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2006 MARKET REVIEW

In 20006, the Hang Seng Index and the Hang Seng China Enterprises
Index moved within a tight range in the first half of the year before
surging in the second half. For the full year, the Hang Seng Index
rose by 34.2%, whilst the Hang Seng China Enterprises Index rose
by 94.0%. With strong liquidity inflows, average daily market
turnover was HK$33.9 billion, an increase of 85.3% over 2005,
and surpassing the record average reached in 2005. As at the end of
2006, Hong Kong ranked third by total equity funds raised, second
by new listings’ funds raised, and sixth by market capitalisation,

among members of the World Federation of Exchanges”.

Investor confidence was boosted by several developments. From the
third quarter onwards, the U.S. Federal Reserve kept the overnight
interest rate on hold. This followed seventeen consecutive rises from
the second quarter of 2004. In addition, the Renminbi appreciated
by 3.3% against the U.S. dollar during the year, and Mainland China
recorded GDP growth of 10.7% in 2006 compared to the previous
year. Sectors that benefited the most from these factors included
the Mainland consumer and related sectors, and the banking and

insurance sectors.

At the end of the year, Hong Kong’s unemployment rate had dropped
to 4.4%, a substantial improvement from the 8.5% unemployment
rate reached in May 2003. In the fourth quarter of 2006, Hong
Kong’s GDP was 7.0% higher than the same period a year earlier.
Hong Kong’s interest rates remained well below U.S. interest
rates throughout the year. The gap between the 1-month Hibor and
I-month U.S. Libor widened from 0.294 percentage points at the
start of 2006, to 1.267 percentage points at the end of the year.

*  World Federation of Exchanges Monthly Statistics December 2006
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REVIEW OF OPERATIONS

WEALTH MANAGEMENT AND BROKERAGE
Securities Broking

Securities broking continued to be a very significant contributor to
our revenue. The Group participated in 37 issues of sub-underwriting,
placements and IPOs generating substantial income from IPO
placement and trading commissions as a result of the upsurge of [PO
launches especially from H-shares. Third party execution provided
to non-exchange participants produced sustainable revenues while
institutional and investment bank clients remained a source of stable

income.

With higher demand for a diversified portfolio of investment
products from clients coupled with our extensive trading platform,
our income from mutual fund and unit-linked products achieved
significant growth. The Group continued to act as a Liquidity
Provider to warrant issuers, although the level of activity and thus

income softened following policy reform in the industry.

SHK Online, our self directed execution service, was again able to
capitalize on its position as a market leader and with buoyant market
conditions, recorded significant growth in turnover and increased

profitability by more than 100% from the year before.

Leveraged Foreign Exchange, Bullion, Commodities, Financial
Futures, and Other Products

Turnover in stock options and futures rose strongly with rising
market interest. Our average daily volume of stock options traded
on Hong Kong Exchanges and Clearing Limited (“HKEx”) grew
significantly, with the Group achieving one of the top ranking
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positions for turnover at the end of the year. In commodities, the
price of gold reached a 25 year high of US$725.75 per ounce,
contributing to a considerable strengthening in our turnover for gold
futures and bullion contracts.

Securities Financing and Term Lending

The buoyant conditions in the stock market were reflected in a
substantial increase in our margin book. Our term lending book
remained stable despite keen competition in alternate financing

through the capital markets such as [PO and shares placement.

Minibonds

The mandate for the Minibond business is to distribute structured
products to third party intermediaries in Hong Kong and Macau.
By forming a strategic partnership with investment bank Lehman
Brothers, the Group has issued more than 25 credit-linked notes and
2 fund-linked notes, raising in excess of HK$8 billion in aggregate
since 2002. Our mandate includes product origination, sales and
marketing and relationship management with over 20 intermediaries
in Hong Kong and Macau. We will continue to explore new asset
classes to increase our product offering and broaden our distribution

network.

Insurance Brokerage

2006 was a difficult year for Hong Kong’s general insurance
industry due to the continuation of a soft market, rising operating
costs and intense competition from banks both in terms of business
acquisition and human resources. As a result, we experienced high
staff turnover and significant premium reduction on many classes of

insurance during the year.
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For 2007, we will strengthen efforts to enhance client loyalty,
develop new products with insurers to suit the market’s evolving
needs, explore ways to expand our distribution network and enhance
our market development efforts in China.

