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Financial Highlights

For the six months
ended 30 June

2005 2004 Changes
(Unaudited) (Unaudited)
(Restated)
HK$’000 HK$'000
Revenue 2,659,648 2,534,805 +5%
Profit from ordinary activities attributable to equity
holders of the parent 681,514 452,611 +51%
Basic earnings per share in HK cents 12.07 8.20 +47%
Interim dividend per share in HK cents 4.0 2.5 +60%
KEY FINANCIAL INFORMATION
30 June 31 December
2005 2004 Changes
(Unaudited) (Unaudited)
(Restated)
HK$°000 HK$'000
Shareholder’s funds 10,329,159 10,044,682 +3%
Total assets 30,614,052 30,355,119 +1%
Financial borrowings 16,370,754 16,754,853 -2%
Key Ratios
Gearing ratio 1.43 times 1.54 times
Liquidity ratio 1.54 times 1.67 times

For the six months
ended 30 June

2005 2004

(Unaudited) (Unaudited)

(Restated)

Interest coverage ratio 4.73 times 3.91 times
Dividend payout ratio 33.14% 30.49%
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Financial Highlights

ANALYSIS OF GROSS FINANCIAL BORROWINGS (HK$ 'million)

Loan maturity profile

Currency

Interest rate

Within one year 118 Hong Kong Dollar 14,948 Floating® 12,563

In the second year 517 Renminbi 1,423 Fixed 1,680

In the third to fifth years 3,004 Non-interest bearing

Over five years 12,732 borrowing 2,128
16,371 16,371 16,371

# Borrowings amounted to HK$8.2 billion is hedged by certain fixed interest rate swap agreements.
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Independent Review Report

Ell ERNST & YOUNG
% & & 3 8 F H O

To the Board of Directors
Guangdong Investment Limited
(Incorporated in Hong Kong with limited liability)

Introduction
We have been instructed by the Company to review the interim financial report set out on pages 6 to 58.
Respective responsibilities of directors and auditors

The Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited require the
preparation of an interim financial report to be in compliance with Hong Kong Accounting Standard 34 “Interim
Financial Reporting” issued by the Hong Kong Institute of Certified Public Accountants and the relevant
provisions thereof. The interim financial report is the responsibility of, and has been approved by, the
directors. It is our responsibility to form an independent conclusion, based on our review, on the interim
financial report and to report our conclusion solely to you, as a body, in accordance with our agreed terms of
engagement, and for no other purpose. We do not assume responsibility towards or accept liability to any
other person for the contents of this report.

Review work performed

We conducted our review in accordance with Statement of Auditing Standards 700 “Engagements to review
interim financial reports” issued by the Hong Kong Institute of Certified Public Accountants. A review consists
principally of making enquiries of group management and applying analytical procedures to the interim
financial report and based thereon, assessing whether the accounting policies and presentation have been
consistently applied unless otherwise disclosed. A review excludes audit procedures such as tests of controls
and verification of assets, liabilities and transactions. It is substantially less in scope than an audit and
therefore provides a lower level of assurance than an audit. Accordingly we do not express an audit opinion
on the interim financial report.

Review conclusion

On the basis of our review which does not constitute an audit, we are not aware of any material modifications
that should be made to the interim financial report for the six months ended 30 June 2005.

Ernst & Young
Certified Public Accountants

Hong Kong
16 September 2005
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Unaudited Interim Financial Statements

Condensed Consolidated Statement of Changes in Equity (continued)
For the six months ended 30 June 2005

For the six months
ended 30 June

2005 2004
(Unaudited) (Unaudited)
(Restated)
HK$°000 HK$’000
Total recognised income and expense for the period
attributable to:
Equity holders of the parent 874,944 455,169
Minority interests 164,423 132,703
1,039,367 587,872
Effects of prior period and opening adjustments
attributable to:
Equity holders of the parent (405,569) 309,571
Minority interests (101,956) 67,095
(507,525) 376,666
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Unaudited Interim Financial Statements

Condensed Consolidated Cash Flow Statement
For the six months ended 30 June 2005

For the six months
ended 30 June

2005 2004
(Unaudited) (Unaudited)
HK$°000 HK$’000
NET CASH INFLOW FROM OPERATING ACTIVITIES 1,403,448 1,610,887
NET CASH OUTFLOW FROM INVESTING ACTIVITIES (246,830) (18,239)
NET CASH OUTFLOW FROM FINANCING ACTIVITIES (944,457) (1,712,571)
NET INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS 212,161 (114,923)
Cash and cash equivalents at beginning of period 1,567,557 1,270,629
Effect of foreign exchange rate changes, net 1,093 5,063
CASH AND CASH EQUIVALENTS AT END OF PERIOD 1,780,811 1,160,769
ANALYSIS OF BALANCES OF CASH AND CASH EQUIVALENTS
Cash and bank balances 670,938 775,673
Non-pledged bank deposits with original maturity of less than
three months when acquired 1,109,873 385,096
1,780,811 1,160,769
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Unaudited Interim Financial Statements

Notes to Condensed Consolidated Interim Financial Statements
30 June 2005

1. ACCOUNTING POLICIES

The condensed consolidated interim financial statements are prepared in accordance with Hong Kong
Accounting Standard (“HKAS”) 34 “Interim Financial Reporting”. The accounting policies and basis of
preparation adopted in the preparation of the interim financial statements are the same as those used in
the annual financial statements for the year ended 31 December 2004, except in relation to the following
new and revised Hong Kong Financial Reporting Standards (“HKFRSs”, which also include HKASs and
Interpretations) that affect the Group and are adopted for the first time for the current period’s financial

statements:

HKAS 1 Presentation of Financial Statements

HKAS 2 Inventories

HKAS 7 Cash Flow Statements

HKAS 8 Accounting Policies, Changes in Accounting Estimates and Errors
HKAS 10 Events after the Balance Sheet Date

HKAS 12 Income Taxes

HKAS 16 Property, Plant and Equipment

HKAS 17 Leases

HKAS 18 Revenue

HKAS 19 Employee Benefits

HKAS 20 Accounting for Government Grants and Disclosure of Government Assistance
HKAS 21 The Effects of Changes in Foreign Exchange Rates

HKAS 23 Borrowing Costs

HKAS 24 Related Party Disclosures

HKAS 27 Consolidated and Separate Financial Statements

HKAS 28 Investments in Associates

HKAS 31 Interests in Joint Ventures

HKAS 32 Financial Instruments: Disclosure and Presentation

HKAS 33 Earnings per Share

HKAS 36 Impairment of Assets

HKAS 37 Provisions, Contingent Liabilities and Contingent Assets

HKAS 38 Intangible Assets

HKAS 39 Financial Instruments: Recognition and Measurement

HKAS 40 Investment Property

HKFRS 2 Share-based Payment

HKFRS 3 Business Combinations

HK(SIC)-Int 21 Income Taxes — Recovery of Revalued Non-depreciable Assets
HK-Int 1 The Appropriate Accounting Policies for Infrastructure Facilities
HK-Int 2 The Appropriate Accounting Policies for Hotel Properties
HK-Int 4 Leases — Determination of the Length of Lease Term in respect of Hong Kong Land

Leases
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Unaudited Interim Financial Statements

Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

1. ACCOUNTING POLICIES (continued)

The adoption of HKASs 2, 7, 8, 10, 12, 18, 19, 20, 21, 23, 24, 28, 31, 33, 37, 38 and HK-Int 1 has had no
material impact on the accounting policies of the Group and the methods of computation in the Group’s
condensed consolidated interim financial statements. The material impact of adopting the other HKFRSs
is summarised as follows:

(a)

HKAS 16 — Property, Plant and Equipment and HK-Int 2 — The Appropriate Accounting
Policies for Hotel Properties

Hotel properties

In prior periods, hotel properties were stated at their open market values, based on their existing
use, on the basis of annual professional valuations. Movements in the values of the hotel
properties were dealt with in the hotel property revaluation reserve, unless the applicable reserve
balance was exhausted, in which case the decrease was charged to the income statement as
incurred. Any subsequent revaluation surplus was credited to the income statement to the extent
of the deficit previously charged.

The adoption of HKAS 16 and HK-Int 2 has resulted in a change in the accounting policy for the
Group’s hotel properties, which are now stated at cost less accumulated depreciation and any
impairment losses.

Depreciation is calculated on the straight-line basis to write off the cost of each asset over the
shorter of the unexpired period of the land lease and the estimated useful life. The principal annual
rates used for this purpose are summarised as follows:

° leasehold land 0.75% to 3.39%
° hotel buildings 2.30% to 3.39%

The effects of the above changes are summarised in note 2 to the condensed consolidated interim
financial statements.
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Unaudited Interim Financial Statements

Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

1.

ACCOUNTING POLICIES (continued)

(b)

(c)

HKAS 17 — Leases and HK-Int 4 — Leases — Determination of the Length of Lease Term in
respect of Hong Kong Land Leases

Leasehold land and buildings and properties under development

In prior periods, leasehold land and buildings held for own use were stated at cost less
accumulated depreciation and any impairment losses while properties under development were
classified as non-current assets and stated at cost less any impairment losses.

Upon the adoption of HKAS 17 and HK-Int 4, the Group’s leasehold interest in land and buildings
is separated into leasehold land and leasehold buildings. The Group’s leasehold land is classified
as an operating lease, because the title of the land is not expected to pass to the Group by the end
of the lease term, and is reclassified from fixed assets to prepaid land premiums/land lease
payments, while leasehold buildings continue to be classified as part of property, plant and
equipment. Prepaid land premiums/land lease payments under operating leases are initially
stated at cost and subsequently amortised on the straight-line basis over the lease terms. When
the property is in the course of development, the amortisation charge is included as part of the
costs of the property under development. In all other cases, the amortisation charge for the period
is recognised in the income statement immediately. When the lease payments cannot be allocated
reliably between the land and building elements, the entire lease payments are included in the
cost of the land and buildings as a finance lease in property, plant and equipment.

This change in accounting policy has had no material effect on the condensed consolidated
income statement and retained profits. The comparatives on the condensed consolidated balance
sheet as at 31 December 2004 have been restated to reflect the reclassification of leasehold land.

HKAS 32 and HKAS 39 - Financial Instruments
(i) Equity and debt investments

In prior periods, the Group classified its investment securities and other equity and debt
investments as other financial assets. Investment securities were listed and unlisted equity
securities held for a continuing strategic or long term purpose, and were stated at cost less
any impairment losses. Other equity and debt investments comprised those equity and debt
securities not classified as investment securities and were stated at their fair values at the
balance sheet date.
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Unaudited Interim Financial Statements

Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

1.

ACCOUNTING POLICIES (continued)

(c)

HKAS 32 and HKAS 39 - Financial Instruments (continued)

(M

Equity and debt investments (continued)

Upon the adoption of HKASs 32 and 39, these securities are classified as available-for-sale
investments. Available-for-sale investments are those non-derivative investments in listed
and unlisted equity and debt securities that are designated as available-for-sale or are not
classified in any of the other categories of financial assets as defined in HKAS 39. After initial
recognition, available-for-sale investments are measured at fair value with gains or losses
being recognised as a separate component of equity until the investment is sold, collected
or otherwise disposed of or until the investment is determined to be impaired at which time
the cumulative gain or loss previously reported in equity is included in the income statement.

The fair value of investments that are actively traded in organised financial markets is
determined by reference to quoted market bid prices at the close of business on the balance
sheet date. For investments where there is no active market, fair value is determined using
valuation techniques. Such techniques include using recent arm’s length market
transactions; reference to the current market value of another instrument which is
substantially the same; and discounted cash flow analysis and option pricing models.

When the fair value of unlisted equity and debt securities cannot be reliably measured
because (1) the variability in the range of reasonable fair value estimates is significant for
that investment, or (2) the probabilities of the various estimates within the range cannot be
reasonably assessed and used in estimating fair value, such securities are stated at cost
less any impairment losses.

The Group assesses at each balance sheet date whether there is any objective evidence
that an available-for-sale investment is impaired as a result of one or more events that
occurred after the initial recognition of the assets (“loss events”), and that the loss event has
an impact on the estimated future cash flows that can be reliably estimated.

If there is objective evidence of impairment, the cumulative loss that had been recognised
directly in equity shall be removed from equity and recognised in the income statement. The
amount of the loss recognised in the income statement shall be the difference between the
acquisition cost and current fair value, less any impairment loss on that available-for-sale
investment previously recognised in the income statement.
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Unaudited Interim Financial Statements

Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

1.

ACCOUNTING POLICIES (continued)

(c)

HKAS 32 and HKAS 39 - Financial Instruments (continued)

(M

(i)

(iii)

Equity and debt investments (continued)

This change in accounting policy has had no effect on the condensed consolidated income
statement and retained profits. In accordance with HKAS 32, comparative amounts have
been reclassified for presentation purpose, but have not been restated in accordance with
the transitional provisions of HKAS 39.

Convertible bonds

In prior periods, convertible bonds were stated at cost. Upon the adoption of HKASs 32 and
39, convertible bonds issued are split into liability and equity components.

On the issue of the convertible bonds, the fair value of the liability component is determined
using a market rate for an equivalent non-convertible bond; and this amount after deduction
of transaction costs is carried as a long term liability on the amortised cost basis until
extinguished on conversion or redemption.

The remainder of the proceeds is allocated to the conversion option that is recognised and
included in shareholders’ equity, net of transaction costs. The carrying amount of the
conversion option is not remeasured in subsequent years.

Transaction costs are apportioned between the liability and equity components of the
convertible bonds based on the allocation of proceeds to the liability and equity components
when the instruments are first recognised.

The effects of the above changes are summarised in note 2 to the condensed consolidated
interim financial statements. In accordance with HKAS 32, comparative amounts have been
restated.

Derivative financial instruments — Interest rate swap agreements

The Group uses interest rate swap agreements to hedge its risks associated with interest
rate fluctuations. In prior periods, these agreements were entered into for the purpose of
hedging the Group’s interest rate risk arising from certain floating-rate loans and borrowings.
The interest rate differentials arising from these agreements were recognised in the income
statement, in finance costs, on a cash basis, offsetting the effects of the hedged
transactions.
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Unaudited Interim Financial Statements

Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

1.

ACCOUNTING POLICIES (continued)

(c)

HKAS 32 and HKAS 39 - Financial Instruments (continued)

(iii)

Derivative financial instruments — Interest rate swap agreements (continued)

Upon the adoption of HKAS 39, such existing agreements entered into before HKAS 39 is
initially applied and qualified for hedge accounting are classified as hedging instruments.
However, interest rate swap agreements that do not qualify for hedge accounting are
accounted for as “instruments not qualified for hedge accounting”. In accordance with HKAS
39, interest rate swap agreements are initially recognised at fair value on the date on which a
swap contract is entered into and are subsequently remeasured at fair value. The fair value
of interest rate swap agreements is estimated at the amount that the Group would receive or
pay to terminate the agreement at the balance sheet date, taking into account the current
market conditions and the current creditworthiness of the counterparties. Interest rate swap
agreements are carried as assets when the fair value is positive and as liabilities when the
fair value is negative. Any gains or losses arising from changes in fair values on interest rate
swap agreements that do not qualify for hedge accounting are taken directly to net profit or
loss for the period.

