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Directors’ Responsibility for
the Financial Statements

The Hong Kong Companies Ordinance requires the Directors to prepare financial statements for each financial year which give
a true and fair view of the state of affairs of the Company and of the Group as at the end of the financial year and of their
respective profit or loss for the year then ended. In preparing the financial statements, the Directors are required to:

(a) select suitable accounting policies and apply them on a consistent basis, making judgments and estimates that are
prudent, fair and reasonable;

(b) state the reasons for any significant departure from accounting standards; and

(c) prepare the financial statements on the going concern basis, unless it is not appropriate to presume that the Company
and the Group will continue in business for the foreseeable future.

The Directors are responsible for keeping proper accounting records, for safeguarding the assets of the Company and of the
Group and for taking reasonable steps for the prevention and detection of fraud and other irregularities.
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Independent Auditor’s Report

Deloitte. =

INDEPENDENT AUDITOR’S REPORT

TO THE MEMBERS OF HYSAN DEVELOPMENT COMPANY LIMITED
(incorporated in Hong Kong with limited liability)

Opinion

We have audited the consolidated financial statements of Hysan Development Company Limited (the “Company”) and its
subsidiaries (collectively referred to as the “Group”) set out on pages 119 to 181, which comprise the consolidated statement
of financial position as at 31 December 2017, and the consolidated statement of profit or loss and the consolidated statement
of comprehensive income, consolidated statement of changes in equity and consolidated statement of cash flows for the year
then ended, and notes to the consolidated financial statements, including significant accounting policies and financial risk
management.

In our opinion, the consolidated financial statements give a true and fair view of the consolidated financial position of the
Group as at 31 December 2017, and of its consolidated financial performance and its consolidated cash flows for the year then
ended in accordance with Hong Kong Financial Reporting Standards (“HKFRSs”) issued by the Hong Kong Institute of Certified
Public Accountants (“HKICPA”) and have been properly prepared in compliance with the Hong Kong Companies Ordinance.

Basis for Opinion

We conducted our audit in accordance with Hong Kong Standards on Auditing (“HKSAs”) issued by the HKICPA. Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit of the Consolidated
Financial Statements section of our report. We are independent of the Group in accordance with the HKICPA'’s Code of Ethics
for Professional Accountants (“the Code”), and we have fulfilled our other ethical responsibilities in accordance with the Code.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of the
consolidated financial statements of the current period. These matters were addressed in the context of our audit of the
consolidated financial statements as a whole, and in forming our opinion thereon, and we do not provide a separate opinion on
these matters.
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Independent Auditor’s Report continued

Key Audit Matters continued
Key audit matter
Valuation of investment properties

We identified the valuation of investment properties as a

key audit matter due to the inherent level of complex and
subjective judgements and estimates required in determining
the fair values.

The Group’s investment property portfolio comprises retail,
office and residential properties mainly located in Causeway
Bay, Hong Kong and is stated at fair value of HK$72,470
million, accounting for approximately 88 % of the Group’s
total assets as at 31 December 2017 with a fair value gain of
HK$853 million recognised in the consolidated statement of
profit or loss for the year then ended.

All of the Group’s investment properties are measured using
the fair value model based on a valuation performed by an
independent qualified professional valuer (the “Valuer”). As
disclosed in note 3 of the Notes to the Consolidated Financial
Statements section of the consolidated financial statements,
in determining the fair values of the Group’s investment
properties, the Valuer has applied a market value basis which
involves, inter-alia, certain estimates, including appropriate
capitalisation rates, reversionary income potential and
redevelopment potential of the investment properties in
determining the fair values.

Other Information

How our audit addressed the key audit matter

Our procedures in relation to the valuation of investment
properties included:

e Evaluating the competence, capabilities, and objectivity
of the Valuer and obtaining an understanding of the
Valuer’s scope of work and their terms of engagement;

e  Evaluating the appropriateness of the Valuer’s valuation
approaches to assess if they meet the requirements of
the HKFRSs and industry norms;

e  Challenging the reasonableness of the key assumptions
applied based on available market data and our
knowledge of the property industry in Hong Kong; and

e  Obtaining the detailed work of the Valuer on selected
investment properties to evaluate the accuracy and
relevance of key data inputs underpinning the valuation,
such as rental income, term of existing leases by
comparing them to the existing leases summary of the
Group or reversionary income potential by comparing
fair market rents estimated by the Valuer against recent
lease renewals and evaluating whether capitalisation
rates adopted are comparable to the market.

The Directors of the Company are responsible for the other information. The other information comprises the information
included in the annual report, but does not include the consolidated financial statements and our auditor’s report thereon.

Our opinion on the consolidated financial statements does not cover the other information and we do not express any form of

assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other information and,
in doing so, consider whether the other information is materially inconsistent with the financial statements or our knowledge
obtained in the audit or otherwise appears to be materially misstated. If, based on the work we have performed, we conclude
that there is a material misstatement of this other information, we are required to report that fact. We have nothing to report

in this regard.
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Responsibilities of Directors and Those Charged with Governance for the Consolidated Financial Statements

The Directors of the Company are responsible for the preparation of the consolidated financial statements that give a true and
fair view in accordance with HKFRSs issued by the HKICPA and the Hong Kong Companies Ordinance, and for such internal
control as the Directors determine is necessary to enable the preparation of consolidated financial statements that are free
from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the Directors are responsible for assessing the Group’s ability to continue
as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting
unless the Directors either intend to liquidate the Group or to cease operations, or have no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion solely

to you, as a body, in accordance with section 405 of the Hong Kong Companies Ordinance, and for no other purpose. We do
not assume responsibility towards or accept liability to any other person for the contents of this report. Reasonable assurance

is a high level of assurance, but is not a guarantee that an audit conducted in accordance with HKSAs will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these
consolidated financial statements.

As part of an audit in accordance with HKSAs, we exercise professional judgment and maintain professional skepticism
throughout the audit. We also:

e Identify and assess the risks of material misstatement of the consolidated financial statements, whether due to fraud
or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement resulting from fraud is
higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations,
or the override of internal control.

e  Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Group’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related
disclosures made by the Directors.

e  Conclude on the appropriateness of the Directors’ use of the going concern basis of accounting and, based on the audit
evidence obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt
on the Group’s ability to continue as a going concern. If we conclude that a material uncertainty exists, we are required
to draw attention in our auditor’s report to the related disclosures in the consolidated financial statements or, if such
disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to the
date of our auditor’s report. However, future events or conditions may cause the Group to cease to continue as a going
concern.

e  Evaluate the overall presentation, structure and content of the consolidated financial statements, including the disclosures,
and whether the consolidated financial statements represent the underlying transactions and events in a manner that
achieves fair presentation.

e  Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business activities within
the Group to express an opinion on the consolidated financial statements. We are responsible for the direction, supervision
and performance of the group audit. We remain solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope and timing of the
audit and significant audit findings, including any significant deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant ethical requirements
regarding independence, and to communicate with them all relationships and other matters that may reasonably be thought
to bear on our independence, and where applicable, related safeguards.
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Independent Auditor’s Report continued

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements continued

From the matters communicated with those charged with governance, we determine those matters that were of most
significance in the audit of the consolidated financial statements of the current period and are therefore the key audit matters.
We describe these matters in our auditor’s report unless law or regulation precludes public disclosure about the matter or when,
in extremely rare circumstances, we determine that a matter should not be communicated in our report because the adverse
consequences of doing so would reasonably be expected to outweigh the public interest benefits of such communication.

The engagement partner on the audit resulting in the independent auditor’s report is Wong Wang Hei.