Equities Research

Throughout 2006, we remained positive on the local equities market
and our Equities Research analyses encouraged investors to buy into
Hong Kong and China equities. Targets published at the start of the
year for the major equities indices were met during the year. The
research team attended more than 300 company visits and corporate
presentations and published more than 500 equity comments
and analyses as well as almost 600 strategy, sector and company
reports. It also held press conferences and conducted numerous
seminars. Our top 20 calls of 2006 outperformed the Hang Seng
Index by a margin of between 43% and 148%. 50% of the team’s
recommendations were “Buy” calls and the remainder were “Hold”

and “Sell” recommendations.

In a survey of broker performance conducted jointly by the South
China Morning Post and Starmine, our Research team was ranked
in the top ten for recommendations made on Hong Kong large cap
stocks and in the top five for recommendations on mid-small cap

stocks.
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CAPITAL MARKETS
Corporate Finance

During the year, the Corporate Finance division successfully launched
and sponsored the IPOs of Modern Beauty Salon Holdings Limited,
DBA Telecommunication (Asia) Holdings Limited, Jutal Offshore
Oil Services Limited and Smart Union Group (Holdings) Limited on
the main board, and Xinjiang Tianye Water Saving Irrigation System
Company Limited on the GEM board of The Stock Exchange of
Hong Kong Limited.

We were also appointed as the Independent Financial Adviser
to Shanghai Zendai Property Limited on its major and connected
transaction, A-Max Holdings Limited on its major transaction and
IRICO Group Electronics Company Limited on its continuing
connected transactions. Furthermore, we were the Financial Adviser
to Wah Cheong Development (B.V.I.) Limited, a wholly-owned
subsidiary of the Company, on its unconditional mandatory cash
offers for the securities of Quality HealthCare Asia Limited.

We were also actively involved in underwriting numerous [POs
during the year.

Institutional Sales

Business development for our recently established institutional sales
units in the Asia-Pacific region has been very pleasing. The Group
was very active in promoting Hong Kong primary and secondary
deals to institutional investors from Hong Kong, Mainland
China, Singapore, Taiwan, and Japan. An encouraging number of
accounts were opened in the second half of 2006. Plans to establish

relationships in European markets are presently being explored.
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China Business Development

In 2006, we launched the China Business Development unit and
are presently in the process of setting up an investment consultancy
company in Guangzhou (with a branch office in Shenzhen), which
we hope will enable us to strengthen our existing relationships with
institutions and regulators in Mainland China as well as to develop
new relationships. The division brought the Group and one of the
Mainland’s largest futures brokerage companies, #iil. 44 7k & Hi £ £8
# A BRA ] (Zhe Jiang Province Yongan Futures Broker Company
Limited), together to establish China Xin Yongan Futures Company
Limited. The company is planning to commence operations in Hong
Kong as soon as it has obtained the necessary regulatory approvals,
which it expects in the second quarter of 2007.

Throughout 2006, the Group has been active in sourcing origination
opportunities in Mainland China and will continue to evaluate
prospective pre-IPO / IPO transactions as well as other opportunities
for business cooperation with financial institutions in Mainland
China.

ASSET MANAGEMENT

The fund management business experienced another year of strong
growth in 2006. Assets under management grew by 150% from
approximately US$260 million at the end of 2005 to US$650 million
at the end of 2006.

The number of global funds on our platform grew from three to six.
One represented a new launch of a single strategy fund of funds,
focused on asset-backed lending. We were also approached to
assume the management mandate for two existing funds — a single

manager multi-strategy fund and a merger and event driven fund.
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We also launched our second Asian hedge fund. The fund is managed
by a portfolio manager who has over 14 years’ trading experience
at various financial institutions. The fund is multi-strategy, Asian
(ex-Japan) and equity focused.

We continue to recruit experienced investment professionals to join

our platform and to launch additional Asian hedge funds.