At the inception of a hedge relationship, the Group formally designates and documents the
hedge relationship and the risk management objective and strategy for undertaking the
hedge. Hedges are expected to be highly effective and are assessed on an ongoing basis to
determine that they actually have been highly effective throughout the financial reporting
periods for which they were designated.

The Group’s hedges of the interest rate risk relating to the exposure to variability in cash
flows associated with a recognised asset or liability or a highly probable forecast
transaction, which meet the strict criteria for hedge accounting are accounted for as cash
flow hedges.

When accounting for cash flow hedges, the effective portion of the gain or loss on the
hedging instrument is recognised directly in equity, while the ineffective portion is
recognised in the income statement.

If a hedge of a forecast transaction subsequently results in the recognition of a financial
asset or a financial liability, the associated gains or losses that were recognised directly in
equity are reclassified into the income statement in the same period or periods during which
the asset acquired or liability assumed affects profit or loss.
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Unaudited Interim Financial Statements

Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

1.

ACCOUNTING POLICIES (continued)

(c)

HKAS 32 and HKAS 39 - Financial Instruments (continued)

(iii)

Derivative financial instruments — Interest rate swap agreements (continued)

If a hedge of a forecast transaction subsequently results in the recognition of a non-financial
asset or a non-financial liability, or a forecast transaction for a non-financial asset or non-
financial liability becomes a firm commitment for which fair value hedge accounting is
applied, then the Group removes the associated gains and losses that were recognised
directly in equity, and includes them in the initial cost or other carrying amount of the asset or
liability.

For other cash flow hedges, amounts recognised directly in equity are recognised in the
income statement in the same period or periods during which the forecast transaction
affects profit or loss.

Cash flow hedge accounting shall be discontinued prospectively if the hedging instrument is
sold, terminated or exercised or the hedge no longer meets the criteria for hedge
accounting. The cumulative gain or loss on the hedging instrument remains separately
recognised in equity until the forecast transaction occurs at which stage it is accounted for in
accordance with the guidance given above depending on whether or not the forecast
transaction results in the recognition of an asset or liability.

If the forecast transaction is no longer expected to occur, any related cumulative gain or loss
on the hedging instrument that remains in equity is recognised immediately in the income
statement. If the Group revokes the designation for a hedge of a forecast transaction, the
cumulative gain or loss recognised in equity remains separately recognised in equity until
the forecast transaction occurs or is no longer expected to occur. If the transaction occurs,
the cumulative gain is accounted for in accordance with the guidance given above
depending on whether or not the forecast transaction results in the recognition of an asset or
liability. If the forecast transaction is no longer expected to occur, any related cumulative
gain or loss on the hedging instrument that remains in equity is recognised immediately in
the income statement.

The effects of the above changes are summarised in note 2 to the condensed consolidated
interim financial statements. In accordance with the transitional provisions of HKAS 39,
comparative amounts have not been restated.
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Unaudited Interim Financial Statements

Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

1.

ACCOUNTING POLICIES (continued)

(d)

HKAS 40 - Investment Property

(M)

(i)

Accounting for revaluation surplus/deficit

In prior periods, changes in the fair values of investment properties were dealt with as
movements in the investment property revaluation reserve. If the total of this reserve was
insufficient to cover a deficit, on a portfolio basis, the excess of the deficit was charged to
the income statement. Any subsequent revaluation surplus was credited to the income
statement to the extent of the deficit previously charged.

Upon the adoption of HKAS 40, gains or losses arising from changes in fair values of
investment properties are included in the income statement in the year in which they arise.
Any gains or losses on retirement or disposal of an investment property are recognised in the
income statement in the year of the retirement or disposal.

This change in accounting policy has had no effect on the condensed consolidated income
statement and retained profits.

Reclassification of properties leased to group companies of GDH Limited

In prior periods, the Group classified properties, or part of a property, which were let to and
occupied by GDH Limited, the Company’s immediate holding company, and its subsidiaries
(collectively the “GDH Group”) as fixed assets, which were stated at cost less accumulated
depreciation and any impairment losses.

Upon the adoption of HKAS 40, these leased properties are classified as investment
properties, if they are held to earn rentals or for capital appreciation or both, rather than for
use in the production or supply of goods or services or for administrative purposes; or sale in
the ordinary course of business. The standard states that properties which are leased to
group companies do not qualify as investment properties in the consolidated financial
statements. The Basis for Conclusions on HKAS 40 clarifies that the consolidated financial
statements include both the lessor and the lessee of these properties. Therefore, the
properties leased to the GDH Group are now classified as investment properties in
accordance with HKAS 40.

The Group has taken advantage of the transitional provisions of HKAS 40 to adjust the effect
of adopting the standard to the opening balances of retained profits as at 1 January 2005
rather than restating the comparative amounts to reflect the changes retrospectively for the
earlier period presented in the condensed consolidated interim financial statements.

The effects of the above changes are summarised in note 2 to the condensed consolidated
interim financial statements.
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Unaudited Interim Financial Statements

Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

1.

ACCOUNTING POLICIES (continued)

(e)

HKFRS 2 — Share-based Payment
Employee share options

In prior periods, no recognition and measurement of share-based transactions in which employees
(including directors) were granted share options over shares in the Company was required until
such options were exercised by employees, at which time the share capital and share premium
were credited with the proceeds received.

Upon the adoption of HKFRS 2, when employees (including directors) render services as
consideration for equity instruments (“equity-settled transactions”), the cost of the equity-settled
transactions with employees is measured by reference to the fair value at the date at which the
instruments are granted. The fair value is determined by using the Black-Scholes Model. In valuing
equity-settled transactions, no account is taken of any performance conditions, other than
conditions linked to the price of the shares of the Company, if applicable.

The cost of equity-settled transactions is recognised, together with a corresponding increase in
equity, over the period in which the performance and/or service conditions are fulfilled, ending on
the date on which the relevant employees become fully entitled to the award (the “vesting date”).
The cumulative expense recognised for equity-settled transactions at each balance sheet date
until the vesting date reflects the extent to which the vesting period has expired and the Group’s
best estimate of the number of equity instruments that will ultimately vest. The charge or credit to
the income statement for a period represents the movement in cumulative expense recognised as
at the beginning and end of that period.

No expense is recognised for awards that do not ultimately vest, except for awards where vesting
is conditional upon a market condition, which are treated as vesting irrespective of whether or not
the market condition is satisfied, provided that all other performance conditions are satisfied.

The dilutive effect of outstanding options is reflected as additional share dilution in the
computation of earnings per share.

The adoption of HKFRS 2 resulted in the recognition of expenses of HK$1,260,000 for the current
period in relation to the employee share options granted during the period. There were no share
options granted by the Group to employees after 7 November 2002 but had not vested by 1
January 2005. Accordingly, the adoption of HKFRS 2 has had no effect on the prior periods’
consolidated financial statements.

Guangdong Investment Limited Interim Report 2005



Unaudited Interim Financial Statements

Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

1.

ACCOUNTING POLICIES (continued)

()

HKFRS 3 - Business Combinations and HKAS 36 — Impairment of Assets
Goodwill/negative goodwill

In prior periods, goodwill/negative goodwill arising on acquisitions prior to 1 January 2001 was
eliminated against/credited to the consolidated reserves in the year of acquisition and was not
recognised in the consolidated income statement until disposal or impairment of the acquired
business/entity.

Goodwill arising on acquisitions on or after 1 January 2001 was capitalised and amortised on the
straight-line basis over its estimated useful life and was subject to impairment testing when there
was any indication of impairment. Negative goodwill was carried in the balance sheet and was
recognised in the consolidated income statement on a systematic basis over the remaining
average useful life of the acquired depreciable/amortisable assets, except to the extent it related
to expectations of future losses and expenses that were identified in the acquisition plan and that
could be measured reliably, in which case, it was recognised as income in the consolidated
income statement when the future losses and expenses were recognised.

Upon the adoption of HKFRS 3 and HKAS 36, goodwill arising on acquisitions is no longer
amortised but subject to an annual impairment review (or more frequently if events or changes in
circumstances indicate that the carrying value may be impaired). Any impairment loss recognised
for goodwill is not reversed in a subsequent period.

Any excess of the Group’s interest in the net fair value of the acquirees’ identifiable assets,
liabilities and contingent liabilities over the cost of the acquisition of subsidiaries, associates, and
jointly-controlled entities (previously referred to as “negative goodwill”), after reassessment, is
recognised immediately in the consolidated income statement.

The transitional provisions of HKFRS 3 have required the Group to eliminate at 1 January 2005 the
carrying amounts of accumulated amortisation with a corresponding entry to the cost of goodwill
and to derecognise the carrying amounts of negative goodwill (including that remaining in the
consolidated capital reserve) against retained profits. Goodwill previously eliminated against the
consolidated reserves remains eliminated against the consolidated reserves and is not recognised
in the consolidated income statement when all or part of the business to which the goodwill relates
is disposed of or when a cash-generating unit to which the goodwill relates becomes impaired.

The effects of the above changes are summarised in note 2 to the condensed consolidated interim
financial statements. In accordance with the transitional provisions of HKFRS 3, comparative
amounts have not been restated.
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Unaudited Interim Financial Statements

Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

1.

ACCOUNTING POLICIES (continued)

(9)

(h)

HK(SIC)-Int 21 — Income Taxes — Recovery of Revalued Non-depreciable Assets
Deferred tax

In prior periods, deferred tax arising on the revaluation of investment properties was recognised
based on the tax rate that would be applicable upon the sale of the investment properties.

Upon the adoption of HK(SIC)-Int 21, deferred tax arising on the revaluation of the Group’s
investment properties is determined depending on whether the properties will be recovered
through use or through sale. The Group has determined that its investment properties will be
recovered through use, and accordingly the profits tax rate has been applied to the calculation of
deferred tax.

The effects of the above changes are summarised in note 2 to the condensed consolidated interim
financial statements. The change has been adopted retrospectively from the earliest period
presented and comparative amounts have been restated.

HKAS 1 - Presentation of Financial Statements and HKAS 27 — Consolidated and Separate
Financial Statements

Minority interests

In prior periods, minority interests at the balance sheet date were presented in the consolidated
balance sheet separately from liabilities and as a deduction from net assets. Minority interests in
the results of the Group for the period were also separately presented in the consolidated income
statement as a deduction before arriving at the net profit attributable to shareholders.

With effect from 1 January 2005, in order to comply with HKAS 1 and HKAS 27, minority interests at
the balance sheet date are presented in the condensed consolidated balance sheet within equity,
separately from the equity attributable to the equity holders of the parent, and minority interests in
the results of the Group for the period are presented on the face of the consolidated income
statement as an allocation of the profit or loss for the period between the minority interests and the
equity holders of the parent.
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Unaudited Interim Financial Statements

Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

1.

ACCOUNTING POLICIES (continued)

(h)

HKAS 1 - Presentation of Financial Statements and HKAS 27 — Consolidated and Separate
Financial Statements (continued)

Minority interests (continued)

The presentation of minority interests in the condensed consolidated balance sheet as at 31
December 2004 and in the condensed consolidated income statement and condensed
consolidated statement of changes in equity for the comparative period ended 30 June 2004
has been restated accordingly.

Share of results of associates/jointly-controlled entities

In prior periods, the Group’s share of tax attributable to associates/jointly-controlled entities was
presented as a component of the Group’s total tax charge/(credit) in the consolidated income
statement. On the adoption of HKAS 1, the Group’s share of the post-acquisition results of the
associates/jointly-controlled entities are presented net of the Group’s share of tax attributable to
associates/jointly-controlled entities.
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Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

2. SUMMARY OF THE IMPACT OF CHANGES IN ACCOUNTING POLICIES

Following the adoption of the HKFRSs, the opening balances of the following accounts were adjusted
accordingly. The details of the prior period adjustments and opening adjustments are summarised as

follows:

(a) Effect on opening balance of total equity at 1 January 2005

Equity Hotel
component of property Exchange
convertible Hedging Capital revaluation  fluctuation Retained Minority
Effect of new policies (Increase/(decrease)) Notes bonds reserve reserve reserve reserve profits interests Total
(L (L ited) (L ) (L ited) (L ited) (L (L ited) (L
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
Prior period adjustments:
HKAS 16 and HK-Int 2
Hotel properties 1(a) — — — (12,182) (899) (66,589) (6,287) (85,957)
HKAS 32
Convertible bonds 1(c)(ii) 67,291 — — — — (12,138) — 55,153
HK(SIC)-Int 21
Deferred tax arising from revaluation of
investment properties 1(g) - — — — - 67,979 34,376 102,355
Net increase/(decrease) in total equity
before opening adjustments 67,291 — — (12,182) (899) (10,748) 28,089 71,551
Opening adjustments:
HKAS 39
Cash flow hedges 1(c)(iii) — (500,727) — — — — (103,578) (604,305)
Interest rate swap agreements not
qualified for hedge accounting 1(c)(iii) — — — — — (127,948) (26,467) (154,415)
HKAS 40
Reclassification of leased properties 1(d)(ii) — — — — — 2,175 — 2,175
HKFRS 3
Derecognition of negative goodwill 1(f) — — (1,652,608) — — 1,830,077 — 177,469
Total effect at 1 January 2005 67,291 (500,727)  (1,652,608) (12,182) (899) 1,693,556 (101,956) (507,525)
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Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

2. SUMMARY OF THE IMPACT OF CHANGES IN ACCOUNTING POLICIES (continued)

(b) Effect on opening balance of total equity at 1 January 2004

Equity Hotel
component of property Exchange
Effect of new policies (Increase/ convertible Hedging Capital  revaluation fluctuation Retained Minority
(decrease)) Notes bonds reserve reserve reserve reserve profits interests Total
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited)
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Prior period adjustments:
HKAS 16 and HK-Int 2
Hotel properties 1(a) — — — — (895) 57,751 (5,929) 50,927
HKAS 32
Convertible bonds 1(c)(ii) 67,291 — — — — — — 67,291
HK(SIC)-Int 21
Deferred tax arising from
revaluation of investment
properties 1(g) — — — — — 185,424 73,024 258,448
Total effect at 1 January 2004 67,291 — — — (895) 243,175 67,095 376,666
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Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

2. SUMMARY OF THE IMPACT OF CHANGES IN ACCOUNTING POLICIES (continued)

The following tables summarise the impact on profit after tax, income or expenses recognised directly in
equity and capital transactions with equity holders for the six-month period ended 30 June 2005 and
2004 upon the adoption of the new HKFRSs. As no retrospective adjustments have been made for the
adoption of HKASs 39, 40 and HKFRS 3, the amounts shown for the six months ended 30 June 2004 may
not be comparable to the amounts shown for the current interim period.