Deloitte Touche Tohmatsu
Certified Public Accountants
Hong Kong

28 February 2018
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Consolidated Statement of Profit or Loss

For the year ended 31 December 2017

2017 2016
Notes HK$ million HK$ million
Turnover 4 3,548 3,535
Property expenses (449) (428)
Gross profit 3,099 3,107
Other income 25 261 -
Investment income 6 69 50
Administrative expenses (247) (219)
Finance costs 7 (158) (178)
Change in fair value of investment properties 853 (1,187)
Share of results of associates 220 237
Profit before taxation 4,097 1,810
Taxation 8 (484) (463)
Profit for the year 9 3,613 1,347
Profit for the year attributable to:
Owners of the Company 3,636 1,218
Non-controlling interests (23) 129
3,613 1,347
Earnings per share (expressed in HK cents) 14
Basic 347.78 116.35
Diluted 347.68 116.33
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Consolidated Statement of

Comprehensive Income

For the year ended 31 December 2017

2017 2016
Note HK$ million HK$ million
Profit for the year 3,613 1,347
Other comprehensive income 10
Item that will not be reclassified subsequently to profit or loss:
Gains on revaluation of properties held for own use 38 18
Items that may be reclassified subsequently to profit or loss:
Net adjustments to hedging reserve (55) 78
Share of translation reserve of associates 240 (236)
185 (158)
Other comprehensive income (expenses) for the year (net of tax) 223 (140)
Total comprehensive income for the year 3,836 1,207
Total comprehensive income attributable to:
Owners of the Company 3,859 1,078
Non-controlling interests (23) 129
3,836 1,207
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Consolidated Statement of
Financial Position

At 31 December 2017

2017 2016
Notes HK$ million HK$ million 9
D
Non-current assets <
Investment properties 15 72,470 69,633 2
Property, plant and equipment 16 751 720
Investments in associates 18 3,779 3,497
Loans to associates 18 10 -
Investment in a joint venture 19 147 145
Loans to a joint venture 19 982 873
Fund investment 20 21 -
Term notes 21 228 733
Other financial assets 22 2 13
Other receivables 23 332 135
78,722 75,749 -
Current assets g
Loans to a joint venture 19 - 1,018 ®
Accounts and other receivables 23 226 196 2
Term notes 21 509 422 g
Other financial assets 22 1 6 2
Time deposits 24 2,505 2,551 2
Cash and bank balances 24 157 79 E
3,398 4,272
Current liabilities
Accounts payable and accruals 25 736 935
Other financial liabilities 22 1 -
Rental deposits from tenants 389 339 -
Amounts due to non-controlling interests 26 327 327 g
Borrowings 27 150 1,180 g
Taxation payable 158 112 8
1,761 2,893 2
o
Net current assets 1,637 1,379 §
Total assets less current liabilities 80,359 77128 §
Non-current liabilities B
Borrowings 27 6,035 5113
Other financial liabilities 22 30 1
Rental deposits from tenants 506 578
Deferred taxation 28 787 751
7,358 6,443 -
Net assets 73,001 70,685 g
Capital and reserves %
Share capital 29 7,692 7,673 v
Reserves 62,261 59,817 %
Equity attributable to owners of the Company 69,953 67,490 ,3,,
Non-controlling interests 3,048 3,195 ar
Total equity 73,001 70,685 %
s
The consolidated financial statements on pages 119 to 181 were approved and authorised for issue by the Board of Directors S_
on 28 February 2018 and are signed on its behalf by: g‘

Lee Irene Y.L. Lee T.H. Michael
Director Director
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Consolidated Statement of
Changes in Equity

For the year ended 31 December 2017

Attributable to owners of the Company

Share
capital
HK$ million

Share
options
reserve
HK$ million

General
reserve
HK$ million

At 1 January 2016

Profit for the year
Net gains arising from hedging instruments
Reclassification adjustments for net gains included in profit or loss
Gain on revaluation of properties held for own use
Deferred taxation arising on revaluation of properties
held for own use (note 28)
Share of translation reserve of an associate

Total comprehensive income (expenses) for the year

Issue of shares under share option schemes
Recognition of equity-settled share-based payments
Forfeiture of share options

Cancellation upon repurchase of own shares
Dividends paid during the year (note 13)

At 31 December 2016

Profit for the year
Net losses arising from hedging instruments
Reclassification adjustments for net losses included in profit or loss
Gain on revaluation of properties held for own use
Deferred taxation arising on revaluation of properties
held for own use (note 28)
Share of translation reserve of associates

Total comprehensive (expenses) income for the year

Issue of shares under share option schemes

Recognition of equity-settled share-based payments

Forfeiture of share options

Dividends paid during the year (note 13)

Deemed acquisition of additional equity interest in a subsidiary

At 31 December 2017

122 Hysan Annual Report 2017

7,642

30

100




Attributable to owners of the Company

Investments Properties Non-
revaluation Hedging revaluation Translation Retained controlling
reserve reserve reserve reserve profits Total interests Total
HK$ million HK$ million HK$ million HK$ million HK$ million HK$ million HK$ million HK$ million
1 (66) 353 274 59,838 68,172 3,196 71,368
- - - - 1,218 1,218 129 1,347
- 77 - - - 77 - 77
- 1 - - - 1 - 1
- - 22 - - 22 - 22
- - (4) - - (4) - (4)
- = - (236) - (236) - (236)
- 78 18 (236) 1,218 1,078 129 1,207
- - - - - 24 - 24
= = = = = 5 = 5
- - - - 4 - - -
_ - = - (395) (395) = (395)
- - - - (1,394) (1,394) (130) (1,524)
1 12 371 38 59,271 67,490 3,195 70,685
- - - - 3,636 3,636 (23) 3,613
- (49) - - - (49) - (49)
- (6) - - = (6) - (6)
= = 46 = = 46 = 46
- - (8) — - (8) = (8)
— = - 240 - 240 = 240
- (55) 38 240 3,636 3,859 (23) 3,836
- - - - - 15 - 15
- - - - - 4 - 4
- - - - 3 - - -
- - - - (1,411) (1,411) (128) (1,539)
— - - - — (4) 4 —
1 (43) 409 278 61,499 69,953 3,048 73,001
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Consolidated Statement of

Cash Flows

For the year ended 31 December 2017

2017 2016
Notes HK$ million HK$ million
Operating activities
Profit before taxation 4,097 1,810
Adjustments for:
Other income (261) -
Net interest income (69) (50)
Loss on disposal of property, plant and equipment 7 —
Share-based payment expenses 4 5
Finance costs 158 178
Change in fair value of investment properties (853) 1,187
Depreciation of property, plant and equipment 22 22
Share of results of associates (220) (237)
Operating cash flows before movements in working capital 2,885 2915
(Increase) decrease in accounts and other receivables (12) 42
Increase in accounts payable and accruals 49 342
(Decrease) increase in rental deposits from tenants (22) 27
Cash generated from operations 2,900 3,326
Hong Kong Profits Tax paid (416) (412)
Hong Kong Profits Tax refunded 6 5
Net cash from operating activities 2,490 2919
Investing activities
Payments in respect of additions of investment properties (1,472) (832)
Acquisition of investment properties through acquiring subsidiaries 31 (654) —
Purchases of property, plant and equipment (14) (15)
Advance to associates (10) -
Dividends received from an associate 178 187
Advance to a joint venture (63) (2,036)
Repayment from a joint venture 998 =
Payment in respect of fund investment (21) -
Proceeds upon maturity of term notes 431 414
Purchases of term notes - (227)
Interest received 38 66
Additions to time deposits with original maturity
over three months (2,647) (2,521)
Proceeds upon maturity of time deposits with original
maturity over three months 3,282 3,478
Net cash from (used in) investing activities 46 (1,486)
Financing activities
Interest paid (194) (182)
Payment of other finance costs (19) (1)
Medium Term Note Programme expenses (2) (2)
New bank loans 32 1,410 1,680
Repayment of bank loans 32 (1,540) (250)
Consideration paid for repurchase of shares - (395)
Proceeds on exercise of share options 15 24
Dividends paid (1,411) (1,394)
Dividends paid to non-controlling interests of a subsidiary (128) (130)
Net cash used in financing activities (1,869) (650)
Net increase in cash and cash equivalents 667 783
Cash and cash equivalents at 1 January 1,367 584
Cash and cash equivalents at 31 December 24 2,034 1,367
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Significant Accounting Policies

For the year ended 31 December 2017

These consolidated financial statements have been prepared on the historical cost basis except for certain properties and
financial instruments, which are measured at revalued amounts or fair values, as explained in the accounting policies set out
below. Historical cost is generally based on the fair value of the consideration given in exchange for goods and services.

These consolidated financial statements have been prepared in accordance with Hong Kong Financial Reporting Standards
(“HKFRSs”) issued by the Hong Kong Institute of Certified Public Accountants (“HKICPA”). In addition, the consolidated financial
statements include applicable disclosures required by the Rules Governing the Listing of Securities (“Listing Rules”) on The Stock
Exchange of Hong Kong Limited (the “Stock Exchange”) and by the Hong Kong Companies Ordinance (“CO”).

The principal accounting policies adopted are as follows:

1. BASIS OF CONSOLIDATION
The consolidated financial statements incorporate the financial statements of the Company and entities controlled by the
Company and its subsidiaries. Control is achieved when the Company:

e has power over the investee;
e isexposed, or has rights, to variable returns from its involvement with the investee; and
e has the ability to use its power to affect its returns.

The Group reassesses whether or not it controls an investee if facts and circumstances indicate that there are changes to one or
more of the three elements of control listed above.

Consolidation of a subsidiary begins when the Group obtains control over the subsidiary and ceases when the Group loses
control of the subsidiary. Specifically, income and expenses of a subsidiary acquired or disposed of during the year are included
in the consolidated statement of profit or loss from the date the Group gains control until the date when the Group ceases to
control the subsidiary.

