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RESULTS OF OPERATION EERE

The Group’s business is investment in properties, listed and AEEXBRIYE  EWRFELTESFH
unlisted equity and securities. The Group'’s portfolio comprises RE - AEENBREACBERZERRBRE
high to low risk investments. The diversification aims to ~ &8 E o yﬁfbﬁ’ﬂ&ﬁ%g'ﬁﬁ%ﬁ&ﬁ
smoothen out the overall risk of the portfolio. HENEBRERR -

As at the end of the first half of 2006, the Group’s major RZZZRFL¥FR AEBTERER

investments are as follows: BT :

Investments Description REEH 3

AsiaWorld-Expo An exhibition facility in Hong Kong 25 M BB 1 4R EBZERERE

Retail Properties Retail shops in Mongkok and ZEME DAANEREES
Causeway Bay, the prime retail SHR A A K IREE
location in Kowloon and Hong Kong METEES

respectively

Grand China Air The single largest shareholder of HEMZE ?HQ FEARAME([F
Co., Ltd. Hainan Airlines, the No. 4 aviation BERAF B EmAMELTSE
(“Grand China”) group in the People’s Republic of (Hﬁiﬁn ) EMEZ&EK 333 Hx

China (the “PRC”), and a strategic R NREFAHER
shareholder holding 45% interest in BRAE ([ Eﬁﬁ? )
CR Airways Limited (“CR Airways”), 45% 1 2 REEIR R
the third passenger airline in Hong EREZFEEMER
Kong flying to cities in the PRC and B RAEREEZ DR
Southern Asia m

Debts and Equities A portfolio or debts and equities &1 & kA BB RRAEE

Oriental Cashmere A cashmere knitwear manufacturer Oriental FHREXRPERD
Limited (“OCL”") Cashmere

Limited
(TRAFEH])
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During the first half of 2006, the Group completed the
acquisition of the retail properties in Causeway Bay, and made
advanced progress to convert it into a shopping mall. Retail
shops at Argyle Centre had a moderate growth in rental rate.
Both our investments in tradable equity and high-yield bonds
reported profits. As AsiaWorld-Expo officially commenced
operation in January 2006, the Group started amortizing its
investment over the remaining project period, and accruing
its entitlement to the preference share dividend during the
first half of 2006. CR Airways introduced a major airline in
the PRC as a strategic shareholder, who helped accelerate the
fleet expansion into bigger aircraft - Boeing 737-800. OCL
reported a small loss in the first half in a typically low season
for cashmere.

The net profit of the Group for the first half of 2006 was
lower than that of 2005, due mainly to the absence of
significant profit from property revaluation.

INVESTMENT REVIEW

As at 30th June, 2006, the Group’s major investments were in
AsiaWorld-Expo, Argyle Centre (retail shops in Mongkok),
Timeplus (the new shopping mall in Causeway Bay), Ginza
Plaza (retail shops in Mongkok), Grand China, OCL (a
cashmere manufacturer in the PRC), high-yield bonds and
equity securities.

AsiaWorld-Expo

The Group owns 60% interests in a private sector consortium
(“JVP”) that owns 13.5% interests in AsiaWorld-Expo, a 66,000
sqm permanent exhibition center located at the Hong Kong
International Airport, with a capacity of expanding into a
100,000 sqm exhibition facility. The other shareholders of JVP
are the Hong Kong Government and the Airport Authority.
The Group also owns 40% interests in the operator of
AsiaWorld-Expo.

AsiaWorld-Expo is a column-free structure under one roof,
with a dedicated Mass Transit Railway station — the “AsiaWorld-
Expo Station”. The facility was officially opened in December
2005. Bookings are well into 2009, with revenue exceeding
the budget originally planned at the time of our initial
investment. There were more than 50 events up to the financial
year ending 31st March, 2007. Its world-class specifications
attracted a number of major international exhibitions to
relocate to Hong Kong :
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1. International Telecommunication Union’s (ITU) Telecom
World annual convention, the world’s biggest telecom
show, will be held in December 2006. ITU has been
traditionally held in Geneva before.

