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Business Overview and Strategies
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fE £ 78 0 — H One Grand Tower, Mongkok

The Group's revenues derive largely from its subsidiary, Hang Lung
Properties Limited and as such, the results for the financial year reflect
developments in the Hong Kong and Shanghai property markets
where this operating company is active.

Income from our investment properties in both Hong Kong
and mainland China increased, supported by positive rent
reversions and further increases in rental rates. However, rising
interest rates weakened demand for residential property in
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Hong Kong and the resulting decline in development sales led
the Group’s turnover to fall by 43% over the financial year 2005
to HKS$4,283.7 million.

In accordance with HKAS 40 and HKSIC-Int 21 Financial Reporting
Standards, a revaluation surplus of HK$3,925.3 million was recorded
for the financial year on the value of the Group's investment
properties and recognised as income, together with related deferred
tax. As a result, net profit attributable to shareholders fell by 39% to
HK$2,832.6 million. Underlying profit, which excludes the effects of
the revaluation, declined by 49% to HK$949.8 million.
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The Group's strategy centres on building a portfolio of investment
properties in prime locations that can generate steadily rising income.
We also seek to develop residential properties for sale to provide an
additional source of growth.

The investment portfolio is focused mainly on office and commercial/
retail properties and currently covers properties in both Hong Kong
and Shanghai. More recently, we have begun to develop sites at other
major cities in mainland China, as levels of prosperity have risen.

In all of our businesses, we aim to add value through paying close
attention to the use, branding, marketing and management of
our properties.

In respect of our lawsuit against the purchaser of The Bay Bridge
which previously reported, on 2 August 2004 the Court ruled in favour
of the Group and the purchaser subsequently lodged an appeal to
the Court of Appeal. On 30 December 2005, the Court of Appeal ruled
in favour of the Group again. The purchaser lodged a further appeal to
the Court of Final Appeal, scheduled for hearing in 2007.
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Hong Kong Property Leasing
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Unique sizes and
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global brands...
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Our investment properties in Hong Kong performed well, supported
by the strong economy, with revenues rising 6% to HK$2,075 million
for the financial year. Rental levels climbed, although at a slower
rate than in the previous financial year. The rent reversion cycle
remained positive.

Strong demand boosted occupancy rates, averaging 98% for the
commercial and retail, 91% for the office and industrial/office and 73%
for the residential and apartment portfolios.

$R§7% 4 53 Fashion Walk, Causeway Bay: 1,2

EHAMARLTFZRYE SELESANPITEHEYEES
We have the largest portfolio of ground floor retail space
in the key shopping locations of Mongkok and Causeway Bay
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No new investment properties were developed or acquired during
the financial year and gross floor area (gfa) remained stable at 243,000
square metres of commercial and retail, 291,000 square metres of
office and industrial/office and 99,000 square metres of residential
and apartment space.
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Geographical Analysis of Hong Kong Investment Properties

BEBEE(TFELK)
Gross Floor Area (000 sg. m)

BERAGEBBEETL)

Rental Revenue (HKS million)

HHE(AHE)
Occupancy Rate (%)

2006 2005 2006 2005 2006 2005
BE Hong Kong Island
RRRkEE Central and Admiralty 50.6 506 2524 2418 96 90
e RET Causeway Bay and Wanchai 98.2 98.2 440.7 4027 93 97
R R SI%0R Kornhill and Quarry Bay 126.7 1267 389.2 369.1 87 90
WTER L The Peak and Mid-Levels 28.2 282 120.8 1158 87 86
RS Hong Kong South 9.2 92 33.2 375 92 86
NE Kowloon
= Mongkok 102.0 1020 330.6 3115 94 95
LPHE Tsimshatsui 39.7 397 97.7 819 94 9
LEARESR Ngau Tau Kok and Kwun Tong 69.2 69.2 252.2 2528 97 99
ROE LEREM Cheung ShaWan, kwai Chung and others 109.5 109.5 158.2 146.3 85 89
M@t Total 633.3 633.3 2,075.0 19594 91 94
B R Commercial and Retail
HEARMBEEMGERE (LERBEAMLIK  Higher domestic spending together with inbound tourism, especially
BINEEFSHT EETENMHEBDN  from mainland China, increased the demand for our well-managed,
BSMEZTAERINTER well-located retail properties.
SEEFEARESOEMEEEES ©  The Group has properties in districts with the highest shopping traffic
HEMYEFEALE  EWBEENME  andin the key districts of Causeway Bay and Mongkok we have more
ASTEBMERARSFIMAEMEYE ©  ground floor space than any other owner. Ground floor rents are
WERBIESERNA=EBHEEZ  typically in the region of four times those of third floor rental levels.
mfE o
FR - KEEENAEZBER - BET  During the year, we continued to build on our locational advantage
BISE — P ERREMETRIN - EBLEH  through further rebranding and renovation which helped to maximise
SHETESEMNBOAR - BPREEE  rentals by increasing shopper traffic.
K o
NREANRERSCHRBRES - A Following similar previous successes, Gala Shopping Mall in Mongkok
BREROEFSAMBERSEIERBESE  was renamed Gala Place and positioned to appeal to younger people
2 GEREBERBITHRX—MMZ  and tourists. The tenant mix changed accordingly, with the former
fE - ZMEMBFAEATMBEZNE - UE  family oriented fast food and retail outlets increasingly making way for
BFEERREEHNREEREH - MM more up market, international brands.
RZOFEFAARBREERRE -
SO ZREBMERHE EEBEMRME  Increasingly, the major retailers are seeking to develop flagship stores
ERBEEEE  UWBEASBEFRHEER  that cover two floors, enabling them to create a more spacious and
WET @R B YRIE R IGRMEREI N - & welcoming environments that have a bigger brand impact. Our
20 EEEEERAF -2BH/EAFEH
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A% 4 JE Fashion Walk, Causeway Bay

B A FER L —H - RE Food Atrium, One Grand Tower, Mongkok: 1,2

B EEE - UXNIMBEBELN  portfolio is able to offer such locations and the adidas store at
= (adidas) EERTEE - KABZIER  Fashion Walk in Causeway Bay became the latest example of such a
R ELE ‘double decker’outlet.