Where necessary, adjustments are made to the financial statements of subsidiaries to bring their accounting policies into line
with those used by other members of the Group.

All intra-group transactions, balances, income and expenses are eliminated in full on consolidation.

Non-controlling interests in subsidiaries are presented separately from the Group’s equity attributable to owners of the
Company therein.

Total comprehensive income and expenses of a subsidiary are attributed to the owners of the Company and to the non-
controlling interests even if this results in the non-controlling interests having a deficit balance.

2. INVESTMENTS IN ASSOCIATES AND A JOINT VENTURE

An associate is an entity over which the Group has significant influence and that is neither a subsidiary nor an interest in a joint
venture. Significant influence is the power to participate in the financial and operating policy decisions of the investee but is
not control or joint control over those policies.

A joint venture is a joint arrangement whereby the parties that have joint control of the arrangement have rights to the net
assets of the joint arrangement. Joint control is the contractually agreed sharing of control of an arrangement, which exists
only when decisions about the relevant activities require unanimous consent of parties sharing control.

The results, assets and liabilities of associate or joint venture are incorporated in the consolidated financial statements using
the equity method of accounting. The financial statements of associate or joint venture used for equity accounting purposes
are prepared using uniform accounting policies as those of the Group for like transactions and events in similar circumstances.
Under the equity method, investments in associate or joint venture are initially recognised in the consolidated statement of
financial position at cost and adjusted thereafter to recognise the Group’s share of the profit or loss and other comprehensive
income of the associate or joint venture. When the Group’s share of losses of an associate or joint venture equals or exceeds its
interest in that associate or joint venture (which includes any long-term interests that, in substance, form part of the Group’s
net investment in the associate), the Group discontinues recognising its share of further losses. Additional losses are recognised
only to the extent that the Group has incurred legal or constructive obligations or made payments on behalf of that associate
or joint venture.
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Significant Accounting Policies continued
For the year ended 31 December 2017

2. INVESTMENTS IN ASSOCIATES AND A JOINT VENTURE continued

The requirements of Hong Kong Accounting Standard (“HKAS”) 39 Financial Instrument:Recognition and Measurement

are applied to determine whether it is necessary to recognise any impairment loss with respect to the Group’s investment

in associate or joint venture. When necessary, the entire carrying amount of the investment is tested for impairment in
accordance with HKAS 36 Impairment of Assets as a single asset by comparing its recoverable amount (higher of value in use
and fair value less cost of disposal) with its carrying amount, any impairment loss recognised forms part of the carrying amount
of the investment. Any reversal of that impairment loss is recognised in accordance with HKAS 36 to the extent that the
recoverable amount of the investment subsequently increases.

Where a group entity transacts with its associate or joint venture, profits or losses resulting from the transactions with the
associate or joint venture are recognised in the Group’s consolidated financial statements only to the extent of the interests in
the associate or joint venture that are not related to the Group.

3. INVESTMENT PROPERTIES
Investment properties are properties held to earn rental and/or for capital appreciation including properties under
redevelopment for such proposes.

Investment properties are initially measured at cost, including any directly attributable expenditure. Subsequent to initial
recognition, investment properties are measured at their fair values using the fair value model. Gains or losses arising from
changes in the fair value of investment properties are included in profit or loss for the period in which they arise.

Construction costs incurred for investment properties under redevelopment are capitalised as part of the carrying amount of
the investment properties under redevelopment. Investment properties under redevelopment are measured at fair value at the
end of the reporting period. Any difference between the fair value of the investment properties under redevelopment and their
carrying amount is recognised in profit or loss in the period in which they arise.

An investment property is derecognised upon disposal or when the investment property is permanently withdrawn from use or
no future economic benefits are expected from its disposal. Any gain or loss arising on derecognition of the asset (calculated as
the difference between the net disposal proceeds and the carrying amount of the asset) is included in the profit or loss in the
period in which the item is derecognised.

4. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment including land and buildings held for use in the production or supply of goods or services,
or for administrative purposes are stated at cost or fair value less subsequent accumulated depreciation and accumulated
impairment losses.

Any revaluation increase arising on revaluation of land and buildings is recognised in other comprehensive income and
accumulated in the properties revaluation reserve, except to the extent that it reverses a revaluation decrease of the same
asset previously recognised in profit or loss, in which case the increase is credited to profit or loss to the extent of the decrease
previously charged. A decrease in carrying amount arising on revaluation of an asset is recognised in profit or loss to the extent
that it exceeds the balance, if any, on the properties revaluation reserve relating to a previous revaluation of that asset. On the
subsequent sale or retirement of a revalued asset, the corresponding revaluation surplus is transferred to retained profits.

Depreciation is recognised so as to write off the cost or fair value of items of property, plant and equipment less their estimated
residual values over their estimated useful lives, using the straight-line method. The estimated useful lives, residual values and
depreciation method are reviewed at the end of the reporting period, with the effect of any changes in estimate accounted for
on a prospective basis.

An item of property, plant and equipment is derecognised upon disposal or when no future economic benefits are expected to
arise from the continued use of the asset. Any gain or loss arising on the disposal or retirement of an item of property, plant and
equipment is determined as the difference between the sales proceeds and the carrying amount of the asset and is recognised
in profit or loss.
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5. IMPAIRMENT OF NON-FINANCIAL ASSETS

At the end of the reporting period, the Group reviews the carrying amounts of their assets to determine whether there is any
indication that those assets have suffered an impairment loss. If any such indication exists, the recoverable amount of the
asset is estimated in order to determine the extent of the impairment loss. If the recoverable amount of an asset is estimated
to be less than its carrying amount, the carrying amount of the asset is reduced to its recoverable amount. An impairment loss
is recognised as an expense immediately in profit or loss, except for certain properties which are carried at a revalued amount,
in which case the impairment loss is treated as a revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to the revised estimate of its
recoverable amount, but so that the increased carrying amount does not exceed the carrying amount that would have been
determined had no impairment loss been recognised for the asset in prior years. A reversal of an impairment loss is recognised
immediately in profit or loss, except for certain properties which are carried at revalued amount, in which case the reversal of
the impairment loss is treated as a revaluation increase.

6. FINANCIAL INSTRUMENTS

Financial assets and financial liabilities are recognised in the statement of financial position when a group entity becomes a
party to the contractual provisions of the instrument. Financial assets and financial liabilities are initially measured at fair value.
Transaction costs that are directly attributable to the acquisition or issue of financial assets and financial liabilities (other than
financial assets and financial liabilities at fair value through profit or loss (“FVTPL”)) are added to or deducted from the fair
value of the financial assets or financial liabilities, as appropriate, on initial recognition. Transaction costs directly attributable
to the acquisition of financial assets or financial liabilities at FVTPL are recognised immediately in profit or loss.

Financial assets
All recognised financial assets are subsequently measured in their entirety at either amortised cost or fair value, depending on
the classification of the financial assets.

(a) Classification of financial assets
Debt instruments and hybrid contracts that meet the following conditions are subsequently measured at amortised cost less
impairment loss (except for debt investments that are designated as at FVTPL on initial recognition):

e the asset is held within a business model whose objective is to hold assets in order to collect contractual cash flows; and

e the contractual terms of the instrument give rise on specified dates to cash flows that are solely payments of principal and
interest on the principal amount outstanding.

All other financial assets are subsequently measured at fair value.

(i) Amortised cost and effective interest method

The effective interest method is a method of calculating the amortised cost of a debt instrument and of allocating interest
income over the relevant period. The effective interest rate is the rate that exactly discounts estimated future cash receipts
(including all fees and points paid or received that form an integral part of the effective interest rate, transaction costs and
other premiums or discounts) through the expected life of the debt instrument, or, where appropriate, a shorter period, to the
net carrying amount on initial recognition.

Interest income is recognised on an effective interest basis for debt instruments measured subsequently at amortised cost.
Interest income is recognised in profit or loss and is included in the investment income as disclosed in note 6 of the Notes to the
Consolidated Financial Statements section.
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Significant Accounting Policies continued
For the year ended 31 December 2017

6. FINANCIAL INSTRUMENTS continued

Financial assets continued

(a) Classification of financial assets continued

(ii) Financial assets at FVTPL

Financial assets at FVTPL include derivatives that are not designated and effective as hedging instruments, club debentures
and fund investment.

Investments in equity instruments are classified as FVTPL, unless the Group designates such investment that is not held for
trading as at fair value through other comprehensive income (“FVTOCI”) on initial recognition.

Debt instruments that do not meet the amortised cost criteria (see (a) above) are measured at FVTPL. In addition, debt
instruments that meet the amortised cost criteria but are designated as at FVTPL are measured at FVTPL. A debt instrument
may be designated as at FVTPL upon initial recognition if such designation eliminates or significantly reduces a measurement
or recognition inconsistency that would arise from measuring assets or liabilities or recognising the gains and losses on them on
different bases.