(c)

Effect on profit after tax for the six months ended 30 June 2005 and 2004

For the six months ended 30 June

2005 2004
Effect of new policies Equity holders Minority Equity holders Minority
(Increase/(decrease)) Notes of the parent interests Total of the parent interests Total
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited)
HK$°000 HK$°000 HK$’000 HK$'000 HK$'000 HK$'000
Effect on profit after tax:
HKAS 16 and HK-Int 2
Hotel properties 1(a) (20,809) — (20,809) (16,919) 14 (16,905)
HKAS 32
Convertible bonds 1(c)(ii) (6,302) — (6,302) (5,993) (5,993)
HKAS 39
Interest rate swap
agreements not qualified
for hedge accounting 1(c)(iii) 78,606 14,928 93,534 — —
HKFRS 2
Employee share option
scheme 1(e) (1,260) — (1,260) — —
HKFRS 3
Discontinuation of
amortisation of goodwill/
recognition of negative
goodwill as income 1(f) (7,888) — (7,888) — —
HK(SIC)-Int 21
Deferred tax arising from
revaluation of investment
properties 1(g9) (2,594) (3,404) (5,998) 7,047 3,975 11,022
Total effect for the period 39,753 11,524 51,277 (15,865) 3,989 (11,876)

Effect on earnings per share:
Basic

0.70 HK cents

(0.29 HK cents)

Diluted

0.75 HK cents

(0.16 HK cents)
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Notes to Condensed Consolidated Interim Financial Statements (continued)
30 June 2005

2. SUMMARY OF THE IMPACT OF CHANGES IN ACCOUNTING POLICIES (continued)

(d) Effect on income or expenses recognised directly in equity and capital transactions with
equity holders for the six months ended 30 June 2005 and 2004

For the six months ended 30 June

2005 2004
Effect of new policies Equity holders Minority Equity holders Minority
(Increase/(decrease)) Notes of the parent interests Total of the parent interests Total
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited)
HK$°000 HK$’000 HK$’000 HK$'000 HK$'000 HK$'000
Effect on income or expenses
recognised directly in
equity:
HKAS 39
Cash flow hedges 1(c)(iii) 193,160 36,683 229,843 — — —
Effect on capital transactions
with equity holders:
HKFRS 2
Employee share option
scheme 1(e) 1,260 — 1,260 — — —
Total effect for the period 194,420 36,683 231,103 — — —
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Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

3.

SEGMENT INFORMATION

Segment information is presented on a primary segment reporting basis, by business segment.

The Group’s operating businesses are organised and managed separately, according to the nature of
their operations and the products and services they provide. Each of the Group’s business segments
represents a strategic business unit that offers products and services which are subject to risks and
returns that are different from those of the other business segments. Summary details of the business
segments are as follows:

(i)

(vii)
(viii)

The property investment segment mainly invests in various properties in Hong Kong and in the
mainland of the People’s Republic of China (the “PRC” or “Mainland China”) that are held for rental
income purposes. This segment also provides property management services for certain
residential and commercial properties;

The property development segment engages in the development of residential properties in
Mainland China;

The toll roads and bridges segment invests in various road and bridge projects in Mainland China;

The water distribution segment operates a water supply project in Mainland China supplying
natural water to Hong Kong, Dongguan and Shenzhen;

The electric power generation segment operates coal-fire power plants supplying electricity in the
Guangdong Province, Mainland China;

The hotel operations and management segment operates the Group’s hotels in Hong Kong and
Mainland China;

The department stores segment operates department stores in Mainland China; and

The “others” segment provides credit facilities in Hong Kong, holds certain properties under
development and engages in providing corporate services to other segments.

Intersegment sales and transfers are transacted with reference to the selling prices used for sales made
to third parties at the then prevailing market prices.
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Notes to Condensed Consolidated Interim Financial Statements (continued)
30 June 2005

3.

SEGMENT INFORMATION (continued)

The following tables present revenue and results for the Group’s primary segments, business segments.

Property Investment
For the six months
ended 30 June

Property Development
For the six months
ended 30 June

2005 2004 2005 2004
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
HK$’000 HK$'000 HK$’000 HK$'000
Segment revenue:
Sales to external customers 165,196 158,274 — —
Intersegment sales 38,817 31,205 — —
Other revenue from external sources
(note) 3,027 3,375 — —
Other revenue from intersegment
(note) — — — —
Exchange gains/(losses), net (1) 6 — —
Total 207,039 192,860 — —
Segment results 153,810 127,226 (64) (95)

Interest income

Unallocated other income and gains

Finance costs

Share of profits less losses of:
Jointly-controlled entities
Associates

Profit before tax
Tax

Profit for the period

Note: Excluding exchange gains/(losses), net
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Notes to Condensed Consolidated Interim Financial Statements (continued)
30 June 2005

3. SEGMENT INFORMATION (continued)

Toll Roads and Bridges Water Distribution
For the six months For the six months
ended 30 June ended 30 June
2005 2004 2005 2004
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
(Restated)
HK$°000 HK$'000 HK$°000 HK$'000

Segment revenue:
Sales to external customers 5,427 4,558 1,679,279 1,555,030
Intersegment sales — — — —
Other revenue from external sources

(note) 2,377 25 2,000 —
Other revenue from intersegment
(note) — — — _
Exchange gains/(losses), net — (593) 419 (8,992)
Total 7,804 3,990 1,681,698 1,546,038
Segment results 3,626 277 968,105 787,474

Interest income

Unallocated other income and gains

Finance costs

Share of profits less losses of:
Jointly-controlled entities 38,001 32,210 — —
Associates 5,340 — — —

Profit before tax
Tax

Profit for the period

Note: Excluding exchange gains/(losses), net
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Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

3. SEGMENT INFORMATION (continued)

Electric Power Generation
For the six months
ended 30 June

Hotel Operations and
Management
For the six months
ended 30 June

2005 2004 2005 2004
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
(Restated) (Restated)
HK$’000 HK$'000 HK$’000 HK$'000
Segment revenue:
Sales to external customers 178,341 277,680 112,980 95,202
Intersegment sales — — — —
Other revenue from external sources
(note) 2,733 — 1,208 2,176
Other revenue from intersegment
(note) — — — —
Exchange gains/(losses), net 48 22 255 243
Total 181,122 277,702 114,443 97,621
Segment results (29,244) 29,726 28,473 19,460

Interest income

Unallocated other income and gains

Finance costs

Share of profits less losses of:
Jointly-controlled entities — —
Associates 6,515 25,132

Profit before tax
Tax

Profit for the period

Note: Excluding exchange gains/(losses), net
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Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

3. SEGMENT INFORMATION (continued)

Department Stores
For the six months
ended 30 June

Others

For the six months
ended 30 June

2005 2004 2005 2004
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
(Restated)
HK$°000 HK$'000 HK$°000 HK$'000
Segment revenue:
Sales to external customers 518,411 444,040 14 21
Intersegment sales — — — —
Other revenue from external sources
(note) 3,978 2,849 4,230 4,856
Other revenue from intersegment
(note) — — — 2,410
Exchange gains/(losses), net — (5) 52 (1,236)
Total 522,389 446,884 4,296 6,051
Segment results 34,843 34,740 (34,328) (12,398)
Interest income
Unallocated other income and gains
Finance costs
Share of profits less losses of:
Jointly-controlled entities — — — —
Associates — 2,380 — —

Profit before tax
Tax

Profit for the period

Note: Excluding exchange gains/(losses), net
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Notes to Condensed Consolidated Interim Financial Statements (continued)
30 June 2005

3. SEGMENT INFORMATION (continued)

Total
For the six months
ended 30 June

Eliminations
For the six months
ended 30 June

2005 2004 2005 2004
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
(Restated)
HK$°000 HK$'000 HK$°000 HK$'000

Segment revenue:

Sales to external customers — — 2,659,648 2,534,805

Intersegment sales (38,817) (81,205) — —

Other revenue from external sources

(note) — — 19,553 13,281
Other revenue from intersegment
(note) — (2,410) — —

Exchange gains/(losses), net — — 773 (10,555)

Total (38,817) (83,615) 2,679,974 2,537,531
Segment results — — 1,125,221 986,410
Interest income 14,427 6,428
Unallocated other income and gains 73,586 10,326
Finance costs (367,069) (405,136)
Share of profits less losses of:

Jointly-controlled entities 38,001 32,210

Associates 11,855 27,512
Profit before tax 896,021 657,750
Tax (86,920) (74,090)
Profit for the period 809,101 583,660

Note: Excluding exchange gains/(losses), net
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Notes to Condensed Consolidated Interim Financial Statements (continued)
30 June 2005

4.

FINANCE COSTS

For the six months
ended 30 June

2005 2004
(Unaudited) (Unaudited)
(Restated)
HK$°000 HK$'000

Interest on bank loans and other borrowings wholly repayable:
Within five years™ 11,366 15,503
Over five years™ 224,366 168,678
235,732 184,181
Finance charges on cash flow hedges, net 131,337 —
Finance charges incurred on interest rate swap agreements, net — 220,955
Total finance costs for the period 367,069 405,136
* Include interest on convertible bonds of HK$4,933,000 (six months ended 30 June 2004 : straight bonds of HK$4,550,000 and

convertible bonds of HK$4,946,000) and amortisation on convertible bonds of HK$6,302,000 (six months ended 30 June 2004
(restated): HK$5,993,000).

* Net of government grants of HK$29,453,000 (six months ended 30 June 2004: HK$33,613,000) in respect of subsidies for
interest expense. There are no unfulfilled conditions or contingencies relating to these grants.

As a result of the adoption of HKAS 39, the realised finance charges of HK$30,064,000 incurred in the
current period on interest rate swap agreements not qualified for hedge accounting were included as
part of the changes in fair values of interest rate swap agreements not qualified for hedge accounting in
note 5 below. In the prior periods, such charges were included as part of the net finance charges
incurred on interest rates swap agreements, as disclosed above.
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Notes to Condensed Consolidated Interim Financial Statements (continued)
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5. PROFIT BEFORE TAX

Profit before tax was determined after charging/(crediting) the following:

For the six months
ended 30 June

2005 2004
(Unaudited) (Unaudited)
(Restated)
HK$’000 HK$'000
Cost of inventories sold* 545,185 495,892
Depreciation 206,459 208,506
Amortisation of deferred expenses* 20 18
Amortisation of operating right* 244,616 245,967
Amortisation of prepaid land premiums/land lease payments 71,235 71,584
Amortisation of prepaid rental® — 55,352
Interest income (14,427) (6,428)
Negative goodwill recognised as income** — (5,825)
Excess over the cost of business combinations*** (9,844) —
Changes in fair values of interest rate swap agreements not qualified
for hedge accounting™* (63,470) —
Amortisation of goodwill — 120
Investment property revaluation deficit — 10,602
Impairment of fixed assets — 30,000
Loss/(gain) on disposal of fixed assets, net (2,799) 3,210
Provision for doubtful debts — 2,657
Write-back of provision against an amount due from a fellow subsidiary (1,910) —

These costs and expenses are included in “Cost of sales” on the face of the condensed
consolidated income statement.

*%

The negative goodwill recognised as income for the prior period is included in “Other income and
gains” on the face of the condensed consolidated income statement.

The gains are included in “Other income and gains” on the face of the condensed consolidated
income statement.
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Notes to Condensed Consolidated Interim Financial Statements (continued)
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6.

TAX
For the six months
ended 30 June

2005 2004
(Unaudited) (Unaudited)
(Restated)
HK$’000 HK$'000
Current — Hong Kong profits tax 506 —
Current — PRC corporate income tax 82,432 73,762
Deferred 3,982 328
Total tax charge for the period 86,920 74,090

Hong Kong profits tax has been provided at a rate of 17.5% (six months ended 30 June 2004: 17.5%) on
the estimated assessable profits arising in Hong Kong during the period. Taxes on profits assessable in
Mainland China and elsewhere have been calculated at the rates of tax prevailing in those places in
which the Group operates, based on existing legislation, interpretations and practices in respect
thereof.

Share of tax attributable to jointly-controlled entities and associates amounting to HK$2,416,000 (six
months ended 30 June 2004: HK$1,659,000) and HK$1,002,000 (six months ended 30 June 2004:
HK$7,493,000) are included in “Share of profits of jointly-controlled entities” and “Share of profits less
losses of associates” on the face of the condensed consolidated income statement, respectively.
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Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

7. EARNINGS PER SHARE

The calculations of the basic and diluted earnings per share for the six months ended 30 June 2005 and

2004 are based on:

For the six months
ended 30 June

2005 2004
(Unaudited) (Unaudited)
(Restated)
HK$°000 HK$'000

Earnings:
Profit attributable to holders of ordinary shares of the parent 681,514 452,611
Add: Interest on convertible bonds 11,235 10,939
Earnings for the purpose of diluted earnings per share 692,749 463,550

Number of shares:
Weighted average number of ordinary shares in issue
Effect of Additional Shares (as defined below) to be issued
arising from the Acquisition (as defined below) from the
beginning of period

5,581,787,147

66,000,000

5,389,910,199

132,000,000

For the purpose of basic earnings per share

5,647,787,147

5,621,910,199

Weighted average number of ordinary shares in issue

Assumed issued at no consideration on deemed exercise of
share options with dilutive effect outstanding during the period

Assumed issued on deemed conversion of convertible bonds into
ordinary shares

Effect of Additional Shares to be issued arising from the
Acquisition from the beginning of period

5,581,787,147

202,653,238

268,801,460

66,000,000

5,389,910,199

121,131,210

268,801,460

132,000,000

For the purpose of diluted earnings per share

6,119,241,845

5,911,842,869
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7. EARNINGS PER SHARE (continued)

As part of the consideration for the acquisition of an 81% interest in GH Water Supply (Holdings) Limited
("GH Holdings”) in 2000 (the “Acquisition”), the Company is committed to issue 66 million Ordinary
Shares (as defined in note 16) (each such share, an “Additional Share”) for each of the five years
commencing from 22 December 2000 (the “Earnout Period”) to GDH Limited subject to the performance
of EmaEftkaR A a (Guangdong Yue Gang Water Supply Company Limited) (“WaterCo”), a
subsidiary of GH Holdings, meeting the milestones as set out in an earnout agreement between the
Company and GDH Limited dated 22 December 2000 (the “Earnout Agreement”). Further details of this
obligation are set out in the shareholders’ circular of the Company in respect of the Acquisition dated 15
September 2000 (the “Acquisition Circular”).

