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The following materials are enclosed pursuant to Rule 12g3-2(b)(1)(iii)
under the Securities Exchange Act of 1934 (the "Exchange Act"), in connection with the
exemption from reporting under that Rule by Hongkong Electric Holdings Limited:

Press Announcement on 2005 Annual results dated 9th March 2006 and

Notice of Annual General Meeting
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any purpose that Hongkong Electric Holdings Limited is subject to the Exchange Act.
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- million (2004; HK$290 million).

Hongkong Electric Holdings Ltd,

CHAIRMAN’S STATEMENT

The results of the.Group for 2005 were mixéd. In Hong Kong, the earnings
from our Hong Kong operations were HK$5,508 million compared with
HK$5,521 million in 2004, QOn the ather hand, our strategy of mvestmg
internationally so as to decrease our reliance on Hong Kong earnings
produced excellent reswults in 2005, with earnings of HK$3,054 miltion
compared to HK$735 million in 2004.

This was the third yea: in succession that the electric utility in Hong
Kong has not earned its permitted return under the scheme of control
under which it operates. For 2005, the shortfall in permitted return together
with the special subsidy paid to customers amounted to approximately
HKS$1 billion, bringing 0 more than HK$2 billion the total amount of its
permitted return that the Company has foregone in the past 3 years in
order to benefit customrs by charging lower electricity tariffs than it is-
entitled to do. In additicn, for the last several years the Company has not
imposed additional tariffs to establish a development fund as would have
been permitted under the scheme of control. In spite of all this, we have
always maintained the highest standards of reliability and quality of
electricity supply. In 005, our customers once again enjoyed over
99.999% reliability in electricity supply. Considering the vital importance
to Hong Kong of its role as an international financial and commercial
centre and the fact thal more than 50% of our customers live or work
abave the fifteenth floor, we believe that maintaining this high standard
must continue to be sur highest priority, and that it should net in any
circumstance be put at risk.

Our operations outside Hong Kong reported an increase of over 90% in
operating earnings before proceeds of disposition and non-cash tax
adjustments, from HK$445 million in 2004 to HK$846 millien in 2005.
1n eddition, the Company also recorded a non-ecurring gain of HK$1,560
million on the disposal cf part of our interest in our Australian operations
in December 2005 (2004: Nil) and non- casb tax ad_‘uslmenls of HK5648

Results, Final Div‘ldendtand Special Dividend

"The Group’s audited consolidated net profit after tax for the year ended

315t December 2005 wai HK$8,562 million (2004 as restated: HK$6,256
million), an increase of 37%. The Directors will recommend a final *
dividend of HK$1.01 per share and a special dividend of HK$0.73 per
share. Together with the interim dividend of HK$0.58 per share, this will
give & total dividend of HK$2.32 per share for the year (2004: HK$1.77).

Hong Kong Operatiom;

Uit sales growth in electricity for 2005 was 1.5%, OF the 10,755 miltio ~

kWh of electricity sold, sommercial sales made up 73.2%, domestic sales
22,7% and industriai sales 4.1%. Mazimuro: dcmaud in 2005 was 2,565
MW compared with 2,588 MW in 2004

Our continuing program to lower amlssxons from'the Lamma Pawer

Station by reducing our reliance on coal-fired generation progresscd well
in 2005 as construction of our Lamma Power Station Extenasion for Unit
9, which will be our first gas fired unit, moved towards completion. We
expect Unit 9 will be compieted and ready to receive gas'by mid 2006,
During the year, we also added ‘our first renewable energy source for
Horig Kong with the construction of Hong Kong's first wind turbine on
Lamma Island. The 800 kW turbine started to gerierate electricity in
September 2005 and we are curtently evaluating the commercial viability,
of building additionat wind turbine units 1n the future.

The price of coal remeined ‘well above hxslonc tevels in 2005 providing
challenges for us. We were able in part to mitigate higher coal costs by
adlusung the varieties cf coal we consume, We expect coal prices will
rcmam volﬂtlle in 2006. In 2005 we continued with our improvement
and refurbist of our tr ion and distribution system to ensure
supply meets demand. The installation of the 275»}:\’ cable circuit from
Lamma Island to-the Mersh Road switching station made good progress
with the laymg of the submarine cables across the east Lamma channgl
commencmg in November and construction of the switching station
commencmg in December

In 2005, we maintained our record of achieving a supply reliability rating
of 99.999%, a mark cortinuously achieved since 1997. Our customers
demonstrated their satisfaction with our service by making a record
number of commendnucns in 2005.