Debt instruments are reclassified from amortised cost to FVTPL when the business model is changed such that the amortised
cost criteria are no longer met. Reclassification of debt instruments that are designated as at FVTPL on initial recognition is not
allowed.

Financial assets at FVTPL are measured at fair value at the end of the reporting period, with any gains or losses arising on
remeasurement recognised in profit or loss. The net gain or loss recognised in profit or loss is included in other gains and losses.
Fair value is determined in the manner described in note 4 of the Financial Risk Management section.

The Group has not designated any debt instrument as at FVTPL or reclassified any debt instruments to or from FVTPL since the
application of the 2010 version of the Hong Kong Financial Reporting Standard (“HKFRS”) 9.

Interest income on debt instruments at FVTPL is included in the other gains or losses described above.

(b) Impairment of financial assets

Financial assets subsequently measured at amortised cost are assessed for indicators of impairment at the end of the reporting
period. These financial assets are impaired when there is objective evidence that, as a result of one or more events that occurred
after their initial recognition, the estimated future cash flows have been affected.

Objective evidence of impairment could include:

e significant financial difficulty of the issuer or counterparty; or

e  breach of contract, such as default or delinquency in interest or principal payments; or

e it becoming probable that the borrower will enter bankruptcy or financial re-organisation.

Objective evidence of impairment for a portfolio of receivables could include the Group’s past experience of collecting
payments, observable changes in national or local economic conditions that correlate with default on receivables.

An impairment loss is recognised in profit or loss when there is objective evidence that the asset is impaired, and is measured as
the difference between the asset’s carrying amount and the present value of the estimated future cash flows discounted at the
original effective interest rate.

The carrying amount of the financial asset is reduced by the impairment loss directly for all categories with the exception of
accounts receivable, where the carrying amount is reduced through the use of an allowance account. Changes in the carrying
amount of the allowance account are recognised in profit or loss. When an account receivable is considered uncollectible, it is
written off against the allowance account. Subsequent recoveries of amounts previously written off are credited to profit or
loss.

If, in a subsequent period, the amount of impairment loss decreases and the decrease can be related objectively to an event
occurring after the impairment loss was recognised, the previously recognised impairment loss is reversed through profit or loss
to the extent that the carrying amount of the asset at the date of impairment is reversed does not exceed what the amortised
cost would have been had the impairment not been recognised.
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6. FINANCIAL INSTRUMENTS continued

Financial assets continued

(c) Derecognition of financial assets

Financial assets are derecognised when the contractual rights to receive cash flows from the assets expire or, the financial
assets are transferred and the Group has transferred substantially all the risks and rewards of ownership of the financial assets.

On derecognition of a financial asset, except for a financial asset that is classified as FVTOCI, the difference between the
asset’s carrying amount and the sum of the consideration received and receivable is recognised in profit or loss.

On derecognition of a financial asset that is classified as at FVTOCI, the cumulative gain or loss previously accumulated in the
investments revaluation reserve is not reclassified to profit or loss, but is transferred to retained profits.

Financial liabilities and equity instruments

(a) Classification and measurement

Financial liabilities and equity instruments issued by a group entity are classified as financial liabilities or equity instruments
according to the substance of the contractual arrangements entered into and the definitions of a financial liability and an
equity instrument.

An equity instrument is any contract that evidences a residual interest in the assets of the Group after deducting all of its
liabilities. The Group’s financial liabilities are generally classified into (i) financial liabilities at FVTPL and (ii) other financial
liabilities subsequently measured at amortised cost. The accounting policies adopted in respect of financial liabilities and equity
instruments are set out below.

(i) Effective interest method

The effective interest method is a method of calculating the amortised cost of a financial liability and of allocating interest
expense over the relevant period. The effective interest rate is the rate that exactly discounts estimated future cash payments
(including all fees and points paid or received that form an integral part of the effective interest rate, transaction costs and
other premiums or discounts) through the expected life of the financial liability, or, where appropriate, a shorter period to the
net carrying amount on initial recognition.

Interest expense is recognised on an effective interest basis for financial liabilities, other than those financial liabilities at FVTPL,
of which the interest expense is included in other gains or losses.

(ii) Financial liabilities at FVTPL
Financial liabilities at FVTPL, representing those as held for trading, comprise derivatives that are not designated and effective
as hedging instruments.

Financial liabilities at FVTPL are measured at fair value, with changes in fair value arising on remeasurement recognised directly
in profit or loss in the period in which they arise.

(iii) Financial liabilities at amortised cost

Financial liabilities (including accounts payable and accruals, amounts due to non-controlling interests and borrowings) are
subsequently measured at amortised cost, using the effective interest method. Interest expense that is not capitalised as part
of costs of an asset is included in finance costs as disclosed in note 7 of the Notes to the Consolidated Financial Statements
section.

(iv) Equity instruments
Equity instruments issued by the Company are recorded at the proceeds received, net of direct issue costs.

Consideration paid to repurchase the Company’s own equity instruments is deducted from equity. No gain or loss is recognised
in profit or loss on the purchase, sale, issue or cancellation of the Company’s own equity instruments.
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Significant Accounting Policies continued
For the year ended 31 December 2017

6. FINANCIAL INSTRUMENTS continued

Financial liabilities and equity instruments continued

(a) Classification and measurement continued

(v) Financial guarantee contracts

A financial guarantee contract is a contract that requires the issuer to make specified payments to reimburse the holder for a
loss it incurs because a specified debtor fails to make payment when due in accordance with the terms of a debt instrument.

Financial guarantee contracts issued by the Group are initially measured at their fair values and, if not designated as at FVTPL,
are subsequently measured at the higher of:

(i) the amount of obligation under the contract, as determined in accordance with HKAS 37 Provisions, Contingent Liabilities
and Contingent Assets; and

(i) the amount initially recognised less, where appropriate, cumulative amortisation recognised over the guarantee period.

(b) Derecognition of financial liabilities

Financial liabilities are derecognised when the obligation specified in the relevant contract is discharged, cancelled or expires.
The difference between the carrying amount of the financial liability derecognised and the consideration paid and payable is
recognised in profit or loss.

Derivative financial instruments and hedging

The Group enters into a variety of derivative financial instruments to manage its exposure to foreign exchange rate risks,
including foreign exchange forward contracts. Further details of derivative financial instruments are disclosed in note 22 of the
Notes to the Consolidated Financial Statements section.

Derivatives are initially recognised at fair value at the date a derivative contract is entered into and are subsequently
remeasured to their fair values at the end of the reporting period. The resulting gain or loss is recognised in profit or loss
immediately unless the derivative is designated and effective as a hedging instrument, in which event the timing of the
recognition in profit or loss depends on the nature of the hedge relationship.

Hedge accounting
The Group designates certain derivatives as hedging instruments as cash flow hedges.

At the inception of the hedging relationship, the Group documents the relationship between the hedging instrument and
the hedged item, along with its risk management objectives and its strategy for undertaking various hedge transactions.
Furthermore, at the inception of the hedge and on an ongoing basis, the Group documents whether the hedging instrument
that is used in a hedging relationship is effective in offsetting changes in fair values or cash flows of the hedged item
attributable to the hedged risk, which is when the hedging relationships meets all of the following hedge effectiveness
requirements:

e thereis an economic relationship between the hedged item and the hedging instrument;
e the effect of credit risk does not dominate the value changes that result from that economic relationship; and

e the hedge ratio of the hedging relationship is the same as that resulting from the quantity of the hedged item that the
Group actually hedges and the quantity of the hedging instrument that the entity actually uses to hedge that quantity of
hedged item.

If a hedging relationship ceases to meet the hedge effectiveness requirement relating to the hedge ratio but the risk
management objective for that designated hedging relationship remains the same, the Group adjusts the hedge ratio of the
hedging relationship (i.e. rebalances the hedge) so that it meets the qualifying criteria again.

Note 22 of the Notes to the Consolidated Financial Statements section sets out details of the fair values of the derivative
instruments used for hedging purposes.
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6. FINANCIAL INSTRUMENTS continued

Hedge accounting continued

(a) Cash flow hedges

The effective portion of changes in the fair values of derivatives that are designated and qualify as cash flow hedges are
recognised in other comprehensive income and accumulated in hedging reserve. The gain or loss relating to the ineffective
portion is recognised immediately in profit or loss, and is included in other gains or losses.

Amounts previously recognised in other comprehensive income and accumulated in hedging reserve are reclassified to profit or
loss in the periods when the hedged item is recognised in profit or loss, in the same line of the consolidated statement of profit
or loss as the recognised hedged item.

Upon discontinuation of the hedging relationship of a cash flow hedge, any cumulative gain or loss accumulated in hedging
reserve at that time remains in equity and is recognised when the forecast transaction is ultimately recognised in profit or loss.