Since WaterCo had already met all the performance milestones specified under the Earnout Agreement
in prior years, the effect of the remaining 66,000,000 (six months ended 30 June 2004: 132,000,000)
Additional Shares to be issued has been incorporated in the computations of the basic and diluted
earnings per share for the current and prior periods.

The share options expiring on 19 April 2010 (six months ended 30 June 2004 : share options expiring on
6 May 2009) had an anti-dilutive effect on the basic earnings per share and have not been included in
the diluted earnings per share calculation for the current period.

8. DIVIDENDS

For the six months
ended 30 June

2005 2004
(Unaudited) (Unaudited)
HK$’000 HK$'000
Interim dividend of 4.0 HK cents (2004: 2.5 HK cents) per
ordinary share 225,160 136,997

At a meeting of the board of directors held on 16 September 2005, the directors resolved to pay an
interim dividend to shareholders of 4.0 HK cents (2004: 2.5 HK cents).
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30 June 2005

9. AVAILABLE-FOR-SALE INVESTMENTS

30 June 31 December

2005 2004

(Unaudited) (Unaudited)

(Restated)

HK$°000 HK$'000

Unlisted equity investments outside Hong Kong, at fair value 19 19
Unlisted equity investment outside

Hong Kong, at cost (see Note) 96,325 96,325

Less: Impairment (77,679) (77,679)

18,646 18,646

Unlisted debt securities outside Hong Kong, at fair value 109,602 102,975

Total available-for-sale investments 128,267 121,640

Portion classified as current assets (109,621) (102,994)

Non-current portion 18,646 18,646

Note: As at 30 June 2005, included in the Group’s available-for-sale investments was a 24.5% equity interest in Pak Kong Transco
Limited, a company established in Mainland China with an investment in the Pak Kong Bridges in Qingyuan, Mainland China,
of HK$18,646,000. In the opinion of the directors, the Group does not exercise any significant influence over the financial and

operating policies of Pak Kong Transco Limited and accordingly, this investment has not been equity accounted for as an

associate.
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10. RECEIVABLES, PREPAYMENTS AND DEPOSITS

30 June 31 December

2005 2004

(Unaudited) (Audited)

HK$°000 HK$'000

Trade receivables, net (see Note) 331,926 172,130
Other receivables, prepayments and deposits 169,842 131,248
501,768 303,378

Note: The balance represents trade receivables, net of provisions, from the Group’s customers. The Group’s trading terms with its
customers are mainly on credit, except for new customers, where payment in advance is normally required. Invoices are
normally payable ranging from 30 days to 180 days of issue. Credit limits are set for customers. The Group seeks to maintain
tight control over its outstanding receivables in order to minimise credit risk. Overdue balances are regularly reviewed by
senior management.

An aged analysis of the Group’s trade receivables at the respective balance sheet dates, based on
payment due date, is as follows:

30 June 31 December

2005 2004

(Unaudited) (Audited)

HK$°000 HK$'000

Within three months 331,083 171,424
More than three months and less than six months 715 276
More than six months and less than one year 34 201
More than one year 10,563 10,705
342,395 182,606

Less: Provision for doubtful debts (10,469) (10,476)
331,926 172,130
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11. CASH AND CASH EQUIVALENTS AND RESTRICTED CASH AND BANK

BALANCES
30 June 31 December
2005 2004
(Unaudited) (Audited)
HK$’000 HK$'000
Cash and bank balances (note (a)) 670,938 569,805
Time deposits 1,234,465 1,072,883
Trust account (note (b)) 25,544 25,509
1,930,947 1,668,197
Less: Restricted cash and bank balances (note (b)) (25,544) (25,509)
Cash and cash equivalents 1,905,403 1,642,688

Notes:

(a)

(b)

A subsidiary of the Company is required to reserve certain cash and bank balances for, amongst other things, payment of
interest, repayment of debts and distribution to shareholders of that subsidiary pursuant to an agreement entered into between
the subsidiary and other parties. As at 30 June 2005, cash and bank balances retained for such purpose amounted to
HK$5,067,000 (31 December 2004 : HK$6,512,000).

Pursuant to an undertaking given to the court by the Company in its capital reduction application on 17 December 2003, the
Company set up a separate bank account with a local reputable bank in the name of Guangdong Investment (Nominees)
Limited, as trustee and designated such bank account as “Guangdong Investment Limited Capital Reduction Trust Account”
(the “Trust Account”). A sum of HK$34,000,000 was deposited into the Trust Account in accordance with the terms of the trust
deed in the form approved by the court (the “Trust Deed”). Unless and until all amounts due to those creditors of the Company
who would be entitled to prove in a notional winding-up of the Company were one to commence on 24 December 2003 (the
“Effective Date”) and who have not consented to the proposed reduction shall have been paid or satisfied or otherwise
extinguished, or such creditors shall subsequently give their consent, or any period of limitation shall have expired, the
Company shall retain to the credit of the Trust Account a sum in cash equal to the amount due to such non-consenting
creditors for the time being unpaid. As at 30 June 2005, the amount standing to the credit of the Trust Account was
HK$25,544,215 (31 December 2004 : HK$25,509,167). The Trust Account shall be maintained for a period of six years from the
Effective Date or such shorter period as provided under the Trust Deed. The Trust Account balance was classified as
restricted cash and bank balances.
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Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

12. TRADE PAYABLES

An aged analysis of the Group’s trade payables as at the balance sheet date, based on payment due

date, is as follows:

30 June 31 December
2005 2004
(Unaudited) (Audited)
HK$’000 HK$'000
Within three months 71,088 107,155
More than three months and less than six months 4,598 4,257
More than six months and less than one year 397 499
More than one year 5,102 2,312
81,185 114,223
13. INTEREST RATE SWAP AGREEMENTS

30 June 31 December
2005 2004
(Unaudited) (Unaudited)
HK$°000 HK$'000
Cash flow hedges 374,462 —

Not qualified for hedge accounting, at fair value through
profit or loss 60,881 —
435,343 —

14. BANK AND OTHER INTEREST-BEARING BORROWINGS

As at 30 June 2005
Current Non-current

liabilities

(Unaudited) (Unaudited) (Unaudited)

HK$’000

As at 31 December 2004
Current  Non-current

liabilities

liabilities Total

(Unaudited) (Unaudited) (Unaudited)
(Restated)  (Restated)

HK$'000

HK$'000 HK$'000

Bank loans — secured
Convertible bonds
The Tranche B Credit

41,742 12,912,060 12,953,802

442,167 442,167

— 1,231,284 1,231,284

41,742 14,685,511 14,627,253
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Notes to Condensed Consolidated Interim Financial Statements (continued)
30 June 2005

15. NON-INTEREST-BEARING BORROWING

The non-interest-bearing borrowing represents a loan facility granted by the Government of the Hong
Kong Special Administrative Region (the “HKSAR”) to the Guangdong Provincial Government for the
Dongshen Water Supply Phase IV Renovation Project (the “Phase IV Renovation Project”) with a
principal amount of HK$2,364 million. Pursuant to the concession agreement in respect of the granting
of concession by the Guangdong Provincial Government to the Group for the supply of natural water,
WaterCo utilised the aforesaid loan facility for the construction of the Phase IV Renovation Project and
agreed to bear the repayment obligation of the Guangdong Provincial Government to the Government of
the HKSAR in respect of such loan on the earlier of the commencement of operation of the Phase IV
Renovation Project and the end of 2003. The loan is repayable by 20 consecutive instalments within 20
years.

16. SHARE CAPITAL

30 June 31 December

2005 2004
(Unaudited) (Audited)
HK$’000 HK$'000
Authorised:
8,000,000,000 (31 December 2004 : 8,000,000,000) ordinary
shares of HK$0.50 each (“Ordinary Shares”) 4,000,000 4,000,000
Issued and fully paid:
5,614,492,672 (31 December 2004: 5,561,612,672) Ordinary
Shares 2,807,246 2,780,806

During the six months ended 30 June 2005, the subscription rights attaching to 52,880,000 share
options were exercised at subscription prices ranging from HK$0.814 to HK$1.59 per Ordinary Share
(note 17), resulting in the issue of 52,880,000 new Ordinary Shares for a total consideration, net of
expenses, of HK$53,597,000.
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Notes to Condensed Consolidated Interim Financial Statements (continued)
30 June 2005

16. SHARE CAPITAL (continued)

A summary of movements of the Company’s issued and fully paid Ordinary Shares and Ordinary Share

premium account is as follows:

Number of Ordinary

Ordinary Share

Shares Issued premium
in issue shares account Total
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
HK$'000 HK$'000 HK$'000
At 1 January 2005 5,561,612,672 2,780,806 1,857,716 4,638,522
Share options exercised 52,880,000 26,440 27,183 53,623
Share issue expenses — — (26) (26)
At 30 June 2005 5,614,492,672 2,807,246 1,884,873 4,692,119

17. SHARE OPTION SCHEME

The Company operates a share option scheme (the “GDI Scheme”) for the purpose of providing
incentives to the participants to contribute to the Group, to enable the Group to recruit and retain quality
employees to serve the Group on a long-term basis, to maintain a good relationship with its consultants,
professional advisers, suppliers of goods or services and customers and to attract human resources
that are valuable to the Group. Eligible participants of the GDI Scheme include the Company’s directors
(including non-executive and independent non-executive directors), employees or executives of the
Group, consultants or advisers of the Group, suppliers of goods or services to the Group, customers of
the Group, and substantial shareholders of the Group. The GDI Scheme unless otherwise terminated or

amended, will remain in force for 10 years from 3 June 2002.

The expense recognised in the condensed consolidated income statement for employee services

received during the period is HK$1,260,000 (six months ended 30 June 2004 : Nil).
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Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

17. SHARE OPTION SCHEME (continued)

The following share options were outstanding under the GDI Scheme during the period:

Number of share options

Exercise period of

Price of the Company’s
Ordinary Shares***

Granted Cancelled/ Exercised share options Exercise
Name or category of At 1 January during the lapsed during during the At 30 June Date of grant of (both dates price of share At grant date At exercise date
participants 2005 period## the period period 2005 share options* inclusive)# options** of options of options
(DD.MM.YYYY) (DD.MM.YYYY) HKS HKS HKS
Directors
LI Wenyue 7,000,000 — — — 7,000,000 10.08.2001 11.02.2002 to 0.5312 0.66 —
10.02.2007
9,000,000 — — — 9,000,000 07.05.2002 08.11.2002 to 0.814 0.81 —
07.11.2007
6,000,000 — — — 6,000,000 4.12.2002 05.03.2003 to 0.96 0.89 —
04.03.2008
3,000,000 — — — 3,000,000 07.05.2003 08.08.2003 to 1.22 1.22 —
07.08.2008
3,000,000 — — — 3,000,000 06.02.2004 07.05.2004 to 1.59 1.57 —
06.05.2009
2,500,000 — — — 2,500,000 24.05.2004 25.08.2004 to 1.25 1.25 —
24.08.2009
ZHANG Hui 5,000,000 — — — 5,000,000 04.12.2002 05.03.2003 to 0.96 0.89 —
04.03.2008
3,000,000 — — — 3,000,000 07.05.2003 08.08.2003 to 1.22 1.22 —
07.08.2008
3,000,000 — — — 3,000,000 06.02.2004 07.05.2004 to 1.59 1.57 —
06.05.2009
2,500,000 — — — 2,500,000 24.05.2004 25.08.2004 to 1.25 1.25 —
24.08.2009
CHAN Cho Chak, John 1,000,000 — — — 1,000,000 14.12.2002 05.03.2003 to 0.96 0.89 —
04.03.2008
1,000,000 — — — 1,000,000 07.05.2003 08.08.2003 to 1.22 1.22 —
07.08.2008
1,000,000 — — — 1,000,000 06.02.2004 07.05.2004 to 1.59 1.57 —
06.05.2009
450,000 — — — 450,000 24.05.2004 25.08.2004 to 1.25 1.25 —
24.08.2009
LI Kwok Po, David 1,000,000 — — — 1,000,000 04.12.2002 05.03.2003 to 0.96 0.89 —
04.03.2008
1,000,000 — — — 1,000,000 07.05.2003 08.08.2003 to 1.22 1.22 —
07.08.2008
1,000,000 — — — 1,000,000 06.02.2004 07.05.2004 to 1.59 1.57 —
06.05.2009
450,000 — — — 450,000 24.05.2004 25.08.2004 to 1.25 1.25 —
24.08.2009
FUNG, Daniel R 1,000,000 — — (1,000,000) — 4.12.2002 05.03.2003 to 0.96 0.89 2.55
04.03.2008
1,000,000 — — — 1,000,000 07.05.2003 08.08.2003 to 1.22 1.22 —
07.08.2008
1,000,000 — — — 1,000,000 06.02.2004 07.05.2004 to 1.59 1.57 —
06.05.2009
450,000 — — — 450,000 24.05.2004 25.08.2004 to 1.25 1.25 —
24.08.2009
CHENG Mo Chi 1,000,000 — — — 1,000,000 04.12.2002 05.03.2003 to 0.96 0.89 —
Moses 04.03.2008
1,000,000 — — — 1,000,000 07.05.2003 08.08.2003 to 1.22 1.22 —
07.08.2008
1,000,000 — — — 1,000,000 06.02.2004 07.05.2004 to 1.59 1.57 —
06.05.2009
450,000 — — — 450,000 24.05.2004 25.08.2004 to 1.25 1.25 —
24.08.2009
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Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