We continued to participate in qonununi\y and environmental activities
in 2005. The Hongkong Electric volunteers' team, which now numbers
over 700, undertook varjous communily service activities in 2005. We
also continued with our “Smart Power"” campaign which dims to promote
gnergy conservation and .fﬁcxency among students. Dunng the year, close |
4o 4,000 students from 23 primdry schools took part in various activities

'under this program. In November 2005, we launched & new round of

activities with the theme of renewable energy
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(Incv/jﬁora!zd in Hong Kong with limited liability)
(Stock code: 006)

2005 ANNUAL RESULTS

Internationat Operatlons

Our Australian operations continued to perform well in 2005. Solid
financial pérformance was nctueved through a combination of increased

electricity consumptivn, customer growth and a focus on nperanonal .

efficiency. In December 2003, we sold a partial interest in our Australian
businesses. This enabled us to realize a substantial part of the increase in
value of our investment in the businesses while at the same time
maintaining an operating interest in the businesses going forward. Non-
recurring gain from this disposition was HK$1,560 million.

In June 2005, we compleied the acquisition of a 19.9% stake in Northem
Gas distribution networks, Northern Gas is one of eight gas distribution

networks in the U.K. The business has already made a strong stast in

achieving both its operational and financial targets.

In Thailand financing arrangements for thé tonstruction of a 1,400 MW
gas fired power station in Ratchaburi province Havé been concluded and
construction work is currently scheduled to commence in 2006. The Group
has a 25% interest in the project,

Future De‘velopment of the Electricity Market in Hong Kong

Hong Kong depends on a reliable and uninterrupted electricity supply to
maintain its position as a leading finaacial and commercial ceatre and
assure the safety and comfoft for our dense urban population. For over
100 years since 1890, we have met Hong Kong’s needs with an exceptional
track record of su¢cess. Any proposals to change the existing arrangements
for the electticity market in Hong Kong shouid only bé made after very
careful and extensive consideration and consultation, and with the
agreement of the industry. We will be making a submission to the

Government in respect of the stage I consultation paper outlmmg the

Company’s concerns tegarding the airangements proposed in that paper
particularly as they relate to the permitted rate of return, the duration of
the rcgulatory framework arid chengés to emission penalties. We will be
stating in that submission as we have already publicly stated that certain

of the arrangements as currently proposed in the consultdtion paper are .

entirely unacceptable to the Company. As we progress through this
consultation process, we will continue to work with the Government ofl
the many issues that need to be addressed in the hopes of achieving 4
reasonable commercial outcome that safeguards the vital interests of our
consumers m continted sccunty of supply,

The current high standard of reliahiﬂty and security of electricity supply- |
in Hong Kong is a fact that is often taken for granted. This should not be |

the case. In effect, the reliability and security of supply enjoyed by Hong
Kong consumers reflects the success of the current scheme of control
both in assuring the timely avmlablhly of long termi investment capital
necessary to sustain it, as well as in encouraging a prudent operating and
cost structure to deliver it. Any change proposed to be made to the existing
elecmcnty supply arrangements must be such that Hong Kong can be
absolutely certain that. what has been achieved so well in terms of
relmblllty and stability of clecmclty supply to date will not be placed in
Jeopaxdy in future.

Outlook

We expect chg Kong's economy will remain robust in 2006. However,
we also expect continued high coal and natural gas prices to provide
challenges for our generatmg businesses gomg forward. In Hong Kong,
we expect Jow growth in electricity sales in 2006, continuing the trend
we have seen in 2005. Intemationally, we will continue to look for suitable
investment opportunities to further reduce our earnings reliance on Hong
Kong.

On 1st November 2005, Mr George Magnus retired as Chairman and as
an executive director of thé Company Mr. Magnus was appomted an
executive director of the Company in 1985 and as Chairman in 1993. 1
would like, on behalf of the Board, to express our deep appreciation for

- his valuable advice and contribution over the years. Going forward, 1 am

glad that the Comparty will continue to benefit from his experience in his

"capacity as & non-executive director.

The Company's achievements in 2005 could not have been made without

- the contribution and skill of cur employees and the guidance of the Board
. of Directors dnd 1 would like to express my gratitude to them for thcu

efforts in 2005.

Canning Fok Kin:ning . N
Chatrman :

Hong Kong, 9th March 2006,

@

{Page 1)

s

FINANCIAL REVIEW

Capitai Expenditure, Liquidity, Financial Resources and Gearing
Ratio .

Capital expenditure during the year amounted to HK$3,0085 million, which
was primarily funded by cash from operations. Total external borrowings
outstanding at year-end were HK$10,645 million (2004: HK$12,997
million), comprising unsecured bank loans, unsecured deferred creditors
and debt securities in issus. In addition, the Group has undrawn committed
bank facilities of HK$3,465 million (2004: HK$5,376 million) and
available liquid funds of HK$4,561 million (2004: HK$1,426 million).
Gearing ratio (net debt/sharsholders’ funds) at 31st December 2005 was
15% (2004: 31%).