(b) Discontinuation of hedges

The Group discontinues hedge accounting prospectively only when the hedging relationship (or a part of a hedging
relationship) ceases to meet the qualifying criteria (after taking into account any rebalancing of the hedging relationship, if
applicable). This includes instances when the hedging instrument expires or is sold, terminated or exercised. Discontinuing
hedge accounting can either affect a hedging relationship in its entirety or only a part of it (in which case hedge accounting
continues for the remainder of the hedging relationship).

7. REVENUE RECOGNITION
Revenue is measured at the fair value of the consideration received or receivable.

Rental income is recognised on a straight-line basis over the term of the relevant lease. Turnover rent is recognised when
earned.

Management fee income is recognised when services are rendered.

Interest income from a financial asset is recognised when it is probable that the economic benefits will flow to the Group and
the amount of revenue can be measured reliably. Interest income from a financial asset excluding financial assets at FVTPL is
accrued on a time basis, by reference to the principal outstanding and at the effective interest rate applicable, which is the rate
that exactly discounts the estimated future cash receipts through the expected life of the financial asset to that asset’s net
carrying amount on initial recognition.

8. LEASES
Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and rewards of
ownership to the lessee. All other leases are classified as operating leases.

The Group as lessor

Rental income from operating leases is recognised in profit or loss on a straight-line basis over the term of the relevant lease.
For early termination of leases, surrender compensation from tenant is recognised in profit or loss only upon fulfilment of all
conditions set out in the surrender agreement.

9. FOREIGN CURRENCIES

In preparing the financial statements of each individual group entity, transactions in currencies other than the functional
currency of that entity (foreign currencies) are recorded in its functional currency (i.e. the currency of the primary economic
environment in which the entity operates) at the rates of exchanges prevailing on the dates of the transactions. At the end of
the reporting period, monetary items denominated in foreign currencies are retranslated at the rates prevailing at that date.

Exchange differences arising on the settlement of monetary items, and on the retranslation of monetary items, are recognised
in profit or loss in the period in which they arise.
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Significant Accounting Policies continued
For the year ended 31 December 2017

9. FOREIGN CURRENCIES continued

For the purposes of presenting the consolidated financial statements, the assets and liabilities of the Group’s foreign
operations are translated into the presentation currency of the Group (i.e. Hong Kong dollars) at the rate of exchange prevailing
at the end of the reporting period, and their income and expenses are translated at the average exchange rates for the year,
unless exchange rates fluctuate significantly during the period, in which case, the exchange rates prevailing at the dates of
transactions are used. Exchange differences arising, if any, are recognised in other comprehensive income and accumulated in
translation reserve.

10. BORROWING COSTS

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are assets that
necessarily take a substantial period of time to get ready for their intended use or sale, are added to the cost of those assets
until such time as the assets are substantially ready for their intended use or sale. Investment income earned on the temporary
investment of specific borrowings pending their expenditure on qualifying assets is deducted from the borrowing costs eligible
for capitalisation.

All other borrowing costs are recognised in profit or loss in the period in which they are incurred.

11. RETIREMENT BENEFIT COSTS
Payments to the Enhanced Mandatory Provident Fund Scheme are charged as an expense when employees have rendered
service entitling them to the contributions.

12. TAXATION
Income tax expense represents the sum of the tax currently payable and deferred tax.

(a) Current tax

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit before taxation as reported

in the consolidated statement of profit or loss because it excludes items of income or expense that are taxable or deductible in
other years and it further excludes items that are never taxable or deductible. The Group’s liability for current tax is calculated

using tax rates that have been enacted or substantively enacted by the end of the reporting period.

(b) Deferred tax

Deferred tax is recognised on temporary differences between the carrying amounts of assets and liabilities in the consolidated
financial statements and the corresponding tax bases used in the computation of taxable profit. Deferred tax liabilities are
generally recognised for all taxable temporary differences and deferred tax assets are generally recognised to the extent that
it is probable that taxable profits will be available against which deductible temporary differences can be utilised. Such assets
and liabilities are not recognised if the temporary difference arises from the initial recognition of assets and liabilities in a
transaction that affects neither the taxable profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences associated with investments in subsidiaries and an
associate, and interests in a joint venture, except where the Group is able to control the reversal of the temporary difference
and it is probable that the temporary difference will not reverse in the foreseeable future. Deferred tax assets arising from
deductible temporary differences associated with such investments and interests are only recognised to the extent that it is
probable that there will be sufficient taxable profits against which to utilise the benefits of the temporary differences and they
are expected to reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at the end of the reporting period and reduced to the extent that it is no
longer probable that sufficient taxable profits will be available to allow all or part of the asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the period when the liability is
settled or the asset is realised, based on tax rate (and tax laws) that have been enacted or substantively enacted by the end of
the reporting period.
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12. TAXATION continued

(b) Deferred tax continued

The measurement of deferred tax liabilities and assets reflects the tax consequences that would follow from the manner

in which the Group expects, at the end of the reporting period, to recover or settle the carrying amount of its assets and
liabilities. For the purposes of measuring deferred tax for investment properties that are measured using the fair value model
in accordance with HKAS 40 Investment Property, such properties’ value are presumed to be recovered through sale. Such

a presumption is rebutted when the investment property is depreciable and is held within a business model of the Group
whose business objective is to consume substantially all of the economic benefits embodied in the investment property over
time, rather than through sale. If the presumption is rebutted, deferred tax for such investment properties are measured in
accordance with the above general principles set out in HKAS 12 Income Taxes (i.e. based on the expected manner as to how
the properties will be recovered).

Current and deferred tax are recognised in profit or loss, except when they relate to items that are recognised in other
comprehensive income or directly in equity, in which case the current and deferred tax are also recognised in other
comprehensive income or directly in equity respectively.

13. EQUITY-SETTLED SHARE-BASED PAYMENTS TRANSACTIONS

Share options granted to employees

The fair value of services received determined by reference to the fair value of share options granted at the grant date is
expensed on a straight-line basis over the vesting period, with a corresponding increase in share options reserve.

At the end of the reporting period, the Group revises its estimates of the number of options that are expected to ultimately vest.
The impact of the revision of the estimates during the vesting period, if any, is recognised in profit or loss, with a corresponding
adjustment to share options reserve.

At the time when the share options are exercised, the amount previously recognised in share options reserve will be transferred
to share capital. When the share options are forfeited after the vesting date or are still not exercised at the expiry date, the
amount previously recognised in share options reserve will be transferred to retained profits.

14. FAIR VALUE MEASUREMENT

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date, regardless of whether that price is directly observable or estimated using another
valuation technique. In estimating the fair value of an asset or a liability, the Group takes into account the characteristics of
the asset or liability if market participants would take those characteristics into account when pricing the asset or liability at

the measurement date. Fair value for measurement and/or disclosure purposes in these financial statements is determined on
such a basis, except for share-based payment transactions that are within the scope of HKFRS 2 Share-based Payment, leasing
transactions that are within the scope of HKAS 17 Leases, and measurements that have some similarities to fair value but are
not fair value, such as value in use in HKAS 36 Impairment of Assets.

A fair value measurement of a non-financial asset takes into account a market participant’s ability to generate economic
benefits by using the asset in its highest and best use or by selling it to another market participant that would use the asset in
its highest and best use.

15. ACQUISITION OF SUBSIDIARIES NOT CONSTITUTING A BUSINESS

When the Group acquires a group of assets and liabilities that do not constitute a business, the Group identifies and recognises
the individual identifiable assets acquired and liabilities assumed by allocating the purchase price first to investment properties
which are subsequently measured under fair value model and financial assets and liabilities at the respective fair values, the
remaining balance of the purchase price is then allocated to the other individual identifiable assets and liabilities on the basis
of their relative fair values at the date of purchase. Such a transaction does not give rise to goodwill or bargain purchase gain.
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Notes to the Consolidated
Financial Statements

For the year ended 31 December 2017

1. GENERAL

The Company is a public listed company incorporated in Hong Kong and its shares are listed on The Stock Exchange of Hong
Kong Limited (the “Stock Exchange”). The addresses of the registered office and principal place of business of the Company are
disclosed in the “Shareholder Information” section of the annual report.

The principal activities of the Company and its subsidiaries (collectively referred to as the “Group”) are property investment,
management and development.

These consolidated financial statements are presented in Hong Kong dollars (“HKD”), which is the same as the functional
currency of the Company.

2. APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL REPORTING STANDARDS (“HKFRSs”)
In the current year, the Group has applied all of the amendments to HKFRSs issued by the Hong Kong Institute of Certified
Public Accountants (“HKICPA”) that are relevant to its operations and effective for the Group’s financial year beginning on 1
January 2017. The adoption of these amendments to HKFRSs had no material effect on the results and financial position of
the Group for the current and/or prior accounting years.