CONSUMER FINANCE

In 2006, the Group expanded into the consumer finance sector,
through the acquisition of United Asia Finance Limited (“UAF”) in
August (and in which it now holds 58.18%). Given UAF’s proven
expertise in the industry and growth potential in both Hong Kong and
China’s consumer finance market, the Group believes this strategic
acquisition will strengthen and diversify the Group’s earning base
significantly.

UAF is a leading consumer finance company. At the end of 2006,
UAF operated 36 (2005: 32) branches in Hong Kong, providing a
versatile range of personal loan products. UAF achieved very strong
growth in profitability as well as in respect to its loan portfolio
balances in 2006. In 2007, UAF will continue to focus on improving
service, expanding its branch network, and exploring further business
initiatives.

B I 5 AFE 5 AR N R 4 o DR E
4 B — 44 FLAR A6 1 448 22 5 KL R 25 ]
B A AR Y1 AL KB RTAT BE o
AR F IR W R HAS) KA
i 2 SR B 4 o

456 1 A 28 9 OB R T A S LA
P86 o DASHEH B 2 a4 o

YN

JA20064F > 4 F AE )\ H 7 38 W i 9N 1B
AMBAERAR (TEMB AT > £H
BlFr A H58.18% MRS ) » M EH R EFA
N B 5 T o i o N I A B s HL e
S R B o i AR P B
HEEFENTSAAHMEE » WEM
A5 Lk D SR W ke WAL 6 1 T 3 sk % 9 S
A5 ) Py 2 R L o

on N B B S A W — KRB RN T S
B FE AT o JA20064F & > Ui PN A Bt
BB SA 36/ (20054 : 32[#) 4347 »
TRAL BRI WAL N BESKEE i o IR20064F »
o5 N A B S B R BB R Bk AL B A
ik ¥y R o 20074 > S B A
W B R BRI E E - R
Hoa T » U OE— S0 R E%5
# o



Sun Hung Kai & Co. Limited ¥ & 45 B A )

MANAGEMENT DISCUSSION AND ANALYSIS

B PG i B o3

The Hong Kong Building and Loan Agency Limited (“HKBLA”),
a listed company in Hong Kong and 74.99% owned subsidiary of
UAF since September 2005, is principally engaged in the provision
of mortgage finance, investment holding and treasury investments.
HKBLA has recorded a significant increase in profit for the year
to HK$11.3 million (2005: HK$1.2 million), mainly driven by its

treasury management activities.

PRINCIPAL INVESTMENTS, OTHER SUBSIDIARY &
ASSOCIATED COMPANIES

QUALITY HEALTHCARE ASIA LIMITED (“QHA”)

Following the Group’s purchase of the additional shares of QHA
from CLSA Capital Limited (“CLSA”) in October 2006 upon its
exercise of an option granted by CLSA as detailed in a circular of the
Company dated 27 October 2006, QHA has become a subsidiary of
the Company, which currently holds approximately 51.15% equity

interest in it.

QHA delivered a net profit of HK$65.1 million in 2006, a 16%
increase compared to net profit of HK$56.1 million in 2005.
Turnover for QHA in 2006 increased by 8.6% to HK$893.7 million
from HK$822.8 million in 2005.

The continued growth in profit has resulted from ongoing
enhancements in customer service, improvements in operational
efficiency, and closer teamwork between frontline and back-office
staff. The total number of client visits to QHA’s medical network
continued to increase, and there was overall growth in the total

number of corporate clients.
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QHA continued to expand its medical network in 2006 with the
establishment of new centres and the expansion and relocation of
existing centres. The expertise and reputation of QHA’s third party
administration and call centre continue to be strengthened and QHA
has been appointed by international insurers to handle China claims
and health plans.