Treasury Policies, Financing Activities and Capital Structure

We finance our operations and business expansion by a combination of
internal resources, bank borrowings and debt issuance. We manage our
finaficing activities to ensure that commitied facilities are available for
refinancing and business growth. .

Capitalising on the liquidity in debt markets and the low interest rate
environment, Hongkong Electric, through its subsidiary Hongkong
Electric Finance Limited, issued HK$500 million 4.15% p.a. fixed rate
notés due 2015 in May 2005. The issue was made out of the Medium
Term Note Programme established in 2002,

In December 2005, the Group disposed of a 22.07% attributable interest

in its Australian electricity distribution business. The disposal generated -
* a A$948 million (HK$5,405 million) cash inflow for the Group, A$438

mxlhou (HKSZ 781 nulhcn) of which was utilised to reduce borrowings
d with the in in the distribution business.

At 31st December 2005, the profile of our external borrowings after taking
into account currency and interest rate swaps was as follows:

¢V
@

68% in Hong Kong dollars and 32% in Australian dollars;

76% in bank loans, 23% in capnal market lnsu'umcms and (% in
suppliers’ credits;

(3)' 4% is repayable within 1 year, 87% is repayable between 2 to 5

years and 9% is repayable beyond 5 years;
65% in fixed rate or capped rate and 35% in floating rate.

Currency and interest rate risks are actively menaged in accordance with
our tredsury policy. We use derivative financial instruments primarily for
managing interést rate and foreign currency risks and do not engage in
speculative transactions. Treasury transactions are only executed with

. counterparties with acceptable credit ratings to contrel credit risk

exposure. Foreign currency trangaction exposure is managed, utilising
forward contracts and interest rate and currency swaps, As at 3]st

" December 2005, appmxxmalely 80% of the Group's transaction exposure’

was either denominated in US dollars or hedged into Hong Kong or US,

+ dollars, Currency exposure arising from overseas investments is mmgated-

by fmancmg those investments with local cusrency borrowings.

The Group s policy is to maintain 8 substantial portion of its debt in fixed .

or capped rate, Interest rate risk is managed by either securing fixed or
floating rate borrowings or by usmg interest rate swaps and caps, The.
coutracmal notionel amounts of derivative instruments outstanding at 31st

Decethber 2005 amounted to HK$10,210 million (2004: HK$2O 598_

million).*

Contlngent Liabitities

As at 315t December 2005, the Company has issued guarantees in respect |

of development security of an assocmte/amounung to HK$33 million
(2004: HK$35 mitlien),

The Company has given guarantees and indemnities in respect of bank .

and other borrowing facilities evailable to subsidiaries and financial
commitments of subsidiaries totatling HK$5,002 miltion (2004:

. HKS$11,136 million). Qut of this amouat, HK$4,781 million (2004:

HK$9,238 millicn), while being a contingent liability of the Company, is
reflected in the Consolidated Balance Sheet of the Group.

A wholly owned subsidiary of the Company, The Hongkong Electric

Company, Limited, has given guasantees to third parties in respect of the

value of leagsed equipment of HK$210 million (2004: HK$210 million)

Coat é\;{pi:y of the lease.

Employees

1 The Group continues its policy of pay by performance and market pay

rates are monitored to ensure competitiveness is maintzined. The Group's
total remuneration costs for the year ended 3 1st December 2005, excluding
directors” emoluments, amounted to HK$889 million (2004: HK$945
million). As at 31st December 2005, the Group employed 1,987 (2004:
2,045) permaaent staff. No share option scheme is in operation.

Apatt from well-established training schemes for university gmduates,
trainee technicians and apprentices, the Group also provides training for
employees in language, computer knowledge and technology relevant to
our industey. As well there are job-related courses (o enhance the general
skilly and knowledge of our employees.




—

The Standard Friday, March 10, 2006

NOTICES B25

elected once every thres years.

shareholders in the near future.

Book Closure

Board Composition

Directors.

‘Turnover 3
Direct costs

Qther revenue and net incomie
Other operating costs
Finance costs

Operating profit

Profit on disposat of interes. in associates 4
Share of profits less fosses ¢f associates

Profit beforé taxation 5

[ncome tax: ) 6
Current
Deferred

Profit after taxation

Scheme of Control transfer:.
From/{To):

Development Fund

Rate Reduction Reserve

Profit attributsble to equity shareholders
Local activities
Overseas activities

Profit for the year

Dividends payable to equity shareholders
of the Company attributable to the year: 7
Interim dividend paid during the year
Final dividends proposed alte
the belance sheet date
Ordinary
Special

Earnlngs per share 8
Dividends per share 7
Ordinary
Specizl

Totai

Note-

Code on Corporate Governance Practices

OTHER INFORMATION

Purchase, Sale or Redemption of Shares

Proposed Amendments to the Articles of Association

AUDITED CONSOLIDATED
PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED 31ST DECEMBER 2005

Neither the Company nor any of its subsidiaries purchased, sold or
redeemed any of the Company’s issued shares during the year.