17. SHARE OPTION SCHEME (continued)

Number of share options

Exercise period of

Price of the Company’s
Ordinary Shares***

Granted Cancelled/ Exercised share options Exercise
Name or category of At 1 January during the lapsed during during the At 30 June Date of grant of (both dates price of share At grant date At exercise date
participants 2005 period## the period period 2005 share options* inclusive)# options** of options of options
(DD.MM.YYYY) (DD.MM.YYYY) HK$ HK$ HK$
LI Wai Keung 700,000 — — — 700,000 01.11.2001 02.05.2002 to 0.74 0.73 —
01.05.2007
1,500,000 — — — 1,500,000 07.05.2002 08.11.2002 to 0.814 0.81 —
07.11.2007
1,500,000 — — — 1,500,000 04.12.2002 05.03.2003 to 0.96 0.89 —
04.03.2008
1,500,000 — — — 1,500,000 07.05.2003 08.08.2003 to 1.22 1.22 —
07.08.2008
1,500,000 — — — 1,500,000 06.02.2004 07.05.2004 to 1.59 1.57 —
06.05.2009
1,000,000 — — — 1,000,000 24.05.2004 25.08.2004 to 1.25 1.25 —
24.08.2009
FUNG Sing Hong, — 1,500,000 — — 1,500,000 19.01.20056 20.04.2005 to 2.575 2.60 —
Stephen 19.04.2010
WANG Xiaofeng 1,000,000 — — — 1,000,000 07.05.2002 08.11.2002 to 0.814 0.81 —
07.11.2007
1,000,000 — — — 1,000,000 04.12.2002 05.03.2003 to 0.96 0.89 —
04.03.2008
1,000,000 — — — 1,000,000 07.05.2003 08.08.2003 to 1.22 1.22 —
07.08.2008
1,000,000 1,000,000 06.02.2004 07.05.2004 to 1.59 1.57
06.05.2009
650,000 — — — 650,000 24.05.2004 25.08.2004 to 1.25 1.25 —
24.08.2009
70,150,000 1,500,000 — (1,000,000) 70,650,000
Others
Former Directors 19,000,000 — — — 19,000,000 10.08.2001 11.02.2002 to 0.5312 0.66 —
(Note) 10.02.2007
18,000,000 — — — 18,000,000 07.05.2002 08.11.2002 to 0.814 0.81 —
07.11.2007
18,000,000 — — (6,000,000) 12,000,000 04.12.2002 05.03.2003 to 0.96 0.89 2.20
04.03.2008
8,000,000 — — (3,000,000) 5,000,000 07.05.2003 08.08.2003 to 1.22 1.22 2.20
07.08.2008
10,000,000 — — (5,000,000) 5,000,000 06.02.2004 07.05.2004 to 1.59 1.57 2.31
06.05.2009
2,500,000 — — (2,500,000) — 24.05.2004 25.08.2004 to 1.25 1.25 2.20
24.08.2009
Employees 30,000,000 — — — 30,000,000 10.08.2001 11.02.2002 to 0.5312 0.66 —
10.02.2007
7,250,000 — — (7,250,000) — 07.05.2002 08.11.2002 to 0.814 0.81 2.24
07.11.2007
57,200,000 — (800,000) (8,000,000) 48,400,000 04.12.2002 05.03.2003 to 0.96 0.89 2.24
04.03.2008
28,570,000 (800,000) (4,470,000) 23,300,000 07.05.2003 08.08.2003 to 1.22 1.22 2.26
07.08.2008
39,600,000 — (900,000) (200,000) 38,500,000 06.02.2004 07.05.2004 to 1.59 1.57 2.60
06.05.2009
49,460,000 (460,000) 49,000,000 24.05.2004 25.08.2004 to 1.25 1.26 2.47
24.08.2009
Consultant 31,393,939 - - (15,000,000) 16,393,939 03.06.2002 21.12.2002 to 0.816 0.81 2.40
03.06.2007
318,973,939 — (2,500,000) (51,880,000) 264,593,939
Total 389,123,939 1,500,000 (2,500,000) (52,880,000) 335,243,939
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Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

17. SHARE OPTION SCHEME (continued)

o

##

Note:

The vesting period of the share options is from the date of the grant until the commencement of the exercise period.

The exercise price of the share options is subject to adjustment in the case of rights or bonus issues, or other similar changes
in the Company’s share capital.

The price of the Company’s ordinary shares disclosed as at the date of grant of the share options is the closing price on the
Stock Exchange of Hong Kong Limited (the “Stock Exchange”) on the business day prior to which the options were granted.

The price of the Company’s ordinary shares disclosed as at the date of exercise of the share options is the weighted average
of the Stock Exchange closing prices (immediately before the dates on which the options were exercised) over all the
exercises of options within the disclosure line.

If the last day of the option period is not a business day in Hong Kong, the option period expires at 5:01 p.m. on the business
day preceding that day (Hong Kong time).

HK$1.00 is payable by the grantee on acceptance of the offer in respect of the options granted on 19 January 2005.
As at 1 January 2005, Wu Jiesi and Gu Shunan, directors of the Company who resigned during the period, had a total of

15,500,000 share options. These share options were reclassified and included in the “Former directors” category in the above
movement schedule.
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Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

18. RESERVES

Equity
Ordinary component Hotel Employee
Share Ordinary of property share Expansion  Exchange
premium Shares to convertible Hedge Capital revaluation option fund fluctuation Special Retained Minority
account  be issued bonds reserve reserve reserve scheme reserve reserve reserve Total profits interests
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited)
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
(Note)
At 1 January 2004
As previously reported 1,730,646 303,600 — — 3,082,617 — — 167,711 (55,508) 119,721 5,338,787 971,257 1,969,304
Prior period adjustments
(Note 2(b)) — — 67,291 — — — — — (895) — 66,396 243,175 67,095
As restated 1,730,646 303,600 67,291 — 3,082,617 — — 167,711 (56,403) 119,721 5,405,183 1,214,432 2,036,399
Share options exercised, net of
share issue expenses 6,196 — — — — — — — — — 6,196 — —
Issue of Additional Shares 83,160 (182,160) — — — — — — — — (99,000) — —
Acquisition of additional
interests in subsidiaries — — — — — — — — — — — — (117,111)
Profit for the period (as
restated) — — — — — — — — — — — 452,611 131,049
Transfer from the income
statement — — — — — — — 1,123 — — 1,123 (1,123) —
Interim 2004 dividend declared — — — — — — — — — — — (136,997) —
Dividends paid to minority
interests — — — — — — — — — — — — (162,190)
Transfer from retained profits
during the period in
accordance with the
Undertaking — — — — — — — — — 366,071 366,071 (366,071) —
Transfer to retained profits
upon issue of new
Ordinary Shares during
the period - - - - - - - - - (198,791) (198,791) 198,791 -
Exchange realignment — — — — — — — — 2,558 — 2,558 — 1,654
At 30 June 2004 and 1 July
2004 (as restated) 1,820,002 121,440 67,291 — 3,082,617 — — 168,834 (53,845) 287,001 5,483,340 1,361,643 1,889,801
Share options exercised, net of
share issue expenses 9,994 — — — — — — — — — 9,994 — —
Issue of Additional Shares 27,720 (60,720) — — — — — — — — (33,000) — —
Acquisition of additional
interests in subsidiaries (4,054)
Profit for the period (as
restated) — — — — — — — — — — — 443,165 52,033
Transfer from the income
statement — — — — — — — 41,058 — — 41,058 (41,058) —
Proposed final 2004 dividend — — — — — — — — — — — (194,990) —
Dividend paid to minority
interests — — — — — — — — — — — — (62,325)
Transfer from retained profits
during the period in
accordance with the
Undertaking — — — — — — — — — 72,781 72,781 (72,781) —
Transfer to retained profits
upon issue of new
Ordinary Shares during
the period — — — — — — — — — (86,837) (86,837) 86,837 —
Exchange realignment (as
restated) — — — — — — — — (1,266) — (1,266) — (227)
At 31 December 2004 (as
restated) 1,857,716 60,720 67,291 — 3,082,617 — — 199,892 (55,111) 272,945 5,486,070 1,582,816 1,875,228
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Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

18. RESERVES (continued)

Equity
Ordinary component Hotel Employee
Share Ordinary of property share Expansion  Exchange
premium Shares to convertible Hedge Capital revaluation option fund fluctuation Special Retained Minority
account  be issued bonds reserve reserve reserve scheme reserve reserve reserve Total profits interests
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited)
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
(Note)
At 1 January 2005
As previously reported 1,857,716 60,720 — — 3,082,617 12,182 — 199,892 (54,212) 272,945 5,431,860 1,593,564 1,847,139
Prior period and opening
adjustments (note
2(a)) — — 67,291 (500,727)  (1,652,608) (12,182) — — (899) — (2,099,125) 1,693,556 (101,956)
As restated 1,857,716 60,720 67,291 (500,727) 1,430,009 — — 199,892 (55,111) 272,945 3,332,735 3,287,120 1,745,183
Share options exercised, net of
share issue expenses 27,157 — — — — — — — — — 27,157 — —
Acquisition of additional
interests in subsidiaries — — — — — — — — — — — — (81,660)
Profit for the period 681,514 127,587
Interim 2005 dividend declared — — — — — — — — — — — (225,160) —
Final 2004 dividend declared — — — — — — — — — — — (1,303) —
Dividends paid to minority
interests — — — — — — — — — — — — (47,211)
Employee share option scheme — — — — — — 1,260 — — — 1,260 — —
Change in fair values on cash
flow hedges — — — 193,160 — — — — — — 193,160 — 36,683
Transfer from retained profits
during the period in
accordance with the
Undertaking — — — — — — — — — 16,760 16,760 (16,760) —
Transfer to retained profits
upon issue of new
Ordinary Shares during
the period — — — — — — — — — (53,623) (53,623) 53,623 —
Exchange realignment — — — — — — — — 270 — 270 — 153
At 30 June 2005 1,884,873 60,720 67,291 (307,567) 1,430,009 — 1,260 199,892 (54,841) 236,082 3,617,719 3,779,034 1,780,735
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30 June 2005

18. RESERVES (continued)

Note:

One of the undertakings given to the Court by the Company in its capital reduction application (the “Undertaking”) relates to
the setting up of a special reserve on the terms that for so long as there shall remain outstanding any debt of or claim against
the Company which would be admissible to proof in a notional winding-up of the Company on the Effective Date and the
person entitled to the benefit thereof shall not have consented to the said reduction of capital or agreed otherwise, the
Company shall credit to a special reserve in the books of the Company (the “Special Reserve”): (a) any amount arising by
reason of a release of any provision taken into account in establishing the accumulated losses of the Company as at 30 June
20083; or (b) any amount received by the Company as profit by way of distribution from a corporation which was a subsidiary of
the Company at the Effective Date (a “subsidiary”) which is made by such subsidiary out of profit available for distribution prior
to the Effective Date or any dividend paid to the Company in respect of any liquidation of a subsidiary commencing prior to
that date.

During the six months ended 30 June 2005, the release of provision as determined above was HK$16,760,000 and no profit
was distributed from the Company’s subsidiaries as determined above, resulting in an aggregate transfer from retained profits
to the Special Reserve of the Group and the Company of HK$16,760,000 (six months ended 30 June 2004 : HK$366,071,000).

The Special Reserve shall not be treated as realised profits of the Company and shall, for so long as the Company shall remain
a limited company, be treated as an undistributable reserve of the Company for the purpose of the Companies Ordinance.
Further, the Special Reserve may be applied for the same purposes as a share premium account may lawfully be applied and
the amount standing to the credit of the Special Reserve may be reduced by an amount equal to any increase, after the
Effective Date, in the paid-up share capital or share premium account of the Company which results from an issue of shares
(other than for the purposes of any redemption or purchase by the Company of its own shares) for cash or other consideration
or by way of the capitalisation of distributable profits or reserves. The Company shall be at liberty to transfer the amount so
reduced to the general reserves of the Company and the same shall become available for distribution.

During the six months ended 30 June 2005, the reduction of the Special Reserve and the capitalisation of the same amount to
retained profits, which resulted from the increase in paid-up share capital and share premium account due to the issue of the
Company’s ordinary shares, before any share issue expenses, was HK$53,623,000 (six months ended 30 June 2004:
HK$198,791,000).

The amount credited to the Special Reserve shall not at any time exceed HK$2,984,676,517 (the “Limit”). The Limit may be
reduced by the amount of any increase, after the Effective Date, in the paid-up share capital or share premium account of the
Company which results from the issue of shares as referred to above. The Limit may also be reduced by the amount of any
non-permanent loss of the Company as at 30 June 2003 which subsequently turns into a permanent loss.

In the event that the amount standing to the credit of the Special Reserve at any time exceeds the Limit,
the Company shall be at liberty to transfer the amount of any such excess to the general reserves of the
Company and the same shall become available for distribution. All profits and write-backs of provisions
made by the Company between 1 July 2003 and the Effective Date are subject to an undertaking on
similar terms. As at 30 June 2005, the Limit of the Special Reserve, as adjusted, was HK$2,595,182,753
(31 December 2004 : HK$2,682,800,113) and the amount standing to the credit of the Special Reserve
was HK$236,082,770 (31 December 2004: HK$272,945,698).
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Notes to Condensed Consolidated Interim Financial Statements (continued)
30 June 2005

19. OPERATING LEASE ARRANGEMENTS

The Group leases certain of its office properties under operating lease arrangements. Leases for
properties are negotiated for terms ranging from two to fifteen years. (31 December 2004 : term of one

year).

At the balance sheet date, the Group had total future minimum lease payments under non-cancellable

operating leases in respect of land and buildings falling due as follows:

30 June 31 December

2005 2004

(Unaudited) (Audited)

HK$°000 HK$'000

Within one year 4,282 177
In the second to fifth years, inclusive 24177 —
After five years 46,888 —
75,347 177

In addition to the operating lease commitments as disclosed above, the Group leases certain leasehold
land and buildings from g4 e )T EAE S E 27 (Guangdong Shaoguan Yue Jiang Power
Supply Limited) (“*Yue Jiang”), an associate of the Group, in Mainland China for the storage and
handling of coal ashes for the Group’s electric power generation operations. The annual rental expenses
are calculated with reference to the number of units of electricity generated by Shaoguan Power Plant

(D) Ltd., a subsidiary of the Group, and the relevant costs incurred by Yue Jiang.
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30 June 2005

20. COMMITMENTS

In addition to the operating lease commitments detailed in note 19 above, the Group had the following
commitments at the balance sheet date:

(a)

Capital commitments

30 June 31 December
2005 2004
(Unaudited) (Audited)
HK$°000 HK$'000

Capital commitments in respect of property,

plant and equipment:

Contracted for 179,469 155,150
Authorised, but not contracted for 1,225,796 672,309
1,405,265 827,459

Pursuant to WaterCo’s articles of association, Yue Gang Investment, which directly holds a 1%
equity interest in WaterCo and is the Company’s ultimate holding company, is not entitled to any
distributed profits of WaterCo for the first 15 years of operation and 100% of the distributed profits
for that period shall be made to GH Holdings. Starting from the 16th year of operation, 1.01% of
the distributed profits of WaterCo for the first 15 years of operation plus simple interest of 8% per
annum on the unpaid amount of the distributed profits shall be made to Yue Gang Investment
(collectively referred to as the “Deferred Dividend”). Once Yue Gang Investment has received the
Deferred Dividend in full, all of the WaterCo’s distributable profits are to be distributed to GH
Holdings and Yue Gang Investment according to their respective equity interests in WaterCo
during the remaining operating period.