TIAN AN CHINA INVESTMENTS COMPANY LIMITED
(“TIAN AN”)

The profit attributable to equity holders of Tian An was approximately
HKS$51.5 million (2005: HK$202.5 million), representing a 75%
decrease over the previous year. The decrease was attributable to
the recognition in the current year by Tian An of a provision for past
years and also this year for the newly imposed Land Appreciation
Tax (“LAT”) in Mainland China which was previously noted as a
contingent liability. These provisions amounted to approximately
HK$261.6 million and HK$35.8 million. Had these provisions not
been made, the profit attributable to equity holders of Tian An would
have been HK$334.6 million. The increase in profit attributable
to equity holders of Tian An for the year, before the provision for
additional LAT, was the result of an increase in the fair value of its
investment properties, a gain on its disposal of a jointly controlled

entity and a substantial increase in rental income.
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A total gross floor area (“GFA”) of approximately 83,800m? (2005:
182,000m?) of residential/commercial properties was completed
during the year, representing a decrease of 54% over last year. By
the end of 2006, a total GFA of approximately 282,300m? (2005:
246,400m?) was under construction, representing a 15% increase

from the preceding year.

As a direct result of the strategy shift to postpone sales as well as
retain more real estate for rental income generation, there was a
significant decline in GFA sold. Sales of approximately 79,100m?
total GFA, were recorded in 2006, compared to 138,000m? in 2005.
The benefits of this new strategy should be realized in 2008 and
2009 when key developments will come on stream. These include
the properties of Shanghai Tian An Place in Cao Bao Lu, Shanghai
Tian An Villa in Sheshan, The Manhattan in Wuxi and Shenzhen Tian
An Golf Garden (Phase 3). These developments have significantly
increased in value, and Tian An hopes to record substantial profit on

sales in the coming years.

YU MING INVESTMENTS LIMITED (“YU MING”)

The Group’s associated company Yu Ming incurred a loss
attributable to equity holders for the year ended 31 December 2006
of approximately HK$155.7 million (2005: profit of HK$144.7
million). It was primarily due to the derecognition of its investment
in CR Airways Limited as well as receivables originally held in an
aggregate amount of approximately HK$190.2 million.
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During 2006, AsiaWorld-Expo had its first full year of operation,
from which Yu Ming derived solid income. The retail property market
remained steady, and together with the opening of the shopping mall
“timeplus” in Causeway Bay in November 2006, Yu Ming’s rental

income recorded modest growth.

As at the end of 2006, Yu Ming’s major investments were in
AsiaWorld-Expo, retail shops in Mongkok and Causeway Bay,
Grand China Air Company Limited and a portfolio of debt securities

and equities investments.

OTHER INVESTMENTS

Our other Principal Investments, including a fairly significant stake
in HKEX, stakes in The Macao Water Supply Co. Ltd. and several
Chinese SMEs, generally performed well in 2006. Management will
use its best endeavors to maximize the value of these positions and

when appropriate, realize them.

FINANCIAL RESOURCES AND GEARING RATIO

As at 31 December 2006, the equity attributable to equity holders
of the Company amounted to HK$8,113.2 million, representing an
increase of HK$2,272.3 million or approximately 38.90% from that
of 31 December 2005. The Group’s short-term bank deposits, bank
balances, treasury bills and cash amounted to HK$1,089.4 million (at
31 December 2005: HK$423.4 million). The Group’s total bank and
other borrowings, loan notes, short term loan and three year bonds
due to a fellow subsidiary amounted to HK$4,709.2 million (at 31
December 2005: HK$450.5 million) with HK$1,328.0 million (at
31 December 2005: HK$342.5 million) repayable within one year
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(mainly utilized to support margin loan and consumer financing)
and HK$3,381.2 million (at 31 December 2005: HK$108.0 million)
repayable after one year.

The liquidity of the Group remained healthy as demonstrated by the
current ratio (current assets/current liabilities) of 2.26 times as at 31
December 2006 (at 31 December 2005: 2.29 times).

The Group’s gearing ratio (calculated on the basis of the Group’s
total bank and other borrowings, loan notes, short term loan and three
year bonds due to a fellow subsidiary over the equity attributable
to equity holders of the Company) was around 58.04% at the year
end (at 31 December 2005: 7.71%). The increase in borrowings was
mainly due to financing raised for the acquisition of UAF Holdings
Limited (“UAF Holdings”).