Except for HKFRS 9, which has been partially adopted by the Group as stated below, the Group has not early applied the
following new, revised and amendments to standards that have been issued but are not yet effective.

HKFRS 9 Financial Instruments?

HKFRS 15 Revenue from Contracts with Customers and the related Amendments’

HKFRS 16 Leases®

HKFRS 17 Insurance Contract®

HK (IFRIC) —Int 22 Foreign Currency Transactions and Advance Consideration’

HK (IFRIC) —Int 23 Uncertainty over Income Tax Treatments?

Amendments to HKFRS 2 Classification and Measurement of Share-based Payment Transactions’

Amendments to HKFRS 4 Applying HKFRS 9 Financial Instruments with HKFRS 4 Insurance Contracts’

Amendments to HKFRS 9 Prepayment Features with Negative Compensation?

Amendments to HKFRS 10 and HKAS 28 Sale or Contribution of Assets between an Investor and its Associate or Joint
Venture*

Amendments to HKAS 28 Long-term interests in Associates and Joint Ventures?

Amendments to HKAS 28 As part of the Annual Improvements to HKFRSs 2014 — 2016 Cycle'

Amendments to HKAS 40 Transfers of Investment Property’

Amendments to HKFRSs Annual Improvements to HKFRSs 2015 — 2017 Cycle?

! Effective for annual periods beginning on or after 1 January 2018, with earlier application permitted.

2 Effective for annual periods beginning on or after 1 January 2018, except for the 2010 version of HKFRS 9 and the new requirements for hedge
accounting issued in 2013, which the Group has early adopted.

3 Effective for annual periods beginning on or after 1 January 2019, with earlier application permitted.
“ Effective for annual periods beginning on or after a date to be determined.

* Effective for annual periods beginning on or after 1 January 2021, with earlier application permitted.

Except for the new HKFRSs mentioned below, the Directors of the Company anticipate that the application of these new
standards, amendments and interpretations to HKFRSs will have no material impact on the Group’s accounting policies, results
and financial position.
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2. APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL REPORTING STANDARDS (“HKFRSs”)
continued
The application of HKFRS 9 (except for those sections that were early adopted by the Group) may result in changes in the
Group’s accounting policies in respect of measuring debt instruments at fair value through other comprehensive income, if
applicable, and recognition of impairment of financial assets at amortised cost by applying the expected credit loss model of
HKFRS 9. Based on the financial instruments and business model of the Group as at 31 December 2017, the Directors of the
Company anticipated that the application of HKFRS 9 will have no material impact on the results and financial position of the
Group.

The Group currently considers refundable rental deposits received of HK$895 million as at 31 December 2017 as obligations
under leases to which HKAS 17 applies. Based on the definition of lease payments under HKFRS 16, such deposits are not
payments relating to the right to use the underlying assets, accordingly, the carrying amounts of rental deposits may be
adjusted to amortised cost upon application of HKFRS 16. Adjustments to refundable rental deposits received would be
considered as advance lease payments from lessees. The Directors of the Company are in the process of assessing the impact
on the application of HKFRS 16 in the foreseeable future.

3. KEY SOURCES OF ESTIMATION UNCERTAINTY

In the application of the Group’s accounting policies, which are described in the “Significant Accounting Policies” section, the
management of the Group is required to make estimates and assumptions about the carrying amounts of assets and liabilities
that are not readily apparent from other sources. The estimates and associated assumptions are based on historical experience
and other factors that are considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised
in the period in which the estimate is revised if the revision affects only that period or in the period of the revision and future
periods if the revision affects both current and future periods.

The following are the key assumptions concerning the future, and other key sources of estimation uncertainty at the end of the
reporting period, that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities
within the next financial year.

Fair value of investment properties

At the end of the reporting period, the Group’s investment properties are stated at fair value of HK$72,470 million (2016:
HK$69,633 million) based on the valuation performed by an independent qualified professional valuer. In determining the
fair value, the valuer has applied a market value basis which involves, inter-alia, certain estimates, including appropriate
capitalisation rates and reversionary income potential taking into account a market participant’s ability to generate economic
benefits by using the asset in its highest and best use or by selling it to another market participant that would use the asset in
its highest and best use.

In relying on the valuation, management has exercised their judgment and is satisfied that the method of valuation is reflective
of the current market conditions.

Fair value of financial instruments

Financial instruments, such as cross currency swap and foreign exchange derivatives, are carried in the Group’s consolidated
statement of financial position at fair value, as disclosed in note 22 of the Notes to the Consolidated Financial Statements
section. The management of the Group uses its judgment in selecting an appropriate valuation technique for financial
instruments not quoted in an active market. Valuation techniques commonly used by market practitioners are applied. For
derivative financial instruments, assumptions are made based on quoted market rates. Most of the financial instruments are
valued using a discounted cash flow analysis based on assumptions supported, where possible, by observable market prices or
rates. Details of the assumptions used and of the results of sensitivity analyses regarding these assumptions are provided in the
“Financial Risk Management” section.

4. TURNOVER
Turnover represents gross rental income from investment properties and management fee income for the year.

The Group’s principal activities are property investment, management and development, and its turnover and results are
principally derived from investment properties located in Hong Kong.
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Notes to the Consolidated Financial Statements continved
For the year ended 31 December 2017

5. SEGMENT INFORMATION

Based on the internal reports about components of the Group that are regularly reviewed by the chief operating decision maker
in order to allocate resources to segments and to assess their performance, the Group’s operating and reportable segments are
as follows:

Retail segment — leasing of space and related facilities to a variety of retail and leisure operators
Office segment — leasing of high quality office space and related facilities

Residential segment — leasing of luxury residential properties and related facilities

Property development segment — development and sale of properties

In 2017, the Group’s management began to monitor and review the operation of the Group’s joint venture separately from
other segments of the Group on a regular basis. Therefore, a separate operating and reportable segment is disclosed as
property development. The figures for the year ended 31 December 2016 has been represented accordingly for comparative
purpose.

Segment turnover and results
The following is an analysis of the Group’s turnover and results by operating and reportable segment.

Property
Retail Office Residential ~ Development Consolidated
HK$ million HK$ million HK$ million HK$ million HK$ million

For the year ended 31 December 2017

Turnover

Gross rental income from investment properties 1,781 1,210 236 - 3,227
Management fee income 144 149 28 - 321
Segment revenue 1,925 1,359 264 - 3,548
Property expenses (253) (142) (54) - (449)
Segment profit 1,672 1,217 210 - 3,099
Other income 261
Investment income 69
Administrative expenses (247)
Finance costs (158)
Change in fair value of investment properties 853
Share of results of associates 220
Profit before taxation 4,097

For the year ended 31 December 2016

Turnover

Gross rental income from investment properties 1,829 1,142 244 - 3,215
Management fee income 140 150 30 - 320
Segment revenue 1,969 1,292 274 - 3,535
Property expenses (227) (149) (52) - (428)
Segment profit 1,742 1,143 222 - 3,107
Investment income 50
Administrative expenses (219)
Finance costs (178)
Change in fair value of investment properties (1,187)
Share of results of an associate 237
Profit before taxation 1,810
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5. SEGMENT INFORMATION continued
All of the segment turnover reported above is from external customers.

The accounting policies of the operating and reportable segments are the same as the Group’s accounting policies described in
the “Significant Accounting Policies” section. Segment profit represents the profit earned by each segment without allocation
of other income, investment income, administrative expenses (including central administrative costs and Directors’ salaries),
finance costs, change in fair value of investment properties and share of results of associates. This is the measure reported to
the chief operating decision maker of the Group for the purpose of resource allocation and performance assessment.

Segment assets
The following is an analysis of the Group’s assets by operating and reportable segment.

Property
Retail Office Residential ~ Development Consolidated
HK$ million HK$ million HK$ million HK$ million HK$ million

As at 31 December 2017

Segment assets 33,195 31,325 7,961 1,129 73,610
Investments in and loans to associates 3,789
Fund investment 21
Other assets 4,700

Consolidated assets 82,120

As at 31 December 2016

Segment assets 33,089 23,833 7,859 2,036 66,817
Investment properties under redevelopment (Note) 4,860
Investment in an associate 3,497
Other assets 4,847

Consolidated assets 80,021

Segment assets represented the investment properties and accounts receivable of each segment and investment in and loans
to a joint venture under property development segment without allocation of investment properties under redevelopment,
property, plant and equipment, investments in and loans to associates, fund investment, term notes, other financial assets,
other receivables, time deposits, cash and bank balances. This is the measure reported to the chief operating decision maker of
the Group for the purpose of monitoring segment performances and allocating resources between segments. The investment
properties are included in segment assets at their fair values whilst the change in fair value of investment properties is not
included in segment profit.