The Company, at a consideration of US$16.76 million, entered into a conditional sale and
purchase agreement on 13 February 2001 for the Company’s disposal of its entire 95% interest in
and its shareholders’ loans to Zhongshan Power (Hong Kong) Limited (“ZPHK”). As part of the
consideration, the compensation for the discontinuation of certain guaranteed profits in an amount
of US$2.97 million was received in August 2001. In addition, as a condition precedent to the
completion of the sale, Zhongshan Power Plant, the contractual joint venture held by ZPHK, is
required to fully repay all its indebtedness to Yue Sheng Finance Limited, a wholly-owned
subsidiary of the Company, together with interest, in respect of which the loan principal of
US$17.5 million was received in January 2003. Up to the date of these condensed consolidated
interim financial statements being approved and authorised for issue by the Company’s board of
directors, this transaction had not yet been completed.
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30 June 2005

21. CONTINGENT LIABILITY

30 June 31 December
2005 2004
(Unaudited) (Audited)
HK$°000 HK$'000
Guarantee given in respect of a bank loan of the Group’s
contractual joint venture 78,000 78,000

22. RELATED PARTY TRANSACTIONS

In addition to the transactions set out elsewhere in the financial statements, the Group had the following
significant related party transactions during the period:

(a)

Transactions with related parties

For the six months
ended 30 June

Notes 2005 2004
(Unaudited) (Unaudited)
HK$’000 HK$'000

Rental income from GDH Limited and certain of its

subsidiaries (i) (1,461) (1,944)
Interest income from a contractual joint venture (if) (90) (96)
Management fees from:

— a contractual joint venture (iii) (1,461) (1,688)

— a jointly-controlled entity (iv) (200) (1,726)

- a fellow subsidiary (v) (376) —
Hotel management fees received from fellow

subsidiaries (vi) (797) (468)
Property management service fees paid to fellow

subsidiaries (vii) 847 915
Interest expense to:

— GDH Limited and certain of its subsidiaries (viii) 7,940 12,5652

— Yue Gang Investment (ix) 25 —
General computer and SAP financial system

maintenance service fees paid to GDH Limited (x) 282 313
Finance lease charge paid to a fellow subsidiary (xi) 33 51
Rental expense paid to an associate (xii) 3,345 —
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Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

22. RELATED PARTY TRANSACTIONS (continued)

(a)

Transactions with related parties (continued)

Notes:

)

(if)

(iii)

(iv)

(vi)

(vii)

(viii)

(ix)

(xi)

(xii)

The rental income arose from the letting of certain of the Group’s office premises to GDH Limited and certain of its
subsidiaries in accordance with their respective tenancy agreements.

The interest income arose from an unsecured loan advanced to a contractual joint venture, which carried a fixed rate of
3.8% (six months ended 30 June 2004: 3.8%) per annum. The loan was fully repaid during the period.

The management fee income arose from the accounting and administrative services provided by the Group to a
contractual joint venture. The fee charged is calculated with reference to the revenue of the contractual joint venture
earned in the period. The contract was terminated in May 2005.

The management fee income arose from the administrative services provided by the Group to a jointly-controlled
entity. The fee charged is based on the actual costs incurred by the Group during the period.

The management fee income arose from the accounting and administrative services provided by the Group to a fellow
subsidiary. The fee charged is based on the actual costs incurred by the Group during the period.

The management fee income arose from the hotel management services rendered by a subsidiary of the Group to
certain fellow subsidiaries of the Company in accordance with the terms of agreements entered into between the
Group’s subsidiary and those fellow subsidiaries.

The management fees arose from the property management services rendered by certain fellow subsidiaries of the
Company to the Group in accordance with the terms of agreements entered into between the Group and those fellow
subsidiaries.

The interest expense arose from (a) the Tranche B Credit of HK$76,262,000 as at 30 June 2005 (31 December 2004 :
HK$76,262,000) held by GDH Limited; and (b) the convertible bonds issued by the Group to GDH Limited on 24
December 2003, the par value of which was HK$497,320,000 as at 30 June 2005 (31 December 2004: par value of
HK$497,320,000); (c) the loans, in aggregate, of RMB6,124,000 (31 December 2004: RMB1,342,000) provided by a
fellow subsidiary of the Group.

The interest expense for the six months ended 30 June 2004 included the expense of HK$4,550,000 also arising from
the straight bonds with a par value of HK$497,320,000 issued by the Group to GDH Limited on 24 December 2003,
which had been fully redeemed by the Group on 16 June 2004.

The interest expense arose from an entrusted loan of RMB2,000,000 advanced by Yue Gang Investment to WaterCo
which was fully repaid during the period.

GDH Limited provided the Group with certain general computer and SAP financial system maintenance services
commencing from May 2003 in accordance with the agreement between the Group and GDH Limited.

The charge arose from the leasing of a motor vehicle by the Company’s fellow subsidiary to the Group in accordance
with the agreement entered into between the Group and that fellow subsidiary.

The rental expense arose from the leasing of certain leasehold land and building by Yue Jiang, an associate of the
Group, to the Group for the storage and handling of coal ashes for the Group’s electric power generation operations.
The rentals were calculated with reference to the number of units of electricity generated by the Group’s subsidiary and
the relevant costs incurred by Yue Jiang.
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Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

22. RELATED PARTY TRANSACTIONS (continued)

(a)

(b)

Transactions with related parties (continued)

Notes: (continued)

(xiii)

(xiv)

(xv)

On 3 June 2002, the Company engaged AMRI Financial Group Limited (“AMRI”) for the provision of consultancy
services in a project at an aggregate consideration of the grant of 31,393,939 share options of the Company.
According to the service contract, additional fees may be paid where the outcome of the project exceeds an agreed
target. A director of the Company’s immediate holding company is also a director and shareholder of AMRI. Each
share option granted to AMRI is exercisable to subscribe for an Ordinary Share at an exercise price of HK$0.816 per
Ordinary Share commencing from the date of successful completion of the project to 3 June 2007. The project was
completed in 2002 and 15,000,000 of the share options were exercised during the period. Further details of the share
options are also set out in note 17 to the condensed consolidated interim financial statements.

During the period, the cash distribution made by GH Holdings out of its distributable profits, amounting to
HK$11,108,000 (six months ended 30 June 2004: HK$28,351,000), was paid or payable to GDH Limited and certain of
its subsidiaries as shareholders of GH Holdings. The distribution is made in accordance with their respective interests
in GH Holdings.

During the period, the Company paid dividends, in aggregate, of HK$118,065,000 (six months ended 30 June 2004:
Nil) to GDH Limited and certain of its subsidiaries as the Company’s shareholders. The distribution is made in
accordance with their respective interests in the Company.

Outstanding balances with related parties

30 June 31 December
Notes 2005 2004
(Unaudited) (Audited)
HK$°000 HK$'000

Balances due from:
Ultimate holding company (i) 75 —
Immediate holding company (i) 716 1,941
Fellow subsidiaries (iii) 3,834 2,987
Jointly-controlled entities (iv) 113,449 112,951
A contractual joint venture (v) 70,227 70,227

Balances due to:

Ultimate holding company (i) (94) (2,113)
Immediate holding company (ii) (1,299) (1,046)
Fellow subsidiaries (iii) (6,039) (2,548)
Associates (vi) (6,298) (3,986)
Minority shareholders of subsidiaries (vii) (322,495) (822,544)
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Notes to Condensed Consolidated Interim Financial Statements (continued)

30 June 2005

22. RELATED PARTY TRANSACTIONS (continued)

(b)

Outstanding balances with related parties (continued)

Notes:

)

(i)

(iii)

(iv)

At 31 December 2004, included in the amount due to the ultimate holding company was an entrusted loan amounting to
RMB2,000,000 (approximately equivalent to HK$1,878,000) which was unsecured, bore interest at the designated
rates as published by the People’s Bank of China from time to time and was repayable within one year. The entrusted
loan was settled in the current period. The remaining balances with the ultimate holding company are unsecured,
interest-free and have no fixed terms of repayment.

Except for the amount due to the immediate holding company of HK$828,000 which is not repayable within one year,
the remaining balances with the immediate holding company are unsecured, interest-free, and have no fixed terms of
repayment.

The balances with fellow subsidiaries are unsecured, interest-free and have no fixed terms of repayment, except for
loans from a fellow subsidiary, in aggregate, of RMB6,124,000 (31 December 2004: RMB1,342,000) which bear
interest at a rate of 4.5% (31 December 2004: 4.5%) per annum and are repayable in one to two years (31 December
2004 : within three months).

Except for the balance of HK$39,219,000 (31 December 2004: HK$38,636,000) which bears interest at LIBOR per
annum, amounts due from the jointly-controlled entities are unsecured, interest-free and have no fixed terms of
repayment.

The amounts due from a contractual joint venture are unsecured, interest-free and have no fixed terms of repayment.
The amounts due were fully provided for in prior years.

The amounts due to associates are unsecured, interest-free, and have no fixed terms of repayment.
Except for a loan from a minority shareholder of a subsidiary of HK$34,505,000 (31 December 2004 : HK$34,512,000)

which is not repayable within five years, the balances with minority shareholders of subsidiaries as at 30 June 2005 are
unsecured, interest-free, and have no fixed terms of repayment.
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Notes to Condensed Consolidated Interim Financial Statements (continued)
30 June 2005

22. RELATED PARTY TRANSACTIONS (continued)

(c) Compensation of key management personnel of the Group

For the six months
ended 30 June

2005 2004

(Unaudited) (Unaudited)

HK$°000 HK$'000

Short term employment benefits 3,960 5,081
Post-employment benefits 612 625
Share-based payments 1,260 —
5,832 5,706

23. CAPITAL EXPENDITURE

During the six months ended 30 June 2005, the Group acquired fixed assets of approximately

HK$60,979,000, in aggregate.

24. POST BALANCE SHEET EVENT

In January 2005, the Group’s jointly-controlled entity entered into an agreement to dispose of (1) its
entire 14.18% equity interest in an investee company (the “Project”) and (2) its right in respect of the
outstanding loans owed from the Project, at an aggregate consideration of HK$322,866,000 to an
independent third party. The disposal resulted in a gain of HK$24,800,000, which was accounted for in
the consolidated income statement for the year ended 31 December 2004 as a write-back of the

provision for the impairment of the Group’s interest in a jointly-controlled entity.

The transaction was completed in July 2005.

25. APPROVAL OF THE CONDENSED CONSOLIDATED INTERIM FINANCIAL

STATEMENTS

These condensed consolidated interim financial statements were approved and authorised for issue by

the board of directors on 16 September 2005.
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Business Review, Discussion and
Analysis, and Prospects

RESULTS

The Board of Directors is pleased to report a remarkable growth in the Group’s results for the first half of 2005.
The Group’s unaudited consolidated net profit attributable to shareholders amounted to HK$682 million
(2004 : HK$453 million (restated)), representing an increase of 50.6% as compared to the same period last
year. The basic earnings per share were 12.07 HK cents (2004: 8.20 HK cents (restated)), representing an
increase of 47.2% over the same period last year.

INTERIM DIVIDEND

The Board has resolved to declare the payment of an interim dividend of 4.0 HK cents per share for the six
months ended 30 June 2005 (2004: 2.5 HK cents).

REVIEW

The consolidated revenue of the Group for the first half of 2005 was HK$2,660 million (2004: HK$2,535
million), an increase of 4.9% as compared to the same period last year. Among the Group’s six business
sectors, apart from the electric power generation business, all the other businesses, namely water
distribution, toll roads and bridges, retail and shopping mall operations, and hotel operations and
management, achieved satisfactory growth.

The unaudited consolidated net profit attributable to shareholders amounted to HK$682 million (2004 :
HK$453 million (restated)), an increase of 50.6% as compared to the same period last year. The increase was
mainly attributable to increases in the revenue from water distribution of HK$124 million (an increase of 8.0%),
the hotel operations and management business of HK$18 million (an increase of 18.6%) and the retail and
shopping mall operations of HK$80 million (an increase of 13.6%) as well as the share of profits from toll roads
and bridges projects of HK$5.8 million (an increase of 18.0%). The revenue from the electric power generation
business has however dropped by HK$98 million (a decrease of 35.7%). As far as finance costs were
concerned, although interest rates are currently in an upward trend, a major portion of the Company’s floating
rate loans has already been hedged. Accordingly rising interest rates had little impact on the Group’s
financials. The Group’s finance costs for the period under review were about the same as last year.

There was no provision made to the Group’s financials for the period under review (2004 : HK$43 million).

With the adoption of the new HKFRSs as from 1 January 2005, an additional net gain of HK$40 million has
been credited to the Group’s results. A write-back of the provision of HK$79 million for the recognition of the
fair value, at the period end, of those interest rate swap agreements for the management of our Group’s
interest rate risk was more than enough to offset the depreciation and amortisation charges of HK$21 million
against the hotel properties and the charge of HK$8 million arising from changes in the accounting treatment
on goodwill/negative goodwill.

The basic earnings per share were 12.07 HK cents (2004 : 8.20 HK cents (restated)), representing an increase
of 47.2% over the same period of 2004.
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REVIEW (continued)

The earnings before interest, tax, depreciation and amortization (“EBITDA”) for the first half of 2005 increased
by 10.1% to HK$1.74 billion (2004 : HK$1.58 billion).

A summary of the performance of the Group’s businesses during the period under review is as follows:
WATER DISTRIBUTION

The profit contribution from the Dongguan Water Supply Project remained significant to the Group. The
Group'’s effective interest in this Dongguan Water Supply Project is 84.04%. The planned annual capacity of
water supply is 2.423 billion cubic meters.

Mainly as a result of the increase in the water tariffs for Shenzhen and Dongguan since last October and the
addition of new customers, the total water sales to these two regions during the six months ended 30 June
2005 has increased by 20.5% and 11.0% in terms of revenue and volume respectively as compared to the
same period last year. The total water sales to Hong Kong, Shenzhen and Dongguan amounted to 1.05 billion
cubic meters, an increase of 8.6% over the same period last year. The water sales to these three areas during
the period under review were 437 million cubic meters (an increase of 5.3%), 316 million cubic meters (an
increase of 17.0%) and 299 million cubic meters (an increase of 5.7%) respectively.

The profit contribution to the Group from the water distribution business for the period under review was
HK$463,457,000 (2004 : HK$310,136,000), excluding the unrealised gain of HK$78,606,000 on interest rate
swap agreements not qualified for hedge accounting, 49.4% higher than the same period last year. The
EBITDA of the water distribution business during the period amounted to HK$1,429,726,000 (2004 :
HK$1,305,623,000), 9.5% higher than the same period last year.