CAPITAL STRUCTURE, BANK BORROWINGS AND
EXPOSURE TO FLUCTUATIONS IN EXCHANGE
RATES

Pursuant to a placing agreement dated 12 May 2006 (as supplemented
on 17 May 2006) made between AP Emerald Limited (“AP
Emerald”), an indirect wholly-owned subsidiary of Allied Properties
(H.K.) Limited, as the vendor and 3V Capital Limited as a placing
agent, AP Emerald placed 169,000,000 existing shares of HK$0.20
each in the Company to independent investors at a price of HK$7.00
per share.
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Pursuant to another placing agreement dated 18 May 2006 made
between AP Emerald as the vendor and Sun Hung Kai Investment
Services Limited (“SHKIS”), an indirect wholly-owned subsidiary
of the Company, as a placing agent, AP Emerald placed 79,000,000
existing shares of HK$0.20 each in the Company to independent
investors at a price of HK$7.00 per share.

Pursuant to a subscription agreement dated 12 May 2006 (as
supplemented on 17 May 2006) made between AP Emerald and the
Company, AP Emerald subscribed for 248,000,000 new shares of
HK$0.20 each in the Company at a price of HK$7.00 per share. The
allotment and issue of new shares under the subscription agreement
were duly approved by the independent shareholders of the Company
in an extraordinary general meeting on 1 August 2006.

During the year, 253,987 shares of HK$0.20 each in the Company
were issued for HK$1,502,511 as a result of the exercises of the
Company’s warrants by warrantholders. The Company has not made
any share repurchase in 2006.

Other than the mortgage loans as shown in note 32 to the consolidated
financial statements, three year bonds as shown in note 39 and
the remaining balance of 4% loan notes as shown in note 38 to
the consolidated financial statements, the Group’s bank and other
borrowings were on a short-term basis and in HK dollars as at 31
December 2006. They were charged at floating interest rates. There

are no known seasonal factors in our borrowing profiles.

The fluctuation in exchange rates and market prices does not impose a
significant risk to the Group as its level of foreign currency exposure

is relatively immaterial.
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MATERIAL ACQUISITIONS AND DISPOSALS OF
SUBSIDIARIES, ASSOCIATED COMPANIES AND
JOINTLY CONTROLLED ENTITIES

On 24 August 2006, the Group completed an agreement with Allied
Group Limited (“AGL”) and AG Capital Holding Limited (a wholly-
owned subsidiary of AGL) for the purchase of the entire issued share
capital of UAF Holdings together with the assignment of related
shareholder’s loan at an aggregate consideration of HK$4.328
billion. UAF Holdings and its subsidiaries are principally engaged
in consumer finance loans and have a strong branch network

throughout Hong Kong.

During the year, the Group concluded an option agreement with
CLSA Capital Limited (“CLSA”) in relation to the option shares
and option warrants of QHA as defined in the option agreement and
the supplemental letter governing the transaction at a consideration
of approximately HK$11,101,000. The option entitled the Group
to acquire from CLSA 34,156,666 shares in QHA at an aggregate
exercise price of approximately HK$99,908,000, and to exercise
warrants leading to the subscription of 7,056,232 shares in QHA.

On 29 September 2006, the Group exercised the option over the
option shares of QHA and in October 2006, CLSA transferred all
the option warrants of QHA to the Group. The exercise of the option
over the option shares of QHA required the Group to make a general
offer for all the issued shares of QHA not already owned by the
Group. The Group increased its interest in QHA from approximately
34.40% as at 1 January 2006 to 50.13% after the closing of the
general offer in November 2006. On 27 November 20006, the
Group exercised warrants of QHA to subscribe for 5,000,000 QHA
shares and increased the Group’s interest in QHA to approximately
51.14%.

B 23 vl > WBR R 2 il B Sk D i A )
Z TR B A

20064E8 H24 H - 45 H BLIGH 5 48 [ A K
2w (TBE4E 1) JAG Capital Holding
Limited (B &£ E 2 &M B A F ) %R
14 7% 5 BB UAF Holdings 2 #B L8 47
JBe A DA e S R I3 A0 JBE R Ak o AAARE
4,328'H # % JC © UAF Holdings S - Mt J&§
A FEEREFFANS B EREE > 1T
IBAT AW I o