No segment liabilities analysis is presented as the Group’s management monitors and manages all the liabilities on a group
basis.

Other than the investment in an associate, which operates in the People’s Republic of China (the “PRC”) with carrying amounts
of HK$3,779 million (2016: HK$3,497 million), all the Group’s assets are located in Hong Kong.
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Notes to the Consolidated Financial Statements continved
For the year ended 31 December 2017

5. SEGMENT INFORMATION continued
Other segment information

Property
Retail Office Residential Development Consolidated
HK$ million HK$ million HK$ million HK$ million HK$ million
For the year ended 31 December 2017
Additions to non-current assets 172 22 7 - 201
Acquisition of investment properties
through acquiring subsidiaries (note 317) 654 - - - 654
Additions to investment properties
under redevelopment (Note) 1,129
1,984
For the year ended 31 December 2016
Additions to non-current assets 325 95 20 - 440
Additions to investment properties
under redevelopment (Note) 570
1,010
Note:
The investment properties under redevelopment were completed during the year ended 31 December 2017.
6. INVESTMENT INCOME
The following is an analysis of investment income:
2017 2016
HK$ million HK$ million
Financial assets measured at amortised cost 51 49
Reclassification of net (gain) losses from hedging reserve on
financial instruments designated as cash flow hedges (10) 1
Imputed interest income on interest-free loan to a joint venture 28 -
69 50
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7. FINANCE COSTS

2017 2016
HK$ million HK$ million
Finance costs comprise:
Interest on unsecured bank loans 22 7
Interest on unsecured fixed rate notes 175 175
Total interest expenses 197 182
Other finance costs 7 4
Less: amounts capitalised (Note) (51) (14)
153 172
Net exchange losses on borrowings 19 2
Reclassification of net (loss) gain from hedging reserve on
financial instruments designated as cash flow hedges (16) 2
Medium Term Note Programme expenses 2 2
158 178
Note:
Interest expenses have been capitalised to investment properties under redevelopment at an average interest rate of 3.41 % (2016: 2.61 %) per
annum.
8. TAXATION
2017 2016
HK$ million HK$ million
Current tax
Hong Kong profits tax
— current year 458 400
— overprovision in prior years (2) (1)
456 399
Deferred tax (note 28) 28 64
484 463

Hong Kong Profits Tax is calculated at 16.5 % of the estimated assessable profit for both years.
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Notes to the Consolidated Financial Statements continved
For the year ended 31 December 2017

8. TAXATION continued

The taxation for the year can be reconciled to the profit before taxation per the consolidated statement of profit or loss as

follows:
2017 2016
HK$ million HK$ million
Profit before taxation 4,097 1,810
Tax at Hong Kong Profits Tax rate of 16.5 % 676 298
Tax effect of share of results of associates (36) (39)
Tax effect of expenses not deductible for tax purposes 245 284
Tax effect of income not taxable for tax purposes (393) (89)
Tax effect of estimated tax losses not recognised 18 11
Recognition of previously unrecognised tax losses (24) (1)
Overprovision in prior years (2) (1)
Taxation for the year 484 463

In addition to the amount charged to the consolidated statement of profit or loss, deferred tax relating to the revaluation of

the Group’s properties held for own use has been charged directly to properties valuation reserve (see note 28).

9. PROFIT FOR THE YEAR

2017 2016
HK$ million HK$ million
Profit for the year has been arrived at after charging (crediting):
Auditor’s remuneration 3 3
Depreciation of property, plant and equipment 22 22
Gross rental income from investment properties
including contingent rentals of HK$48 million (2016: HK$46 million) (3,227) (3,215)
Less:
— Direct operating expenses arising from properties that generated rental income 400 410
— Direct operating expenses arising from properties that did not generate rental income 49 18
(2,778) (2,787)
Staff costs, comprising:
— Directors’ emoluments (note 11) 25 23
— Other staff costs including share-based payments of HK$2 million (2016: HK$3 million) 246 236
271 259
Share of income tax of associates (included in share of results of associates) 94 101
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10. OTHER COMPREHENSIVE INCOME

2017 2016
HK$ million HK$ million
Other comprehensive income comprises:
Items that will not be reclassified subsequently to profit or loss:
Revaluation of properties held for own use:
Gains on revaluation of properties held for own use 46 22
Deferred taxation arising on revaluation (8) (4)
38 18
Items that may be reclassified subsequently to profit or loss:
Derivatives designated as cash flow hedges:
Net (losses) gains arising during the year (49) 77
Reclassification adjustments for net (losses) gains included in profit or loss (6) 1
(55) 78
Share of translation reserve of associates 240 (236)
185 (158)
Other comprehensive income (expenses) for the year (net of tax) 223 (140)
Tax effect relating to other comprehensive income (expenses):
2017 2016
Before-tax Tax Net-of-tax Before-tax Tax Net-of-tax
amount expense amount amount expense amount
HK$ million ~ HK$ million  HK$ million HK$ million HK$ million HK$ million
Gains on revaluation of properties
held for own use 46 (8) 38 22 (4) 18
Net adjustments to hedging reserve (55) - (55) 78 - 78
Share of translation reserve of associates 240 - 240 (236) - (236)
231 (8) 223 (136) (4) (140)
11. DIRECTORS’ EMOLUMENTS
2017 2016
HK$ million HK$ million
Directors’ fees 3 2
Other emoluments
Basic salaries, housing and other allowances 7 8
Bonus (Notes d & f) 13 11
Share-based payments 2 2
25 23

MBIIAIBAQ

90UDWI0}I9d ssauisng

32UDUIBA0D) 91pJ0dI0) |

UoIIDN|DA PUD SIUSWAIDIS [DIDUDUIY

141



Notes to the Consolidated Financial Statements continved
For the year ended 31 December 2017

11. DIRECTORS’ EMOLUMENTS continued

The emoluments paid or payable to each of the Directors of the Company for the two years ended 31 December 2017 and
2016, calculated with reference to their employment as Directors of the Company or for provision of other services to the

Company and the Group, are set out below:

Basic salaries, Retirement
housing benefits
Directors’ and other Share-based scheme
fees allowances Bonus payments contributions Total
HK$’000 HK$°000 HK$’000 HK$’000 HK$’000 HK$’000
(Note e) (Note d) (Note d) (Note g)
For the year ended 31 December 2017
Executive Director (Note a)
Lee Irene Yun-Lien - 7,103 13,150 1,872 18 22,143
Non-Executive Directors (Note b)
Jebsen Hans Michael 255 - - - - 255
Lee Anthony Hsien Pin 295 - - - - 295
Lee Chien 275 - - - - 275
Lee Tze Hau Michael 265 - - - - 265
Lau Siu Chuen (Note h) 83 - - - - 83
Independent Non-Executive Directors
(Note ¢)
Churchouse Frederick Peter 295 - - - - 295
Fan Yan Hok Philip 405 - - - - 405
Lau Lawrence Juen-Yee 245 - - - - 245
Poon Chung Yin Joseph (Note i) 446 - - - - 446
2,564 7,103 13,150 1,872 18 24,707
Basic salaries, Retirement
housing benefits
Directors’ and other Share-based scheme
fees allowances Bonus payments  contributions Total
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
(Note e) (Note f) (Note f) (Note g)
For the year ended 31 December 2016
Executive Director (Note a)
Lee Irene Yun-Lien - 5,083 10,543 2,298 18 17,942
Non-Executive Directors (Note b)
Jebsen Hans Michael (Note j) 232 - - - - 232
Lau Siu Chuen (Note k) 93 2,969 - (726) 12 2,348
Lee Anthony Hsien Pin 280 - - - - 280
Lee Chien 260 - - - - 260
Lee Tze Hau Michael 254 - - - - 254
Independent Non-Executive Directors
(Note ¢)
Allen Nicholas Charles (Note 1) 132 - - - - 132
Churchouse Frederick Peter 280 - - - - 280
Fan Yan Hok Philip 385 - - - - 385
Lau Lawrence Juen-Yee (Note m) 227 - - - - 227
Poon Chung Yin Joseph (Note n) 359 - - - - 359
2,502 8,052 10,543 1,572 30 22,699
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11. DIRECTORS’ EMOLUMENTS continued

Notes:

(a)

(b)
()
(d)

(e)

()

(9)

(h)
(0]

The Executive Director’s emoluments shown above were for the services in connection with the management of the affairs of the Company and
the Group.

The Non-Executive Directors’ emoluments shown above were for the services as Directors of the Company.

The Independent Non-Executive Directors’ emoluments shown above were for the services as Directors of the Company.

Year 2017:

The Remuneration Committee met in February 2017 to approve the 2017 annual fixed base salary and the annual special fee and determine the
2016 performance-based bonus of the Company’s Executive Director.