ELECTRIC POWER GENERATION
Shaoguan Power Plant D (“Shaoguan PPD”)

The Group’s effective interest in Shaoguan PPD is 45.9% (a 51% owned subsidiary of the Company holding a
90% interest in the project joint venture company). Shaoguan PPD had 2 power units with a total annual power
generating capacity of 2,190 million kwh. The smaller of those power units with an annual power generating
capacity of 438 million kwh was closed in March 2005 in accordance with the PRC government policy for the
closure of small power units. In addition, the other power units had to undergo a major repair from late May to
early August. As a result, the sales of electricity during the first six months of 2005 dropped to 523 million kwh
(2004 : 840 million kwh). Sales revenue amounted to HK$178,341,000 (2004 : HK$277,680,000), a decrease of
35.8%. The loss before tax for the period was HK$29,043,000 (2004 : profit before tax of HK$59,961,000). The
Group’s share of the loss before tax was HK$13,331,000 (2004 : profit before tax of HK$27,522,000).
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ELECTRIC POWER GENERATION (continued)

EREFHEIREERET 2L T (Guangdong Shaoguan Yue Jiang Power Supply Limited) (“Yue Jiang
Power Plant”)

Yue Jiang Power Plant is a 25% associate held by Shaoguan PPD. Yue Jiang Power Plant has a power unit
with an annual power generating capacity of 2,628 million kwh. In the first six months of 2005, the sales of
electricity amounted to 760 million kwh (2004 : 846 million kwh), a decrease of 10.2%. This was mainly due to a
temporarily suspension of the operation of the power plant in February and March for special repair and
maintenance work. Sales revenue for the period under review amounted to HK$285,453,000 (2004:
HK$307,420,000), a decrease of 7.2%. The Group’s share of the loss before tax from this associate was
HK$341,000 (2004 : profit before tax of HK$8,361,000).

Meixian Power Plant

The Group’s effective interest in Meixian Power Plant is 12.25% (a 49% associate of the company, Guangdong
Power Investment Limited (“GD Power Investment”), holding a 25% interest in the project joint venture
company).

After a new power unit coming into operation last October, the Meixian Power Plant has a total of 3 power units
with a total annual power generating capacity of 3,373 million kwh. Sales of electricity by the Meixian Power
Plant during the first six months of 2005 amounted to 1,275 million kwh (2004 : 956 million kwh), an increase of
33.4%. This is mainly because of the additional generating capacity of the aforesaid new power unit. Sales
revenue for the period reached HK$441,233,000 (2004 : HK$325,125,000), an increase of 35.7%. However,
because of the high coal prices, the profit before tax was only HK$63,669,000 (2004: HK$148,280,000), a
decrease of 57.1%. During the period, GD Power Investment received dividend income of HK$16,508,000
(2004 : HK$26,562,000) from this investment.

In addition, another new power unit with an annual power generating capacity of 1,182 million kwh has been
commissioned. Construction has already been completed. However commercial operation will only be able to
commence when all the new approval requirements that have since come into force are also met.

TOLL ROADS AND BRIDGES
“2 Roads and 2 Bridges”

In the first six months of 2005, the profit before tax generated by the Group’s two 51% jointly-controlled
entities (each a “JCE”) which hold interest in the “2 Roads and 2 Bridges” project amounted to HK$79,252,000
(2004: HK$70,515,000). The Humen Bridge recorded growth in traffic flow and performed well during the
period while the Guangzhou-Shantou Highway (Huizhou Section) and the Shantou Haiwan Bridge suffered a
drop in traffic flow. The increase in profit was also driven in part by the much lower interest expenses after the
full repayment of the remaining outstanding bank debt of US$26,900,000.
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TOLL ROADS AND BRIDGES (continued)

“2 Roads and 2 Bridges” (continued)

(i)

(i)

(iii)

Humen Bridge

A JCE of the Group holds a 30% interest in this project. The Humen Bridge recorded a growth of 11% in
traffic flow. The average daily traffic for the first six months of 2005 increased to 41,531 vehicle trips
(2004 : 37,322 vehicle trips). Revenue for the period reached HK$302,028,000 (2004 : HK$274,938,000),
an increase of 10%. This is mainly because scheduled ferry service has been reduced due to bad
weather and thus making it necessary for more vehicles to use the bridge. The profit before tax for the
period was HK$166,306,000 (2004 : HK$126,932,000), an increase of 31%.

Shantou Haiwan Bridge

The aforesaid JCE holds a 30% interest in this project. The Shantou Haiwan Bridge recorded a 26%
decrease in traffic flow. The average daily traffic for the first six months of 2005 was 10,311 vehicle trips
(2004: 13,889 vehicle trips). The revenue for the period was HK$58,743,000 (2004 : HK$72,814,000), a
decrease of 19% as compared to the same period last year. This is mainly because the bridge has not
been able to enjoy the benefit of the government subsidized annual pass scheme for local commuters.
The profit before tax for the period was HK$41,545,000 (2004 : HK$52,124,000), a decrease of 20%.

Guangzhou-Shantou Highway (Huizhou Section)

The aforesaid JCE holds a 51% interest in this project. The Guangzhou-Shantou Highway (Huizhou
Section) suffered a 8% drop in traffic flow in the first six months of 2005. The average daily traffic for the
period was 18,255 vehicle trips (2004: 19,907 vehicle trips). Revenue for the period was HK$33,543,000
(2004 : HK$36,958,000), a decrease of 9%. The drop was mainly due to the opening of the Guangzhou-
Huizhou Expressway. The profit before tax for the period was HK$7,315,000 (2004 : HK$13,289,000), a
decrease of 45%.

Qinglian Highway

As at the balance sheet date, the other JCE of the Group held a 14.18% interest in this project. As
reported in the Annual Report of last year, the Group entered into an agreement in January 2005 to
dispose of its entire equity interest in Qinglian Highway to an independent third party and a write-back
provision of HK$24,800,000 was credited to the Group’s result in 2004. The disposal has since been
completed.
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TOLL ROADS AND BRIDGES (continued)
Yingkeng Highway

The Group’s effective interest in this project is 70%. The traffic flow of the Yingkeng Highway for the first six
months of 2005 was slightly higher than that for the same period last year. The average daily traffic for the
period under review was 4,414 vehicle trips (2004: 4,397 vehicle trips). Revenue for the period was
HK$5,427,000 (2004 : HK$4,558,000), an increase of 19%. The reason why the revenue increase is higher than
the traffic increase is because there are now more heavy vehicles paying a higher tariff that use the road. The
profit before tax for the period was HK$1,308,000 (2004 : HK$917,000), an increase of 43%. Apart from the
traffic and revenue growth, there has also been some savings in maintenance costs during the period.

Panyu Bridge

Following the acquisition by the Group last October, the Panyu Bridge has been a 20% associate of the
Group. The traffic flow of the Panyu Bridges during the first six months of 2005 remained stable. The average
daily traffic for the period was 62,362 vehicle trips (2004: 61,129 vehicle trips). Revenue for the period was
HK$71,560,000 (2004 : HK$77,004,000), a decrease of 7%. The decrease was mainly because of the traffic
flow there are now more light vehicles paying a lower tariff. The profit before tax for the period was
HK$26,700,000 (2004 : HK$33,949,000), a decrease of 21%. The profit attributable to the Group for the period
amounted to HK$5,340,000.

Two Pak Kong Bridges

The Group’s effective interest in this project is 24.5%, which is classified as other investment. The actions
taken by the local government have created problems in operating the Two Pak Kong Bridges in Qingyuan as
toll bridges and collecting toll revenue from those bridges since 1 October 2004. The local government
however intends to buy out the interest of the foreign parties, including the Group, in the project. The local
government also offers to compensate the foreign parties for their losses. The parties are accordingly still in
the course of seeking to resolve the matter through negotiation.

PROPERTY INVESTMENT
Mainland China
Guangzhou Teemall Plaza

Guangzhou Teemall Plaza, one of the most popular shopping malls in the premier area of Guangzhou, has a
total gross floor area and lettable area of approximately 160,000 square metres and 95,746 square metres
respectively. The Plaza continued to enjoy high average occupancy rate of approximately 98% during the first
half of 2005 (2004: 99%). Revenue of the Plaza during the period reached HK$150,123,000 (2004:
HK$144,222,000). The profit before tax for the period increased by HK$4,875,000 to HK$143,056,000 (2004 :
HK$138,181,000). The ability of the Plaza to attract brand-name tenants such as Swatch, Starbucks and the
like is also part of the reason for such increases.

The Group holds an effective equity interest of 69.56% in the Plaza.
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PROPERTY INVESTMENT (continued)
Hong Kong
Guangdong Investment Tower

The average occupancy rate at the Guangdong Investment Tower for the first six months of 2005 was 93.2%
(2004: 86.7%), 6.5% better than last year. The total rental income for the period was HK$9,417,000 (2004 :
HK$9,055,000), an increase of 4%.

HOTEL OPERATIONS AND MANAGEMENT

As at 30 June 2005, our hotel management team managed a total of 14 hotels (as at 31 December 2004: 13
hotels), of which 2 were in Hong Kong, 1 in Macau and 11 in Mainland China (located in Shenzhen, Zhuhai,
Dongguan, Guangzhou, Qingdao, Jilin, Dalian, Shanghai and Beijing). 4 of the hotels were owned by the
Group (2 in Hong Kong, 1 in Shenzhen and 1 in Zhuhai).

Because of the continuous influx of Mainland visitors to Hong Kong following the introduction of the new ‘free
travel’ policy, the average occupancy rate and room rate of our hotels increased by 3.3% and 16.0%
respectively. The average occupancy rate during the period was 84.9% (2004: 82.2%). The turnover for our
hotel business for the period increased by 18.7% to HK$112,980,000 (2004: HK$95,202,000). The profit
before tax increased by 46.3% to HK$29,001,000 (2004 : HK$19,827,000 (restated)).

To meet the strong demands of a growing number of budget conscious travellers in the PRC, the Group is in
the course of setting up a chain of limited service hotels under the “=§ >~ 2 797 (k3 447 5" brand name to
provide a basic, but quality, bed-and-breakfast type service. The first 4 of such hotels will be in Shenzhen.
The number of rooms in each of those four hotels ranges from 80 to 230 and the total capital expenditure
required for each of them is in the range of RMB5 —14 million. Their renovations are currently under way.

DEPARTMENT STORES

ER AU EE AR A A (Guangdong Teemall Department Stores Ltd.) (the “Teemall Department Store”)
operates as a large department store with a total business area of approximately 34,509 square metres selling
a wide ranges of products. It is ranked, in terms of sales, as one of the major department stores in
Guangzhou. During the first six months of 2005, the Teemall Department Store continued to enjoy record high
revenue of HK$518,411,000 (2004 : HK$444,040,000), an increase of 16.8%. The increase in revenue arose
from the addition of about 3,967 square metres gross store area and the launching of the new sport outlet and
trendy fashion corner. Besides, the holding of different trade fairs and festival shows throughout the period
and the regular change in the products mix also helped to increase the customer traffic and turnover. The
profit before tax for the period was HK$36,396,000 (2004 : HK$31,857,000), an increase of 14.3%.

EEE e RXEHEAR~LE (Guangdong Jusco Teem Stores Co., Ltd.) (“Jusco Teem”), an associate of the
Group, is jointly managed by & &% (£ # )% £ E 2 &) (Guang Dong Teem (Holdings) Ltd.), the Group’s
69.56%-owned subsidiary, and JUSCO Japan. It has achieved a satisfactory growth in business since its
establishment in 1996.

The Group holds a respective effective equity interest of 81.13% and 24.35% in the Teemall Department Store
and Jusco Teem.
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LIQUIDITY, GEARING AND FINANCIAL RESOURCES

As at 30 June 2005, the cash and bank balances of the Group increased by HK$263 million to HK$1,931
million (831 December 2004: HK$1,668 million), of which 34% in Hong Kong dollars, 58% in Renminbi and 8%
in US dollars.

As at 30 June 2005, the level of the Group’s financial borrowing decreased by HK$384 million. The decrease
was mainly due to the repayment of interest-bearing debts.

As at 30 June 2005, the Group had financial borrowings amounting to HK$16,371 million (31 December 2004
HK$16,755 million (restated)), including non-interest-bearing borrowing of HK$2,127.6 million. Of the Group’s
total financial borrowings, HK$118 million was repayable within one year while the remaining balance of
HK$3,521 million and HK$12,732 million are repayable within two to five years and beyond five years from the
balance sheet date, respectively.

Save for the bank debts incurred in our water distribution business, the Group maintained nil credit facilities
as at 30 June 2005 (31 December 2004 : nil).

The gearing for the Group as at 30 June 2005 was 1.43 times (31 December 2004 : 1.54 times (restated)). The
improvement mostly reflected the reduction in the level of the Group’s financial borrowings, together with an
increase in net asset value of the Group. The Group is in a healthy debt servicing position as the EBITDA/
finance cost is 4.73 times (30 June 2004: 3.91 times).

The existing cash resources and available credit facilities of the Group, together with steady cash flows
generated from the Group’s operations, are sufficient to meet the Group’s payment obligation and business
requirements.

PLEDGE OF ASSETS

As at 30 June 2005, none of the Group’s fixed assets, investment properties and bank deposits were pledged
to secure general banking facilities granted to the Group (31 December 2004 : nil).

CAPITAL EXPENDITURE

The Group’s capital expenditure in the first half of 2005 amounted to HK$60 million principally related to the
construction in progress of the East Tower at Guangzhou Teemall Plaza, the additions of plant and machinery
for the power plant and renovation works for our hotels.

EXPOSURE TO FLUCTUATIONS IN EXCHANGE AND INTEREST RATES AND
RELATED HEDGES

As at 30 June 2005, the Group had total Renminbi borrowings amounted to HK$1,423 million (31 December
2004: HK$1,422 million).

As at 30 June 2005, the Group’s total floating rate borrowings amounted to HK$12,563 million (31 December
2004: HK$12,954 million). For the purpose of interest rate risk management, the group entered certain fixed or
re-indexing interest rate swap agreements, contract amounted to HK$10,700 million (31 December 2004 :
HK$11,700 million), with an average remaining life ranging from 2, -7/, years.
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Business Review, Discussion and
Analysis, and Prospects

EMPLOYEE AND REMUNERATION POLICY

As at 30 June 2005, the Group had a total of 3,566 employees. Among the employees, 3,341 were employed
by subsidiaries in Mainland China and 225 were employed by the head office and subsidiaries in Hong Kong.
Out of the total number, 485 were managerial employees of the head office and its subsidiaries. Total
remuneration paid for the period under review was approximately HK$103,867,000.

The Group recruits and promotes individuals based on merit and their development potential for the positions
offered. Performance of staff is reviewed at least annually and employees’ compensation is performance
driven. The Group’s remuneration and benefit policies are based on the business performance of the relevant
employee’s company. Year-end bonuses will be granted to those employees with outstanding performance.
The Group adopts a share option scheme which aims to provide incentives to participants who contribute to
the success of the Group and to enable it to recruit and retain good quality employees for the long term.
People are the Company’s key assets and key to success. The Group encourages employees to participate in
external training programmes to develop themselves on a continuous basis. For existing employees’ career
development, the Group provides opportunities through on-the-job training by regular job rotation, so as to
improve staff quality to meet future challenges and gain a competitive edge.