N > L EBECLSA Capital Limited
([CLSAJ) &I >n—1n sl W R toh ik > 5 I
LA 8 R AR IRy B R R R B (2%
L s R T e B R PR R YR 32 ) W il T bR
) > IRE ) %511,101,0009 9T o % 5
HE 338 45 [ Wl 4% 48 47 1 15 £799,908,000%5
JG M CLS AN 134,156,666 % 5 18 ik 4y »
S AT AT 08 R R R 7,056,232 % B4k Jik
o

200649 H 29 H » 48 [H $ o fd i 32 i
RE JBE Oy 47 A5 2 B R > 3L AR HE20064F10
H > CLSAT 4 18 s 58 Fir A7 5 4 17 58 Ji
REGR B o 5 [ 5w f v o e R R 0 AT
R RE > T 2 [ R L G R A LA
W) BT T AT IOy 4 Hh 2 i WAC i S R o
A5 3 7 ARkt 1) BE 25 FH 200641 H 1 H M4
34.40%38 F20064F 11 H 2= T W 2 ik 45
HAEMI50.13% ° 20064E11 H27H »
£ 1 A o Akt 11 2 G R W2 5,000,000
AR By > 4 R wL A R RE 2R T B A
51.14% o

Annual Report 4E i 2006

33



34

MANAGEMENT DISCUSSION AND ANALYSIS

B PG i B o3

As aresult of the exercise of unlisted warrants of Tian An conferring
rights to subscribe for up to 78,800,000 new shares by a subscriber,
the share placing and top-up subscription of new shares by Tian An
and the Group’s acquisition of 21,535,000 Tian An shares in the
stock market during the year, the Group’s equity interest in Tian An
being 48.60% at 31 December 2005 decreased to 39.59% as at 31
December 2006.

Apart from the above, there have been no material acquisitions or
disposals of subsidiaries, associated companies or jointly controlled
entities by the Group in 2006.

SEGMENT INFORMATION

Detailed segment information in respect of the Group’s revenue and
segment results are shown in note 7 to the consolidated financial
statements.

CHARGES ON GROUP ASSETS

Listed shares with an aggregate value of HK$142,130,000 were
pledged by subsidiaries for bank loans and overdrafts. Investment
properties, buildings and interests in land of the Group with a total
book value of HK$165,257,000 were pledged by subsidiaries to
banks for mortgage loans and overdrafts granted to them with a total
outstanding balance of HK$77,411,000 as at 31 December 2006.

CONTINGENT LIABILITIES

Details regarding the contingent liabilities are set out in note 46 to
the consolidated financial statements.
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TAXATION

Details regarding the Group’s taxation are set out in note 14 to the

consolidated financial statements.

HUMAN RESOURCES AND TRAINING

As of 31 December 2006, the total number of employees was
approximately 2,440. Staff costs (including Directors’ emoluments)
and contributions to retirement benefit schemes amounted to
approximately HK$369.4 million (2005: HK$173.1 million).

The Group operates different remuneration schemes according to the
different roles in the organisation. For sales personnel, the package
may comprise either a base pay or draw and commission/bonus/
sales incentive, or alternatively, it can be a straight commission
arrangement. For non-sales personnel, the remuneration is comprised
of either a straight base pay, or where appropriate, a base pay with a

performance-based bonus.

The Group will continue to recruit high-calibre candidates with
proven experience in the provision of financial services in order to

maintain its position as a market leader in the financial sector.

A total of 106 in-house Continuing Professional Training (CPT)
programmes and Continuing Professional Development (CPD)
programmes have been arranged for our licensed and relevant staff
to ensure that they are updated with new product knowledge and the
latest regulatory-related issues.
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LITIGATION

(a)