The annual cash compensations of Lee Irene Yun-Lien, Chairman, was revised to HK$15,386,000 based on market benchmark, and the
jobholder’s experience, qualification, and performance. Annual base salary of Lee Irene Yun-Lien remained unchanged at HK$5,129,000 and
annual special fee in recognition of extra responsibilities she assumed was HK$2,564,000 (making up 50 % of the total package).

For the year ended 31 December 2017, the bonus of HK$13,150,000 represented the 2017 bonus of HK$12,693,000 approved by the Committee
in February 2018, and adjustments for 2016 bonus accrued in 2016. The performance-based bonus for 2016 approved by the Committee and
paid to Executive Director in March 2017 was amounted to HK$10,257,000.

Last revision of annual Directors’ fees for serving on the Board and certain of its Committees (effective 1 June 2016) were approved by
shareholders at the 2016 AGM. Details are set out in Remuneration Committee Report.

Directors’ fees are calculated on annual basis and paid semi-annually. For Directors not having served the full year on a position, the fees will be
calculated and paid on pro rata basis.

Breakdown of Directors’ fees of each of the Directors of the Company for the year ended 31 December 2017 is set out below:

Audit Remuneration Strategy ~ Nomination 2017 2016
Board Committee Committee Committee Committee Total Total
HK$’000 HK$°000 HK$’000 HK$’000 HK$°000 HK$’000 HK$’000

Executive Director
Lee Irene Yun-Lien - - - - - — _

Non-Executive Directors

Jebsen Hans Michael (Note j) 225 - - 30 - 255 232
Lee Anthony Hsien Pin 225 70 - - - 295 280
Lee Chien 225 - - 30 20 275 260
Lee Tze Hau Michael 225 - 40 - - 265 254
Lau Siu Chuen (Notes h and k) 83 - - - - 83 93
Independent Non-Executive Directors
Allen Nicholas Charles (Note I) - - - - - - 132
Churchouse Frederick Peter 225 70 - - - 295 280
Fan Yan Hok Philip 225 70 60 30 20 405 385
Lau Lawrence Juen-Yee (Note m) 225 - - - 20 245 227
Poon Chung Yin Joseph (Notes i and n) 225 135 40 26 20 446 359
1,883 345 140 116 80 2,564 2,502
Year 2016:

The Remuneration Committee met in March 2016 to approve the 2016 annual fixed base salary and determine the 2015 performance-based
bonus of the Company’s Executive Directors.

The annual cash compensations of Lee Irene Yun-Lien, Chairman, and Lau Siu Chuen, then Deputy Chairman and Chief Executive Officer, were
revised to HK$10,257,000 and HK$11,108,000 respectively, based on market benchmark, and the jobholder’s experience, qualification, and
performance. Annual base salaries of Lee Irene Yun-Lien and Lau Siu Chuen revised to HK$5,129,000 and HK$5,554,000 (making up 50 % of the
total package) respectively.

For the year ended 31 December 2016, the bonus figures of HK$10,543,000 represented the 2016 target bonus figures of HK$9,800,000 pending
finalised by the Committee after year-end in February 2017, and included adjustments for 2015 bonus accrued in 2015 (following finalisation of
bonus by the Committee in March 2016). The performance-based bonus for 2015 approved by the Committee and paid to Executive Directors in
March 2016 was amounted to HK$13,443,000.

Share-based payments are the fair values of share options granted to Executive Directors, which are determined at the date of grant and
expensed over the vesting period (except where options are forfeited before vesting), regardless of whether the Executive Directors exercise

the share options or not during the year. Details of the share option schemes are set out in note 38 of the Notes to the Consolidated Financial
Statements section.

Lau Siu Chuen ceased as a Non-Executive Director with effect from the conclusion of the 2017 AGM.

Poon Chung Yin Joseph was appointed as a member of the Strategy Committee with effect from 22 February 2017.
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Notes to the Consolidated Financial Statements continved
For the year ended 31 December 2017

11. DIRECTORS’ EMOLUMENTS continued

Notes: continued
(j)  Jebsen Hans Michael was appointed a member of the Strategy Committee with effect from the conclusion of the 2016 AGM.

(k)  Lau Siu Chuen stepped down as Deputy Chairman and Chief Executive Officer. He was re-designated as Non-Executive Director and ceased to be
a member of the Strategy Committee with effect from the conclusion of the August 2016 Board Meeting.

(I)  Allen Nicholas Charles retired as Independent Non-Executive Director, the chairman of the Audit Committee, a member of the Nomination
Committee and a member of the Strategy Committee with effect from the conclusion of the 2016 AGM.

(m) Lau Lawrence Juen-Yee was appointed a member of the Nomination Committee with effect from the conclusion of the 2016 AGM.

(n)  Poon Chung Yin Joseph was appointed the chairman of the Audit Committee with effect from the conclusion of the 2016 AGM.

There was no arrangement under which a Director waived or agreed to waive any remuneration during both years.

There was no payment to a Director as inducement for Director to join the Group or compensation for the loss of office as a
Director in connection with the management of the affairs of any member of the Group during both years.

Details of material interests of the Directors of the Company in transactions, arrangements or contracts entered into by
subsidiaries of the Company are disclosed in the Directors’ Report.

12. EMPLOYEES’ EMOLUMENTS

Of the five individuals with the highest emoluments in the Group, one (2016: two) was Director of the Company, details of
whose emoluments are included in note 11 of the Notes to the Consolidated Financial Statements section. The emoluments of
all of the five individuals with the highest emoluments for the years ended 31 December 2017 and 2016 were as follows:

2017 2016

HK$ million HK$ million

Basic salaries, housing and other allowances 20 17
Bonus 17 16
Share-based payments (Note) 3 2
40 35

Note:

Share-based payments are the fair values of share options granted to Executive Director and eligible employees, which are determined at the date of
grant and expensed over the vesting period (except where options are forfeited before vesting), regardless of whether the Executive Director or eligible
employees exercise the share options or not during the year.

Their emoluments are within the following bands:

Number of individuals

2017 2016
HK$3,500,001 to HK$4,000,000 - 1
HK$4,000,001 to HK$4,500,000 3 3
HK$4,500,001 to HK$5,000,000 1 -

HK$17,500,001 to HK$18,000,000 - 1
HK$22,000,001 to HK$22,500,000

-
|

Senior management (for the purpose of the Rules Governing the Listing of Securities on the Stock Exchange (“the Listing
Rules”)) during the year are Executive Director and other members of senior management of the Group. Their emoluments are
within the following bands.

Number of individuals

2017 2016

Nil to HK$1,000,000 - 1
HK$2,000,001 to HK$3,000,000 - 1
HK$3,000,001 to HK$4,000,000 - 2
HK$4,000,001 to HK$5,000,000 5 2
HK$17,000,001 to HK$18,000,000 - 1
HK$22,000,001 to HK$23,000,000 1 =
6 7
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13. DIVIDENDS
(a) Dividends recognised as distribution during the year:

2017 2016
HK$ million HK$ million
2017 first interim dividend paid — HK26 cents per share 272 -
2016 first interim dividend paid — HK26 cents per share - 272
2016 second interim dividend paid — HK109 cents per share 1,139 -
2015 second interim dividend paid — HK107 cents per share - 1,122
1,411 1,394

(b) Dividends declared after the end of the reporting period:
2017 2016
HK$ million HK$ million

Second interim dividend (in lieu of a final dividend)

—HK111 cents per share (2016: HK109 cents per share) 1,161 1,139

The second interim dividend is not recognised as a liability as at 31 December 2017 because it has been declared after the end
of the reporting period. Such dividend will be accounted for as an appropriation of the retained profits in the year ending 31
December 2018.

The declared second interim dividend will be payable in cash.

14. EARNINGS PER SHARE

(a) Basic and diluted earnings per share

The calculation of the basic and diluted earnings per share attributable to the owners of the Company is based on the following
data:

Earnings
2017 2016
HK$ million HK$ million
Earnings for the purposes of basic and diluted earnings per share:
Profit for the year attributable to owners of the Company 3,636 1,218
Number of shares
2017 2016
Weighted average number of ordinary shares for the purpose of
basic earnings per share 1,045,495,841 1,046,870,824
Effect of dilutive potential ordinary shares:
Share options issued by the Company 283,181 170,710
Weighted average number of ordinary shares for the purpose of
diluted earnings per share 1,045,779,022 1,047,041,534

In both years, the computation of diluted earnings per share does not assume the exercise of certain of the Company’s
outstanding share options as the exercise prices of those options are higher than the average market price for shares.
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Notes to the Consolidated Financial Statements continved
For the year ended 31 December 2017

14. EARNINGS PER SHARE continued
(b) Adjusted basic earnings per share

For the purpose of asses