With the exception that Non-executive Directors are not appointed for a
specific term, the Cornpany has complied with the applicable code
provisions set out in the Code on Corporate Governance Practices
contained in Appendix 14 of the Rules Governing the Listing of Securities
on The Stock Exchange of Hong Kong Limited throughout the year ended
315t December 2005. According to the Company's Articles of Association,
the Non-executive Direitors will retire from office by rotation and be re-

It is proposed that certain amendments be made to the Company’s Articles
of Association. A special resolution for approving the amendments will
be proposed to the shaieholders of the Company at the Annual General
Meeting to be held or. Thursday, 11th May 2006. Particulars of the

proposed amendments are set out in the circular which will, be sent to

The register of members will be closed from Thursday, 4th May 2006 to
Thursday, 11th May 2006, both days inclusive. To qualify for thé final
dividend and special dividend, all transfers accompanied by the relevant
share certificates should belodged with the Company's Registrars,
Computershare Hong Kong Investor Services Limited, Rooms 1712-1716,
17th Floor, Hopewell Centre, 183 Queen’s Road East, Hong Kong, not
later than 4:00 p.m. on Wednesday, 3rd May 2006.

As at the date of this announcement, the Directors of the Company are
Mr. FOK Kin Ning, Canning (Chairman), Mr. TSO Kai Sum (Group
Managing Director}, Mr. Andrew J. HUNTER, Mr. KAM Hing Lam, Mr.
LEE Lan Yee, Francie, Mr. L1 Tzar Kuoi, Victor, Mr. Neil Douglas
MCGEE, Mr. Frank John SIXT and Mr. WAN Chi Tin as Executive
Directors; Mr. Ronald Joseph ARCULLI, Mrs. CHOW WOO Mo Fong,
Susan, Mr. George Colin MAGNUS and Mr. YEE Lup Yuen, Ewan as
Non-executive Directors; and Mr. Holger KLUGE, Mr. Ralph Raymond
SHEA and Mr. WONG Chung Hin as Independent Non-ezecutive

2008 2004
HKS million HKS$ million
testated
11,622 11,407
{4,038) (3,999)
7,584 7,408
1,059 938
(888) {760)
{588) (569)
1,167 7017
1,560 -
1,080 419
9,117 7436
{1,007 (1,048)
(208) {132)
(1,215) (1,180)
8,562 6,256
5,508 5,521
3,054 735
8,562 6,256
1238 1238
‘ 2,156 2,540
. 1,588 —
4,952 3,178
$4.01 $2.93
$1.59 5177
0,73 —
§2.32 $1.77

CONSOLIDATED BALANCE SHEET

"AT 31ST DECEMBER 2005
2008 2004
Note HES million HES million
restated
Non-current assets :
Fixed assets
— Praperty, plant and equipment 38,294 38,982
— Assets under construction 5,524 3,810
~ Interests in leasehold land held for
own use under operating leases 2,440 2,484
46,258 45,276
Interest in associates 5,780 8,914
Qther non-current financial assets 1,682 39
Derivative finencial instruments 29 —_
Deferred tax assets 1 —
Employee retirement benefit assets 170 296
53,933 54,525
Current assets
inventories . . 445 466
Trade and other receivables 9 1,090 1,069
Fuel Clause Account 1,079 1,197
Cash and cash equifalents 4,561 1,426
- 7,175 4,158
Current [iahilities
Trade and other payables 10 {1,068) (1,282)
Bank overdrafts — unsecured (8) 5}
Current portion of bank foans
and other borrowings (354) . {1,400)
Current taxation (210) (229)
. (1,650) (2916)
Net current assets . 5528 1,242
Total assets fess current liabilities 59,458 55,767
Non-current fiabilities
Interest-beating borrowings {10,209) (10,832)
Deferred creditors and other payables 82) (569)
Derivative financial instruments {287) -
Customers' deposits (1,508) (1,455)
Deferred tax tiabilities {5,382) (3,237)
Employee retirement benefit liabilities (335) (102)
17,773 (i5.19%)
Rate Reduction Reserve - -
Development Fund - o~
NET ASSETS 41,685 151
CAPITAL AND RESERVES -
Share capjtal 2,134 2,134
Reszrves 39,551 35,438
Total equity attributable to equity
shareholders of the Company 41,685 37,572

