK$108 million) were charged to certain banks in
respect of the mortgage facilities granted by the banks to the
buyers of the Group's properties. 80% of the cash and bank
deposits was denominated in Renminbi,
and 17% in United States Dollar.

3% in Hong Kong dollar

Total borrowings from banks amounted to HK$4,003 million (2004:
HK$3,506 million) representing an increase of 14% or HK$497
million over the previous year. Gearing, measured by net bank
borrowings and the Guaranteed Senior Notes (i.e. total bank
borrowings and Guaranteed Senior Notes less cash and bank
deposits as a percentage of total equity), decreased from 83%
(restated) as at 31st December 2004 to 71% as at 31st December
2005. The substantial improvement in gearing ratio was mainly
attributable to the unutilized proceeds as of year end which were
raised from the placement of shares and the issue of Guaranteed

Senior Notes.
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All of the Group's bank borrowings were either secured or covered AEEMRBRITERASAEMRNE L AE
by guarantees and substantially denominated in Renminbi with R MAMBDUAAREFHE - W LAREE M K5

fixed interest rates whereas the Guaranteed Senior Notes were B MRFBELZEFENEEBRAETFE -
unsecured and denominated in United States dollar with fixed WABERERAE - MESEAEBEER
interest rate, representing approximately 56% and 37%, KEH) 56% 2 37% ©

respectively of the Group's total borrowings.

All of the other borrowings were unsecured, interest-free and FIEHMEES REERR 22 RKREHUA
substantially denominated in Renminbi. R¥EEH -

The Group's borrowings repayment profile as at 31st December AEER-_ZERNF T _A=+—RHAZEEER

2005 was as follow:— MEFEERWNT -
As at As at
31st December 2005 31st December 2004
R-ZEBILE RZZEME
+-ZA=+-H +-A=1-H
Bank Guaranteed Other Bank Other
borrowings Senior Notes borrowings Total borrowings  borrowings Total
R

RORE BAEER  ApRE B3 BOEE  HuEE @it

(HKS million) (M B&& i)

~within 1year ~ ——FR 1,837 - 452 2,289 32% 1,958 878 2,83 64%
- after 1 yearbut ——F{%E
within 2 years MER 1,450 - - 1,450 20% 878 69 947 21%
- after 2 years but —MEHE
within 3 years “ER 716 - - 716 10% 670 - 670 15%
-afterSyears  —REH - 2,661 - 2,661 38% - - - -
Total borrowings ~ {EEBE 4,003 2,661 452 7,116 3,506 947 4,453

Less: Bank deposits  J5 : 1775
and cash kEg (2,590) (737)

Net borrowings fFEFE 4,526 3,716

REPAYMENT PROFILE OF THE GROUP’'S BORROWINGS £

2005 2004 after 2 years but

within 3 years

MEREBE=FN

within 1 year

after 5 years

hLFk

within 1 year

—FR

after 1 year but
within 2 years

—FRERFA

after 2 years but after 1 year but
within 3 years within 2 years

MERE=FA —FREMFN
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The increase in borrowings was caused by the additional loans
drawn down and the Guaranteed Senior Notes issued in
November 2005 to finance the development of new projects.

As at 31st December 2005, the Group had banking facilities of
approximately HK$5,640 million (2004: HK$3,506 million) for short-
term and long-term bank loans, of which HK$1,637 million were

unutilized.

CHARGE ON ASSETS

As at 31st December 2005, certain assets of the Group with an
aggregate carrying value of HK$5,068 million (2004: HK$3,564
million) were pledged with banks for loan facilities used by

subsidiaries and a jointly controlled entity.
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CONTINGENT LIABILITIES HAREE
As at 31st December 2005, the Group provided guarantees to RZBEZERF+_A=+—0  XEEH T
banks for:- FIEMRITEER :
As at 31st December
R+=—A=+—8H
2005 2004
—BREEF —TTWF
HK$ million HK$ million
B&#BT B&EET
- mortgage facilities granted -ABEAEEMEZER
to buyers of the Group's RERIBENR M MERT
properties {EH 2 IR 4,024 3,271
- loans borrowed by —HEEATZRITERM
related companies IRITIE L 2 R - 80
4,204 3,351
CAPITAL COMMITMENTS B A E

The Group's capital commitments in respect of land and
property construction costs and capital contribution to a

jointly controlled entity were as follows:

AEBER T R MERZERA - AR —FEH
FEHEREE ZEARAENT

As at 31st December

R+t=A=+—8H
2005 2004
—E2BRF —ETMF
HK$ million HK$ million
A &ET B&EET
Authorized and contracted for BE®EREFH
— Property construction costs — R A 5,767 3,639
— Capital contribution to a —R—EHEEENEE
jointly controlled entity 2 BRER 101 162
Acquisition of further interest ¥ — P Ui — I H R EH]
in a jointly controlled entity ERER 130 469
Acquisition of equity interests  WHEAR THBEI KEEFLE
in certain mainland 2R A
China entities 956 -
6,954 4,270
Authorized but not B
contracted for BRETA
~ Land costs — kAR 885 1,087
— Property construction costs — W EREK A 15,682 18,376
16,567 19,463
23,521 23,733
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The Group's share of capital commitments of the jointly controlled

entity not included in the above were as follows:

WARBRBE EX 2 AREEEG—HLRESE
BB EARAENMT

As at 31st December
R+=-—HA=+—H

2005 2004
—EERF —ERNF
HK$ million HK$ million
BE# T BEET
Authorized and contracted for B &EENEEI4
— Land costs — A AR 105 68
— Property construction cost — M E RS 231 184
336 252
Authorized but not B
contracted for BRETH
— Land costs — T A AR 91 51
— Property construction R E 3= N 1,282 967
costs
1,373 1,018
1,709 1,270

The Group has operating lease commitments in respect of
premises under various non-cancellable operating lease
agreements. The future aggregate minimum lease payments

under non-cancellable operating leases are as follows:

AEERZNEMEENE I T A EHEEEH
EEm AR EHERE - RIBTAIFHEALD
RBERzZEEEFBESDOT

As at 31st December
R+=-—A=+-—8

2005 2004
—22I1HF —ZTTOF
HK$ million HK$ million
B&EET B EETT
Amounts payable THERZAN 2 IR
— within one year ——FR" 8 5
— within two to five years —Z—ZRFRA 27 3
35 8

With the continuous cash inflow from property sales, the
committed banking facilities and the cash in hand, the Group
should be in an adequate liquidity position to meet these on-

going capital commitments by stages.

TREASURY POLICIES AND CAPITAL STRUCTURE

The Group adopts a prudent approach with respect to treasury
and funding policies, with a focus on risk management and
transactions that are directly related to the underlying business
of the Group.
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