2. Asian Aerospace, Asia Pacific’s foremost aerospace
exhibition, has selected AsiaWorld-Expo as its venue for
September 2007. Asian Aerospace has been traditionally
held in Singapore before.

3. China Sourcing Fairs, a full house exhibition held
previously in Shanghai, moved to our centre in April,
attracting:

- Electronics and components: over 1,700 exhibitors
and 26,000 buyers;

- Fashion accessories: over 500 exhibitors and

11,000 buyers; and

- Gifts and home products and international
hardware: over 3,600 booths and 30,000 buyers.

The fairs showcase the latest products from quality
suppliers from China, Hong Kong and the rest of Asia.

In addition to exhibition, a world-class entertainment hall
(named AsiaWorld-Arena) is purpose-built for concert and
entertainment events which can house up to 13,500 spectators.
A number of acclaimed local and international artists, such as
Chan Po Chu, Oasis, Jamie Cullum, Coldplay and The Black
Eyed Peas, already performed in the Arena.

The Group’s investment in AsiaWorld-Expo is in the form of
preference shares, which entitle the Group to a preferred
dividend on a cumulative basis, the payment of which depends
on the cashflow of the project. The Group recorded in the
accounts the preference share dividend accrued for the six
months ended 30th June, 2006. The preference share dividend
is a contractual obligation of Hong Kong IEC Limited, the
holding company of AsiaWorld-Expo.
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Retail Properties

The Group focuses its property investment on retail space on
prime locations only. In 2005 the Group added two properties
to its portfolio, with completion in November 2005 and
February 2006.

Properties Status

Argyle Centre, Mongkok The Group owns 153 shops in
Argyle Centre (over 34,000 sqft),
with a virtually full occupancy
rate and a steady growth in rental
income.

Ginza Plaza, Mongkok The Group acquired over 14,000
sqft of retail space in Ginza Plaza
in November 2005, with a full
occupancy rate.

Timeplus,
108 Percival Street
Causeway Bay

The Group completed acquisition
of the property in February
2006. The property, previously
occupied by a famous restaurant,
is being converted into a
shopping mall, scheduled for
opening in mid-November 2006.
Leasing is in progress.

High-Yield Bonds

Having returned to an environment with relatively high interest
rate, with The Federal Rate of the United States having spiraled
from 3.5% per annum in August 2005 to 5.25% per annum in
August 2006, the high-yield bond market becomes less
attractive to us than it was in the past. The Group has been
winding down its position in high-yield bonds in the first half
of 2006. We sold 15 bonds and are cautiously reviewing the
remaining few in our portfolio.

Grand China

The Company has swapped its entire interest in CR Airways
for new shares in Grand China. The largest shareholders of
Grand China are based in the Hainan Province and a fund
managed by George Soros. Grand China is the single largest
shareholder of Hainan Airlines, the fourth largest aviation group
in the PRC listed on the Shanghai Stock Exchange.
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The official registration procedures of the issuance of the shares
of Grand China to the Group are still in progress as of the
date of this report.

After the asset swap, Grand China has become a 45%
shareholder of CR Airways. The introduction of Grand China
as a strategic shareholder of CR Airways enables CR Airways
to employ the resources and expertise of Hainan Airlines to
expand its network and business and to build up cooperation
with Hainan Airlines. It is now flying Sanya and Haikou under
a code-share arrangement with Hainan Airlines.

With a view to lower average operating costs and to serve
longer haul routes, CR Airways is decommissioning the
Bombardier CRJ series aircrafts, and is now dry leasing two
Boeing 737-800 aircrafts from Hainan Airlines.