Notes to Annual Results
1. Review of Annual Results
The annual results have been reviewed by the Audit Committee.
The figures in respect of the preliminary announcement of the Group's
results for the year ended 313t December 2005 have been compared by
the Company’s auditors, KPMG, Certified Public Accountants, to the
amounts set out in the Group's financial statements for the year and the
amounts were found to be in agresment. The work performed by KPMG
in this respect was limited and did not constitute an audit, review or
other assurance engagement and consequently no assurance has been
expressed by the auditors on thiz announcement.
2. Changes in Accounting Policies
The Hong Kong Institute of Certified Public Accountants has issued a
number of new and revised Hang Kong Financia} Reporting Standards
(“HKFRS3") that are effective for the accounting periods beginning on
or after {st January 2005,
In 2005, the Group has adopted all the HKFRSs pertinent 1o its
opcrauons The following sets out information on the significant changes
in acccuntmg policies for the current and prior accounting periods
reflected in these financial statements.
Except for the early adoption of the Amendment to HKAS 19 Employee
Benefits — Actuarial Gains and Losses, Group Plans and Disclosures,
the Group has not applicd any new standard or interpretation that is not
yet effective for the current accounting period.
(a) Restatement of Prior Periods and Opening Belances
The following tables disclose the adjustments that have been made
in accordance with the transitional provisions of the respective
HKFRSs to each of the line items In the Consolidated Profit and
1 oss Account and Consolidated Balance Sheet and other significant
related disclosure items as previously reported for the year ended
31st December 2004.
Effect on the Consolidated Profit and Loss Account for the year
ended 31st December 2004
Effect of New Palicy

204 {increasef{decrease) in profit for the year) 2004
(sprviously  HKAS | HKAS17  RKAS28 {6
HRS million reported) {note 2(c)) {nore 2el) favte2())  Subtotel restated)
Operatiag prafit 1 - - - - 7017
Shere of profits less
Tosses of ussociaies 3 1) - () 105 49
Profit before axation 733 19 - ) 105 1436
fncome fax:
= CIgacte
Deferred
[l 051) [IN) - - (129) (I 180)
Profi ater txaion 6280 T2 (24) (24] 6 256
Scheme of control
trenslers C - - - - - -
Profit aitributable to
equity shareholders
s
Overseas sclivities )
Profit for the year - [24) __ 4 6 256
Earnings per shart (5) - (U M (X 01) —mw
Other significant disclosare ftems: ’
Depreciation (130%) - 5 - 5 {1,750y
Amertisation of

leasehold land - - (55 - (55) 85

(b)

(Page 2)

Effect on Consclidated Balance Sheet et 31st December 2004
Effect of New Policy

0 (inermasef{decreuse) in oot waets) 2004

{oprovionsly  HKAS 17" HKASH M 5]
HK} ritlion teponed) faote 4e))  frore 7)) Sobodd  resiseed)
Net-current essets
Fixed ssset ;
~ Propenty, plant and equipmest 430 G - QNg nm
— Assets pder constroction 3568 15 - g ne
~ Interests in leasehold faod beld for
oW o5t Coder opersiia feases - L48 - 1434 144
411 - - - 450
Interest in assacistes 9,158 - {284) (284 8914
{ther eopcorten assets 15 - - - 18
3450 {184) 84 452
Carrest sesets 4150 - - - 4158
Carrent tisbilities {1316) = - - 98
Net carrest assts T - - T -Tm
Tote) assety less corvent [ixbilities 36,051 - (B4 {184) TS
Nen-current Eablities mwey - = = __[mm
NET ASSETS - 313%6 - (284) () i
e e e e
CAPITAL AND RESERYES
Total equity attribatable to equlty
charehotders of (he Company
Share capital L1 - - - paL
Shase presaiors 4478 - - -~ 4476
Excharge reserve i - . m 9 19
Reveout feserve 8 - s @ n
Froposed divideed 2540 - - - 154
1135 - (284 [EDINERT]
et s e e s
Estimated Effect of Changes in Accounting Policies on the Current
Period
The following tables provide estimates of the extent to which each
of the line items in the Consolidated Profit and Loss Account and
Consolidated Balance Sheet and other significant related disclosore
items for the year ended 3 1st December 2005 is higher or lower
than it would have been had the previous policies still been applied
in the year, where it is practicable to make such estimates,
Estimated effect on the Consolidated Profit and Loss Account
for the year ended 31st December 2005
Estimated Effect of New Policy
(increase/tdeceease) in profii for the yeur)
HKAS 32
HKAS1 HRAS17 HKASI9 HKAS28 L33} Tote!
HK§ million (note e} (note 2e}) (ot Xil)  (rote 2/} (nore 2igh)
Cther opernting costs - - 9 - 13 n
Fingnee cosis - — - - | i
Openaling profit - - 9 - [ %
Share of profits lesy
losses of wssocigtes
Profit before laxation
Income tax:
Corrent
Deferred
“Profi aftet tezatien
Schesme of contral
Iransfers
Profit entibutsble o
equity shreholders
* Local setivit
. (weness reiivities
Profit for the year
Eagmings per share (§)
Other stgificant diselosare items:
Sl coste - - ] - - 9
Depreciation - 1) - - - ']
Amontisation of
[easehold Jand - )] - - 549