By the Judgment of Deputy High Court Judge To on 1 April
2004 (the “Judgment”) in HCA 3191/1999 between New
World Development Company Limited (“NWDC”) and
Stapleton Developments Limited (“SDL”) against Sun Hung
Kai Securities Limited (“SHKS”), a wholly-owned subsidiary
of'the Company, the Court held that SHKS had a 12.5% interest
in a 50/50 joint venture entered into between NWDC and IGB
Corporation Berhad to purchase land and build 2 international
hotels plus a 200-unit service apartment in Kuala Lumpur,
Malaysia (the “Joint Venture”). In particular the Court found
that: (i) as to SHKS’s interest in Great Union Properties
Sdn. Bhd. (“GUP”) that SDL, a corporation ultimately
owned 100% by NWDC, holds 12.5% of the issued shares
of GUP (the “Shares”) on trust for SHKS, and that SHKS
is entitled to the transfer to it of the legal title to the Shares,
upon payment of certain amounts to NWDC; (ii) as to the
Joint Venture, that SHKS beneficially owns 25% of NWDC'’s
entire interest in the Joint Venture; (iii) as to the shareholder’s
loans, that SHKS beneficially owns 25% of the loans
advanced to GUP by SDL in a principal amount equivalent
to HK$114,904,023.60. SHKS was ordered to pay NWDC
the sum of HK$105,534,018.22 together with interest on the
principal sum of HK$80,117,652.72 at judgment rate from 16
December 1998 until payment, pursuant to the terms of an oral
agreement which His Lordship found (the “Oral Agreement”).
As at 17 June 2004, the date when the Judgment sum was
paid, the Judgment amounted to HK$150,115,681.54 (being
HK$105,534,018.22 plus interest of HK$44,581,663.32).
SHKS has paid the Judgment amounts. SHKS filed an appeal
against the Judgment both as to liability and quantum (the
“Appeal”) to the Court of Appeal. That Court handed down
its judgment (the “Court of Appeal Judgment”) in which the
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Court ordered a repayment to SHKS of part of the interest
element for the period from 16 December 1998 to 31 March
2004 previously ordered against SHKS in the Court of First
Instance but otherwise broadly confirmed the Judgment. The
sum repayable amounted to HK$14,783,090.86 and has been
repaid. SHKS obtained leave to appeal the Court of Appeal
Judgment to the Court of Final Appeal (the “Final Appeal”).
The Final Appeal was heard on 19, 20 and 21 June 2006. On
10 July 2006, the Court of Final Appeal delivered its decision
(the “Final Appeal Judgment”), dismissing the Final Appeal
except to the extent that the principal sum awarded in favour
of NWDC should be reduced by HK$629,448.15. This amount
together with interest thereon of HK$647,991.43 totalling
HK$1,277,439.58 has now been paid to SHKS by NWDC.
Pursuant to the Final Appeal Judgment, SHKS was ordered to
pay costs of the appeal.
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SHKS received new claims contained in (i) a writ containing
an endorsement of claim issued by NWDC in April 2004
(“HCA 813/2004”) for the sums of HK$27,237,489.51 and
HK$7,697,418.42 together with interest on such sums from
1 March 2000 and 2 January 2001 respectively at such rate
as the Court considers appropriate, although as at the date of
this Report, the writ in HCA 813/2004 has not been served on
SHKS; and (ii) a writ including a statement of claim issued
by NWDC and SDL in February 2006 (“HCA 376/2006)
for what are asserted to be amounts advanced by NWDC on
behalf of SHKS as pro-rata contributions to shareholders’
loans. The sum of HK$37,498,011.41, being the aggregate
of the contributions claimed from SHKS, together with
interest thereon at such rate and for such period as the Court
considers appropriate is claimed in HCA 376/2006, although
as at the date of this Report, that writ has not been served
on SHKS. In October 2006, SHKS made payment to NWDC
of HK$37,498,011 in settlement of the principal amount of
the new claims, and in December 2006, it made payment to
NWDC of HK$10,081,950 in settlement of interest on the
new claims. SHKS has now paid all amounts of principal
and interest due to be paid to NWDC. The final amount of
NWDC'’s costs and disbursements, that SHKS is liable to pay

MANAGEMENT DISCUSSION AND ANALYSIS
UL i B 23 B
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(b)

(©)

has yet to be determined. SHKS has given notice to NWDC
and SDL, among other things, of its demand that the legal
interest in the Shares be transferred to it and that its portion of
the shareholder’s loans be assigned to it.