To ride on the potential captured by the synergy with Hainan
Airlines, the Group has subscribed a new HK$5 million
convertible debentures of CR Airways with an option to
subscribe a further of HK$45 million convertible debentures.
The management is still assessing the performance of CR
Airways and is yet to decide whether to exercise the option.

CR Airways continues to run at an operating loss. Its scheduled
destinations include Sanya, Haikou, Guilin, Kunming and
Changsha. It is also designated the right to fly scheduled flights
to Wenzhou, Meixian and Tianjin.

It is also licensed to fly to 30 PRC cities and 8 Southeast
Asian cities. Once the licensed routes are designated, the
potential PRC market will increase to cover a population of
more than 250 million within the catchment area.

Oriental Cashmere Limited

Since the chaos resulting from the lifting of the textile quota
system in 2005, profit of OCL fell significantly. The first half
of 2006 remains competitive for OCL, which in any event was
the low season for cashmere business. A loss of HK$6.8 million
was reported, compared to the gain of HK$2.7 million in the
first half of 2005.
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PROSPECTS

With the increase in retail space in prime locations, the Group
expects to increase both rental income and value of its
properties.

AsiaWorld-Expo is particularly suited to large-scale events.
We are confident that the forthcoming International
Telecommunication Union’s (ITU) Telecom World annual
convention and Asian Aerospace will be successful.

SOURCE OF FUNDING AND INDEBTEDNESS

As at 30th June, 2006, the Group had an aggregate bank and
other borrowings of HK$783 million (at 31st December, 2005:
HK$486 million), representing an increase of HK$297 million
from the beginning of the year. Borrowings repayable within
one year and after one year were HK$41 million (at 31st
December, 2005: HK$11 million) and HK$742 million (at 31st
December, 2005: HK$475 million) respectively.

As at 30th June, 2006, all bank and other borrowings of the
Group were interest-bearing at floating rates and fixed rates.

PLEDGES OF ASSETS

As at 30th June 2006, bank deposits of HK$9 million (at 31st
December, 2005: HK$17 million) of the Group were pledged
to a financial institution to secure borrowing facilities provided.
In addition, certain bank loans of the Group were secured by
the Group’s investment properties, which had a fair value of
HK$1,325 million as at 30 June 2006 (at 31st December, 2005:
HK$1,020 million).

FINANCE COSTS

Finance costs for the first half of 2006 were HK$17 million
(2005: 0.5 million),
corresponding period last year. The increase of finance costs

representing 33 times that of the

was primarily due to the increase of bank borrowings to finance
the acquisition of the Group’s investment properties.
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SHARE CAPITAL STRUCTURE

The number of ordinary shares in issue as at 30th June, 2006
and 31st December, 2005 was 1,691,171,989.

GEARING RATIO

As at 30th June, 2006, the gearing ratio of the Group, which
represents the ratio of interest-bearing bank and other
borrowings to total shareholders’ equity, was 88% (at 31st
December, 2005: 54%).

FOREIGN EXCHANGE EXPOSURE

As at 30th June, 2006, most of the Group’s investments are
based in Hong Kong dollar and United States dollar and are
therefore not exposed to significant foreign currency risks.
The Group’s investments in Euro denominated debt securities
are closely hedged against currency exposure.

GUARANTEE

The Company has given a guarantee to a bank to secure the
outstanding indebtedness due by a subsidiary, for an amount
attributable to the Group’s equity interests. The amount of
outstanding indebtedness due by a subsidiary to this bank as
at 30th June, 2006 was approximately HK$705 million (at
30th June, 2005: approximately HK$145 million).

The Company has given a guarantee to a financial institution
to secure borrowing facilities available to a wholly-owned
subsidiary in the amount not exceeding US$15 million. The
outstanding indebtedness as at 30th June, 2006 was
approximately Euro 0.8 million (at 30th June, 2005:
approximately Euro 3 million).

STAFF COSTS

The Group’s total staff costs for the period under review
amounted to HK$114,000 (First half of 2005 : HK$114,000).
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