Estimated effect on the Consolidated Balnnce Sheet at 3151
December 2005
Estimated Effect of New Policy
(Increase(decrease) in et ussels)
H

KAS 31
HKASIT  HKASI9  HRASH &3 Tolal
HKS million {note e}y tnole 2itt  {note 2} (note 2gH}
" Nov-turrent assels
Fised assets
= Propesty, plant and equipment 2,266 - - - (266
= Asseti nodey copstroction (179 - - - (1M
— Interests in leasehold land beld for
" own st ender operating leases 1440 - - - 2440
Interest in associates - - (220) b {161)
Derirative fingntial insiremenis - - - B i
Esmploye retirement benefit assets - ___@{) = ___Eﬁ]
- (104 (220) (] {338)
Current assety
Trade und other receivables - - 3 3
Carrent fabilites
Trads and othes pryables - - - “ L
Correat portion of bank Josos
and otbrer borrowings - - - 4] 0]
- - - {9 (6
Net carrent sssets - == % _J
Total assets Jess eqrrent iabilities - [F [] 1 (310
Noo-current Gabilities
[nterest-bearing borrowings - - - 1% 1%
Dermtive financial insiroments - - - (870 (llT]
Deferred tax ligbilities - 75 - -
Employee reliemeat benelit liebilities - {28 - - (126
. - (lil) 91) (242]
NET ASSETS -~ (]SS) 35
'CAPITAL AND RESERVES B
Totel equity attribatable to equity
shareholders of the Company
Exchange reserve - - n .- ()
Hedging reserve - - - 2 H
Revenué reserve - (355 {19 i (513

- (359 ) 3] (552
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Changesg in Pr esenlalion ol Shares of Asscclnles’ Taxation
(HKAS 1, Pres
In prior years, the Group's shue of taxation of associates accounted
for using the equity method was included as part of the Group's
income tax in the Consclidated Profit and Loss Account. With effect
from lst January 2005, in accordance with the implementation
guidance in HKAS 1, the Group has changed the presentation and
includes the share of taxation of associates accounted for using
the equity method-in the respective shares of profit or loss reported
in the Consolidated Profit and Loss Account before arriving at the
Group's profit or Joss before tax, These changes in presentation
have been applied retrospectively with comparatives restated as
shown in note :}(a}.

Amortisation of Positive and Negative Goodwilt (HKFRS 3,
Business Combinations and HKAS 36, lmpnlrm:nt of Assets)

In prior periods:

—  positive or negative goodwiil which arose prior (o st January
2001 was taken directly to reserves at the time it arose, and
was not secognised in the Profit and Loss Account until
disposal r impairment of the acquired business;

—  positive goodwill which arose on or after 1st January 2001
was amortised on a straight line basis over its vseful life and
was subJe ct to impaitment l:stmg when there were indication

. of impairment; and

~—  negative goodwill which arose on or afler 1st January 2001
was amo:tised over the weighted average useful Jife of the
depreciable/amortisable non-monetary assets acquired,
except o the extent it refated to identified expected future
losses as at the date of acquisition. In such cases it was
recognistd in the Profit and Loss Account as those expected
losses were incurred.

With effect from §st January 2005, in order to comply with HKFRS
3 and HKAS 16, the Group has changed its accounting policies
relating to goodwill. Under the new policy, the Group no longer
amortises positive goodwill but tests it at teast annually for
impairment. Also with effect from Ist January 2005 and in
accordance with HKFRS 3, if the fair value of the net assets
acquired in & bsiness combination exceeds the consideration paid
(i.e. an amount erises which would have been know as ucgauve
goodwill vader the prekus accounting pohcy), the excess is
recognised imrnediately in the profit or loss as it arises.

The change in accounting policy relating 1o positive and negative

-goodwill had n3 effect to the Group's financial statements, as there

were o positive or negative goodwill balances deferred as at 315t
December 2004,

1 hold La:nd and Bulldings (HKAS 17, Leases)

In prior years, leasehold land and buildings held for own use were
stated at cost less accumulated depreciation and accumulated
impairment fonses.

With effect from ist January 20035, in ordes to comply with HKAS
17, the Group has adopted a new policy for leasehold land held
for own use. Under the new policy, the Ieaschold interest in the
land held for own use is accounted for as being held under an
operating lease where the fair value of the interest in any buildings
situated on the feasehold fand could be measured separately from
the fair value of the leasehold interest in the land at the time the
tease was first entered into by the Group, of taken over from the
previous lesses, or gt the date of construction of those buildings,
if later.