On4 February 2004, Sun Tai Cheung Credits Limited (“STCC”)
and SHKIS, both indirect wholly-owned subsidiaries of the
Company, were served with a writ including a statement of
claim (200/2004) by Shanghai Finance Holdings Limited
(“Shanghai Finance”), claiming, inter alia, an order that
the sale of the shares in Shun Loong Holdings Limited (the
“Shun Loong Shares”) by STCC as assignee to SHKIS (at
a consideration of HK$36,500,000 subject to additional
amounts in a total sum not exceeding HK$15,700,000 which
might have been payable one year from the date of completion
under certain conditions) pursuant to a sale and purchase
agreement dated 25 June 2003 be set aside, or alternatively,
as against STCC, damages and an account as to the money
obtained by STCC in respect of the Shun Loong Shares. The
action was dismissed by consent on 27 October 2006.

Shun Loong Finance Limited and Shun Loong Holdings
Limited (together the “Petitioners”), both indirect wholly-
owned subsidiaries of the Company, filed a winding-up
petition on 19 February 2004 in the British Virgin Islands
(“B.V.I.”) seeking an order that Shanghai Finance be wound
up by reason of its failure to pay debts owing to the Petitioners.
The B.V.I. proceedings were discontinued by consent on 10
November 2006.

(b)

(©)
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(d)

The Company, STCC and SHKIS filed a writ on 7 February
2004 (230/2004) naming as defendants Shanghai Land
Holdings Limited, Stephen Liu Yiu Keung, Yeo Boon Ann,
The Standard Newspapers Publishing Limited and Hong
Kong Economic Times Limited and claiming damages for
libel, injunctive relief, interest and costs. The action was
dismissed by consent on 27 October 2006.

In June 2006, the Company received notice of a 2001
order made by the Hubei Province Higher Peoples Court in
China freezing US$3 million of SHKS’s funds (or assets of
equivalent value) pursuant to which SHKS’s shares in Chang
Zhou Power Development Company Limited in China (the
“Shares”) (worth US$3 million) were frozen. SHKS had sold
the Shares in 1998. The Company will further investigate the
matter but at this stage it does not consider that it is appropriate
to make any provision in the circumstances. It will make a

final decision once its investigation has been completed.

(d)
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MANAGEMENT OF RISKS

POLICIES AND PROCEDURES

The Group has established policies and procedures for risk
management which are reviewed regularly by the management,
the Group’s Risks Control department (“RCD”) and the Risk
Management Committee (“RMC”), which reports to the Board of
Directors, to ensure the proper monitoring and control of all major
risks arising from the Group’s activities at all times. The Group’s
Internal Audit and Compliance departments have responsibilities to
perform periodic reviews to supplement the various internal control
measures adopted by the management and various divisions within
the Group, to ensure compliance with policies and procedures.

FINANCIAL RISKS

The Group’s financial risk management is discussed in note 53 to the
consolidated financial statements which includes the management
of market risk, credit risk, liquidity risk and interest rate risk.

OPERATIONAL RISK

Operational risk has been defined as the risk of loss resulting from
inadequate or failed internal processes, people and systems or from
external events. It includes legal and compliance risks.
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The Group has put in place an effective internal control process and
places importance on clear lines of responsibility, proper segregation
of duties, effective internal reporting and contingency planning, and
the establishment of detailed policies and control procedures for
all its key activities. Business line management is responsible for
managing and reporting operational risks specific to their business
units on a day-to-day basis by identifying, assessing, mitigating, and
continuously monitoring the risks inherent in business processes,
activities and products. Business line management is required to
declare and submit periodically its “Responsibility Statement for
Internal Control Procedures” for review by the Group’s RCD and
Internal Audit department (“IAD”). In addition, the Group’s RCD
formulates corporate-level policies and procedures concerning the
operational risk management at Group level which are approved by
the RMC. Senior management, the Group’s RCD and [AD (through
its regular audits) are involved in reviewing overall risk exposure to

ensure the Group maintains an acceptable risk level.

REPUTATIONAL RISK

A key factor for businesses in the financial services sector is
their reputation for financial probity and prudence. In our case,
with our important and valuable “brand”, we manage these risks
through our strong internal controls and risk management regime,
by comprehensive employee training and operational manuals in
key areas, and by the strength and independence of our IAD which
reports independently to the Executive Chairman and the Audit

Committee.
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