The Group advocates a corporate culture which seeks to excel in terms of financial performance and
economic benefit and to effectively deploy its human resources strictly on merit. It also aims to continuously
streamline its organisational structure to result in further cost reductions. The Group manages and develops
its staff through an effective performance appraisal system with an incentive/penalty scheme to enhance staff
motivation in order to achieve corporate goals.

PROSPECTS

Looking ahead, the overall performance of the Group’s businesses as a whole is expected to continue a
healthy growth. As a result of the unusually heavy rainfall this year, the growth rate for our water distribution
business in Shenzhen and Dongguan is likely to become more gradual. However, given the addition of new
customers, management remains cautiously optimistic regarding the revenue growth of our water distribution
business for the year. For our electric power generation business, management will endeavor to further
strengthen cost control and improve facility maintenance arrangements so as to reduce production down time
and to enhance overall operating efficiency. The upward momentum we have seen in the businesses of our toll
roads and bridges, hotel operations and management and retail and shopping mall operations during the first
half of the year are likely to continue into the second half of 2005.

In addition, with the debt level of the Group gradually coming down and the credit standing of the Group
continuing to improve, the Group is in the course of finalizing an agreement with the Industrial and
Commercial Bank of China (Asia) Limited and the Industrial and Commercial Bank of China, Shenzhen Branch
for reducing the interest margin of the aggregate outstanding loans, as at the date of our report, of HK$10.9
billion and thereby achieving substantial interest savings.

For the future growth of the Group, management is further actively following up on new investment
opportunities in the Group’s core businesses.
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Directors’ Interests in Securities

As at 30 June 2005, the interests and short positions of the directors and chief executive of the Company in
the shares, underlying shares or debentures of the Company or its associated corporations (within the
meaning of Part XV of the Securities and Futures Ordinance (“SFQ”)) as recorded in the register required to be

kept by the Company pursuant to Section 352 of the SFO, were as follows:

INTERESTS AND SHORT POSITIONS IN THE COMPANY

(i) Interest in Ordinary Shares

Number of Approximate

Type of Ordinary Shares Long/short percentage

Name of Director interests held position of holding
CHAN Cho Chak, John Personal 2,000,000 Long position 0.036%
LI Kwok Po, David Personal 2,000,000 Long position 0.036%
CHENG Mo Chi, Moses Personal 500,000 Long position 0.009%

Note: The number of Ordinary Shares of the Company in issue as at 30 June 2005 was 5,614,492,672.
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Directors’ Interests in Securities

INTERESTS AND SHORT POSITIONS IN THE COMPANY (continued)

(ii) Interests in options relating to Ordinary Shares

Number of Price per Number of Number of
options held Period during Total ordinary options options held
as at Options granted which share consideration share payable exercised as at
1 January Jan-Jun 2005 options is  paid for share on exercise of Jan-Jun 30 June  Long/Short
Name of Director 2005 Date Number exercisable options options 2005 2005 Position
(dd.mm.yyyy) (dd.mm.yyyy) HK$ HK$
LI Wenyue 7,000,000 — — 11.02.2002- — 0.5312 — 7,000,000 Long position
10.02.2007
9,000,000 — — 08.11.2002- — 0.814 — 9,000,000 Long position
07.11.2007
6,000,000 — — 05.03.2003- 1 0.96 — 6,000,000 Long position
04.03.2008
3,000,000 — — 08.08.2003- 1 1.22 — 3,000,000 Long position
07.08.2008
3,000,000 — — 07.05.2004- 1 1.59 — 3,000,000 Long position
06.05.2009
2,500,000 — — 25.08.2004- 1 1.25 — 2,500,000 Long position
24.08.2009
ZHANG Hui 5,000,000 — — 05.03.2003- 1 0.96 — 5,000,000 Long position
04.03.2008
3,000,000 — — 08.08.2003- 1 1.22 — 3,000,000 Long position
07.08.2008
3,000,000 — — 07.05.2004- 1 1.59 — 3,000,000 Long position
06.05.2009
2,500,000 — — 25.08.2004- 1 1.25 — 2,500,000 Long position
24.08.2009
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Directors’ Interests in Securities

INTERESTS AND SHORT POSITIONS IN THE COMPANY (continued)

(i)

Interests in options relating to Ordinary Shares (continued)

Number of Price per Number of Number of
options held Period during Total ordinary options options held
as at Options granted which share consideration share payable exercised as at
1 January Jan-Jun 2005 options is  paid for share on exercise of Jan-Jun 30 June  Long/Short
Name of Director 2005 Date Number exercisable options options 2005 2005 Position
(dd.mm.yyyy) (dd.mm.yyyy) HK$ HK$
CHAN Cho Chak, 1,000,000 — — 05.03.2003- 1 0.96 — 1,000,000 Long position
John 04.03.2008
1,000,000 — — 08.08.2003- 1 1.22 — 1,000,000 Long position
07.08.2008
1,000,000 — — 07.05.2004- 1 1.59 — 1,000,000 Long position
06.05.2009
450,000 — — 25.08.2004- 1 1.25 — 450,000 Long position
24.08.2009
LI Kwok Po, David 1,000,000 — — 05.03.2003- 1 0.96 — 1,000,000 Long position
04.03.2008
1,000,000 — — 08.08.2003- 1 1.22 — 1,000,000 Long position
07.08.2008
1,000,000 — — 07.05.2004- 1 1.59 — 1,000,000 Long position
06.05.2009
450,000 — — 25.08.2004- 1 1.25 — 450,000 Long position
24.08.2009
FUNG, Daniel R 1,000,000 — — 05.03.2003- 1 0.96 1,000,000 — Long position
04.03.2008
1,000,000 — — 08.08.2003- 1 1.22 — 1,000,000 Long position
07.08.2008
1,000,000 — — 07.05.2004- 1 1.59 — 1,000,000 Long position
06.05.2009
450,000 — — 25.08.2004- 1 1.25 — 450,000 Long position
24.08.2009
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Directors’ Interests in Securities

INTERESTS AND SHORT POSITIONS IN THE COMPANY (continued)

(ii) Interests in options relating to Ordinary Shares (continued)

Number of Price per Number of Number of
options held Period during Total ordinary options options held
as at Options granted which share consideration share payable exercised as at
1 January Jan-Jun 2005 options is  paid for share on exercise of Jan-Jun 30 June  Long/Short
Name of Director 2005 Date Number exercisable options options 2005 2005 Position
(dd.mm.yyyy) (dd.mm.yyyy) HK$ HK$
CHENG Mo Chi, 1,000,000 — — 05.03.2003- 1 0.96 — 1,000,000 Long position
Moses 04.03.2008
1,000,000 — — 08.08.2003- 1 1.22 — 1,000,000 Long position
07.08.2008
1,000,000 — — 07.05.2004- 1 1.59 — 1,000,000 Long position
06.05.2009
450,000 — — 25.08.2004- 1 1.25 — 450,000 Long position
24.08.2009
LI Wai Keung 700,000 — — 02.05.2002— — 0.74 — 700,000 Long position
01.056.2007
1,500,000 — — 08.11.2002- — 0.814 — 1,500,000 Long position
07.11.2007
1,500,000 — — 05.03.2003- 1 0.96 — 1,500,000 Long position
04.03.2008
1,500,000 — — 08.08.2003- 1 1.22 — 1,500,000 Long position
07.08.2008
1,500,000 — — 07.05.2004- 1 1.59 — 1,500,000 Long position
06.05.2009
1,000,000 — — 25.08.2004- 1 1.25 — 1,000,000 Long position
24.08.2009
FUNG Sing Hong, — 19.01.2005 1,500,000 20.04.2005- 1 2.575 — 1,500,000 Long position
Stephen 19.04.2010
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Directors’ Interests in Securities

INTERESTS AND SHORT POSITIONS IN THE COMPANY (continued)

(ii) Interests in options relating to Ordinary Shares (continued)

Number of Price per Number of Number of
options held Period during Total ordinary options options held
as at Options granted which share consideration share payable exercised as at
1 January Jan-Jun 2005 options is  paid for share on exercise of Jan-Jun 30 June  Long/Short
Name of Director 2005 Date Number exercisable options options 2005 2005 Position
(dd.mm.yyyy) (dd.mm.yyyy) HK$ HK$
WANG Xiaofeng 1,000,000 — — 08.11.2002— — 0.814 — 1,000,000 Long position
07.11.2007
1,000,000 — — 05.03.2003- 1 0.96 — 1,000,000 Long position
04.03.2008
1,000,000 — — 08.08.2003- 1 1.22 — 1,000,000 Long position
07.08.2008
1,000,000 — — 07.05.2004- 1 1.59 — 1,000,000 Long position
06.05.2009
650,000 — — 25.08.2004- 1 1.25 — 650,000 Long position
24.08.2009

Note: If the last day of any of the option periods is not a business day in Hong Kong, the option period shall end at the close of
business on the business day preceding that day.
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(i)

irectors’ Interests in Securities

TERESTS AND SHORT POSITIONS IN KINGWAY BREWERY HOLDINGS
MITED

Interest in shares
Number of Approximate
Type of ordinary shares Long/short  percentage
Name of Director interests held position of holding
CHENG Mo Chi, Moses Personal 600,000 Long position 0.043%
FUNG Sing Hong, Stephen Personal 24,000 Long position 0.002%

Note: The number of ordinary shares of Kingway Brewery Holdings Limited in issue as at 30 June 2005 was 1,395,568,000.

Interest in options relating to shares
Number of Price per Number of Number of
options held Period during Total ordinary options options held
as at Options granted which share consideration share payable exercised as at
1 January Jan-Jun 2005 options is  paid for share on exercise of Jan-Jun 30 June  Long/Short
Name of Director 2005 Date Number exercisable options options 2005 2005 Position
(dd.mm.yyyy) (dd.mm.yyyy) HK$ HK$
FUNG Sing Hong, 400,000 — — 27.08.2003- 1 0.84 — 400,000 Long position
Stephen 26.08.2008
400,000 — — 07.05.2004- 1 1.93 — 400,000 Long position
06.05.2009

Note: If the last day of any of the option period is not a business day in Hong Kong, the option period shall end at the close of
business on the business day preceding that day.
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Directors’ Interests in Securities

INTERESTS AND SHORT POSITIONS IN GUANGDONG TANNERY LIMITED

Interest in shares

Number of Approximate

Type of ordinary shares Long/short percentage

Name of Director interests held position of holding
FUNG Sing Hong, Stephen Personal 226,000 Long position 0.043%

Note: The number of ordinary shares of Guangdong Tannery Limited in issue as at 30 June 2005 was 524,154,000.
INTERESTS AND SHORT POSITIONS IN GUANGNAN (HOLDINGS) LIMITED

Interest in shares

Number of Approximate

Type of ordinary shares Long/short percentage

Name of Director interest held position of holding
LI Kwok Po, David Personal 150,000 Long position 0.002%

Note: The number of ordinary shares of Guangnan (Holdings) Limited in issue as at 30 June 2005 was 9,015,832,859.

Save as disclosed above, no interests and short positions were held or deemed or taken to be held under Part
XV of the SFO by any director or the chief executive of the Company or their respective associates in the
shares, underlying shares and debentures of the Company or any of its associated corporations which were
required to be notified to the Company and The Stock Exchange of Hong Kong Limited pursuant to Part XV of
the SFO or pursuant to the Model Code for Securities Transactions by Directors of Listed Companies or which
are required pursuant to Section 352 of the SFO to be entered in the register referred to therein. Nor any of the
directors and the chief executive (including their spouses and children under the age of 18) had, as at 30
June 2005, any interest in, or had been granted any right to subscribe for the securities and options of the
Company and its associated corporations within the meaning of the SFO, or had exercised any such rights.
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Substantial Shareholders’ Interests

As at 30 June 2005, so far as is known to any director or chief executive of the Company, shareholders who
have interests or short positions in the shares or underlying shares of the Company as recorded in the register
required to be kept under Section 336 of the SFO, were as follows:

Name of Shareholder

Type of
interests

Number of
Ordinary Shares
held

Approximate

percentage

Long/short of issued Ordinary
position Share capital

BREFEREEZERERAA
(Guangdong Yue Gang
Investment Holdings
Company Limited) (Note 1)

GDH Limited (Note 2)

Guangdong Trust Ltd.

Beneficial
owner/
Interest of
controlled
corporation

Beneficial
owner/
Interest of
controlled
corporation

Beneficial
owner/
Interest of
controlled
corporation

3,761,430,781

3,761,430,781

576,404,918

Long position 67.00%

Long position 67.00%

Long position 10.27%

Notes:

1. The attributable interest which & & @ %% & 12 % 418 2 7 (Guangdong Yue Gang Investment Holdings Company Limited) has in the
Company is held through its 100% direct interest in GDH Limited (“GDH”). Of the 67% interest in Ordinary Shares referred to in the
fifth column, 6% is derived from derivative interests. The remaining 61% is derived from interests in issued Ordinary Shares.

2. The interest of GDH set out above includes attributable interest held through its wholly-owned subsidiary, Guangdong Trust Ltd. Of

the 67% interest in Ordinary Shares referred to in the fifth column, 6% is derived from derivative interests. The remaining 61% is
derived from interests in issued Ordinary Shares.
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Share Option Scheme

In assessing the theoretical aggregate value of the share options granted during the period, the Black-
Scholes option pricing model has been used.

Share options granted during the period ended 30 June 2005:

Date of Grant
Vesting Period
Exercise Period :
Exercise Price

19/01/2005
19/01/2005-19/04/2005
20/04/2005-19/04/2010
HK$2.575 per share

Number of Options Number of Options
options at value at options at value at
19/01/05 19/01/05 30/06/05 30/06/05
(Note (2)) (Note (3))
HK$ HK$
Grantee:
Director
FUNG Sing Hong, Stephen 1,500,000 1,260,000 1,500,000 1,020,000
Total 1,500,000 1,260,000 1,500,000 1,020,000
Notes:

(1)

The closing price of the Ordinary Shares of the Company immediately before the date on which the options were granted was

HK$2.60.

According to the Black-Scholes model”, the theoretical aggregate value of the options was estimated at HK$1,260,000 as at
19 January 2005 (when the options were granted) with the following variables and assumptions:

Risk Free Rate

Expected Volatility

Expected Dividend Yield

Expected Life of the Options :

Assumptions

2.85%, being the approximate yield of the 5-year Exchange Fund Note traded on 19/01/2005

41.8%, being the annualised volatility of the closing price of the Ordinary Shares of the Company

from 20/01/2004-19/01/2005

2.33%, being the approximate yield of the shares of the Company over the period from 20/01/2004 to

19/01/2005

5 years

There is no material difference between the expected volatility over the whole life of the options and
the historical volatility of the Ordinary Shares of the Company over the period from 20/01/2004 to

19/01/2005.
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