Any buildings held for own use which are situated on such laid
leases continue to be presented as part of property, plant and
equipment.

The adjustments for each consolidated financial statement line .

affected for the years ended 31st December 2004 and 2005 are set
out in notes 2(a) and 2(b). N

Share of Lo ses of Associates (HKAS 28, Investments In
Associates)

In prior years, when the Group’s share of losses excepded its
interest in the associate, the Group's interest was reported at nit
and recogniticn of further losses was discontinued.

With effect from st January 2005, in order to comply with HKAS
28, recagnition of the share of associate’s losses under equity
method is broadened by including other long-term non-equity
interests, which in substance form part of the net investroent of an
associate,

HKAS 28 has been applied retrospectively. The adjustments for
each lidated finencial nt line affected for the years
ended 315t December 2004 and 2005 are set out in notes 2(a) and
2(b).

Findncial Instruments (HKAS 32, Financial Instruments:
Disclosure and Presentation and HKAS 39, Financial
Insiruments: Recognition and measnrement)

With effect from 1st January 2005, in order to comply with HKAS

32 and HKAS 39, the Group has changed its accounting policies

relating to financial instruments. Further details of the changes

are as follows: .

(i) Investmants in Debt and Equity Securities
In prior years, equity investments hield on a coutinuing basis
for an identifiable long-term purpose were classified as
investment securities and stated at cost less provision. Other
investments in securities (including those held for trading
and for non-trading purposes) were at fair value with changes
in fair value recognised in profit or loss, with the exception
of datecl debt securities being held to maturity.
With effect from 1st January 2005 and in accerdance with
HKAS 39, all investments, with the exception of securities
held for trading purposes, dated debt securities being held
to maturity and certain unquoted equlty investments, are
classified as available-for-sale securities and carried at fair
value, Changes in the fair value of available-for-sale
securitizs are recogmscd in eqmry. unless there is obje::twc
cvidence that an individ bas been |

(fi) Derivaiive Financial Instruments

In prior years, derivative financial instruments entered into
by.man igement to hedge the interest rate risk of a recognised
asset o1 liability or the foreign currency risk of a committed
future t:ansaction were recognised on an “acerual basis” with
refererice to the timing of recognition of the hedged
transaction.

With eifect from ist January 2005, and in accordance with
HKAS 19, alf derivative financial instruments entered into
by the Group are stated at fair value, Changes in the fair
value af derivatives held as hedging instruments in a cash

(b}

[0}

flow hedge are recognised in equity to the extent that the
hedge is effective and until the hedged transaction occurs.
Any other changes in fair value of the derivatives is
recognised in profit or loss.
(ili) Description of Transitional Provisions and Effect of
Adjustments
The changes in accounting policies relating to accounting
for investiments in debt and equity securities and derivatives
were adopted by way of opening balance adjustments to
certam reserves as at st January 2005, The ad_]usim:ms
d re-desi ton of other inv with a carrying
value HK$39 million at 315t December 2004 as available-
for-sale securities at 1st January 2005. Comparative

(Page 3)
4,  Profit on Disposal of Interest in Associates
Profit on disposa) of Interest in associates represents a proﬁ; on the
disposal of epproximately 22.07% attributable interest in each of ETSA
Utilities and CKI/HE! Electricity Distribution Holdings (Australia) Pty
Ltd. in 2005.

5. Profit before Taxation

Profit before taxation is shown after charging/(crediting):

have not been restated as this is prohibited by the transitional
arrangements in HKAS 39,

The adjustments for each consolidated financial statement
tine affected for the yeer ended 3{st December 2005 are set
out in note 2(b).

Definition of Related Parties (HKAS 24, Related Party

Disclosures)

As a result of the adoption of HKAS 24, the definition of related
parties has been expanded to clarify that related parties include
entities that are under the significant influence of & related party
that is an individuat (i.e. Key management personnél, significant
shareholders and/or their close family members) and post-
employmeunt benefit plans which are for the benefit of employees
of the Group or of any entity that is a related party of the Group.

The clarification of the definition of related parties has not resulted
in any material changes to the previously reported disclosures made
in the current period, as compared to those that would have been
reported had SSAP 20, related party disclosures still been in effect.

Actuarial Gdins and Losses (Amendment to HKAS 19,
Employee Benefits — Actuarial Galns and Losses, Group Plans
and Disclosures)

In prior years, cumulative unrecagmscd actuerial gains and losses.
to the extent of the amount in excess of 10% of the greater of the
present value of the defined benefit obligations and the fair value
of scheme assets, were recognised in the profit or loss over the
expected average remaining working lives of employees

- participating in the scheme. Otherwise, the actuarial gain or loss

was not recognised.