URHEARNRBHAEMATER T UK  In Mongkok, the final integration of the former Ritz Building with
REAHTIE - HEEHEEP LM Grand Tower to create One Grand Tower and Two Grand Tower, has
HWRR O REAZEICHBYAE  ceated a unique retail block on Nathan Road, one of the Hong Kong's
FHGE - FAEIT RS — A RIS A o busiest main shopping streets.

EMEF - SREERAEFNNTIS  Asin previous years, the Group supported its tenants through
WEFE - RETHSMAEERMT  innovative campaigns that provide support to our properties and
B - —TTRNFOAZENA £E  brands. Between April and June 2006, we launched a free parking
HH (2B EREGTR2ERE] BF - L promotion, allowing shoppers to park free depending on the
RAREBRTEETHEFTNELT EL  numbers of their licence plates. This attracted a high level of interest
BHE - ZEMBESHIERINREX  and boosted shopper traffic.

EMEMAR o

BHN - EBMRAFILTAEZYE - WIEE  We also began preparations for a’Music at The Peak’ campaign

BRGEN [RELTE] PEZRERE - % which was launched in July 2006. This exciting event combines

HHBR -_FTRFLARE - EREE  performances from Chinese and Western musical tradition at

RUEE —FHENEER - The Peak Galleria, our property on Victoria Peak, enhancing the
shopping experience for visitors.
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Hong Kong Property Leasing
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Office and Industrial/Office

Hong Kong continues to attract strong demand from
multinational businesses as they expand their Asian and

China operations. This supported the Group's portfolio of offices,
some of which are located in Hong Kong's prime Central district,
where supply is limited.

Our Grade A property, Standard Chartered Bank Building, saw rental
levels rise by 10% over the previous financial year.
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Residential and Apartment

The Summit, a luxury residential property in Mid-levels, continued to
maintain its attraction to high quality corporate and consular tenants.
Rental income rose 3% over the previous financial year.

The Grand Plaza Apartments in Quarry Bay saw rental income rise by
6% and occupancy reached 68%.
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Segmental Analysis of Hong Kong Investment Properties

HeBA(EER

B HHE(FAX)

Rental Revenue (HKS million) Occupancy Rate (%)
2006 2005 2006 2005
EEeY Gk Commercial and Retail 1,138.6 1,0803 98 9%
BYERIX/ZETE Office and Industrial/Office 585.6 5354 91 93
FEREM Residential and Apartment 262.6 2512 73 85
FEg Car Parks 88.2 925 N/A N/A
wxt Total 2,075.0 1,9594 91 94

11y 4% The Summit, Mid-levels: 1,2, 3,4
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Hong Kong Property Development and Sales

a8 FEE AT The HabourSide, West Kowloon: 1,2, 3,4, 5
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Following two years of strong gains, the Hong Kong residential
market began to weaken in the financial year 2006. Although the
affordability level remained reasonable, the possibility of a further rise
in mortgage rates affected sentiment.

This was especially true in the luxury segment, where prices had
rebounded much more sharply. Given the low cost to holding
properties, the Group decided to await an upturn before launching
more sales and for the financial year 2006 only 21,000 square metres
gfa were sold, with the focus on less expensive mass residential
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BEEELER  SER-_ZTXEHWHF  properties. This contrasts with the previous financial year, when the
EEELME—TE A RMEEERE - M Group sold some 73,000 square metres gfa. As a result, revenue from
ZEBNLZRIRENTETEME - property sales fell by 73% to HK$1,313.9 million.

b MEEEEBZBRATHRES ZET

CEBBTZE-FZEATER

Hang Lung Group Limited Annual Report 2005/06 25



EWRE 2 wmEDT
Management Discussion and Analysis

FANLBE EERX T The HabourSide, West Kowloon

AN R

¢ The Long Beach, West Kowloon: 1, 2
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AEBFTRIFHEEREENT N NATELE
—ABEMN  TMESRRAEMYE - TR L

MRFEEZFIERERS
Over 300 units were sold at an average
I price of HKS4,800 per square foot, not only a

SEEHZEEYE  TERANEEA
BEEBEXAABB=-AMEML  H
BEFHRFOEER/EELTNETT °
HEETERREAEMYE  TERL
MBRFEE2FHEERS °

—ETRFNAES  BELEET
AENLTHHE - ME_ZSZENFHR
FERN AEEz T MHFEBYENRE
R-EERERNA=ZTHENEEDERK
WEEMEAR=T _HEEMN  mE
HEBRAE-TN\B=-FFHX-

premium over other properties in the district
but higher than the previous financial year

The majority of sales were from AquaMarine in the West
Kowloon reclamation area. Over 300 units were sold at an
average price of HK$4,800 per square foot, representing not
only a premium over similar properties in the district but
higher than the previous financial year.

Hong Kong has seen no significant tender activity since
September 2005. The financial year 2006 therefore saw no
change in the Group’s land bank, comprising the remaining
3,200 units of 282,000 square metres gfa in its already completed
developments as at 30 June 2006.
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