The Group has early adopted the Amendment to HKAS 19 with
effect from st January 2005, Amendment to HKAS 1% provides
an option to recognising actuarial gains and losses in full in the
period in which they oceur, outside profit or loss, in equity. The
Group has elected to take the optien to recognise all actuarial gains
and losses in equity.

This’ change in accounting policy has been applied prospcctively,
The main reason for not applying Amendment to HKAS 19
retrospectively is that the management considered the impact is
immaterial and is not practical to do so, The adjustments for each
consolidated financial statement line affected for the year ended
31st December 2005 are sat out in note 2(b).

3. Turnover and Segment Information

(a)

()

Business Segments
For the year ended 315t December

Sales of Infrastractare Unallocated
Blectricity Ipvestmenty &OtherIems  Consolidated
HES aillion 005204 2008 2004 2005 2004 2008 2004
restaied restated
Revesnt |
Groop turmover, 1878 11356 - - a7 5Po1gn (1407
Other revenoe Ri 5t - - m 7 15 5
Segmentrovenve  EL622 11408 - - w 58I 11466
e e e e e ey e e
Reslt
Segment eesolt £ 614 - - o3 638 60
Inerest income - - 34y 3 [5] 3 n 879
Fintace cotts (128) @3 el e - i
Openatiog profit 6655 sgelt o kI 1 8 700
Profit oo disposal of
Tolerest in associstes = - 150 - - ~ 15 -
Share of profis less
Tosses of associgtes = — 104 411 1 21880 419
Proftbefom xeton 6485 6661 389 TR 1B W M 143
Lycome tax * (1218 - (LI [ 4 ~ (129 {1150

Probtdtertaznion  $437 5431 238 M9 ¥ W 45 626
Scbeme of Control
tgsfen = - - - - ~ - -

Profit attribureble to
equity shareholders S,07 5481 1988 m 137 8861 615

Geographical Segments
For the year ended 31st December

Unallocated
. i Hong Kong Australla & Other Mems  Consofidated

HES milion WS M4 WS 2004 2005 2004 2005 20

restated testated
Rereone .
Grogp rmmover 10607 1134 - 1 15 1o tan
Other evenne 53 1M 3 15 59
Segment revenee 11,66 it} WO 11466
Result
Segment resolt M 601 13 1 8 {5} 63 6
Intersst income 1) N u 3 oW m
Fisance costs (L8 8y e (86 - T

Operatng profit 611 659 33 36t 3 w3y e
Profit on dispasal of

interest in associatey = - 1560 - - - 1560 -
Shase of profits fess
* logses of associates | 1L 4 (LR

Profit before tination 6732 6701 300 9% i 6y Mm%
Income las (L4  (1,180) - - { — (L218 (1.80

Profitafter taxation 5508 55U 364 76 [N (1) B 5 S 301
Scheme of Contol
transfers - — -~ - - - - -

Profit attribotable fo
equity shascholders $508 5520 oM 9% L (6 3561 6236

8. Earnings Per Share

9. Trade and Other Receivables

2008 2004
HKS$ miition HKS million
restated
Deprecinti 1,773 1,750
Amortisation of leasehold land 84 55
Fixed assets written off 21 20
Profit oo disposal of available-for-sale
equity securities (21} —
Net profit on disposal of fixed assets (25) 30)
Share of associates’ taxation “m 92)
6. Income Tax
2005 2004
HES$ miliion HKS million
restated
Current Tax — Hong Kong Profits Tax
Provision for the year 1,066 1,048
Current Tax — Overseas
Provision for the year 1 -
Deferred Tax
Origination and reversal of
temporary differences 208 132
Total income tax expenses 1,218 1,180
ey

Hong Kong Profits Tax has been provided for at the rate of 17.5% (2004:
17.5%) based on the estimated assessable profit for the year, Overseas
taxation has been provided for at the applicable rate on the estimated
assessable profit.

7. Dividends

2008 2004
HKS$ million HKS million
Interim dividend declared and paid of
58 cents per ordinary share

(2004: 58 cents per ordinary share) 1,238 1.238
Final dividends proposed after the
balance sheet date of:
Ordinary — $1.01 per ordinary share
{2004: $1.19 per ordinary shase) 2,156 2,540
Special - $0.73 per ordinary share
(2004: nil) 1,558 —
4,952 3178

The final dividends proposed after the balance sheet date are based on
2,134,261,654 ordinary shares (2004: 2,134,261,654 ordinary shares),
being the total number of issued shares at the year end. The final dividend
proposed after the balance sheet date has not been recognised as a tisbility
at the balance sheet date.

The calculation of eamnings per share is based on the profit attributable
to equity shareholders of the Company of HK3$8,562 miltion (2004
restated; HK$6,256 million) and 2,134,261,654 ordinary shares (2004:
2,134,261,654 ordinary shares) in issuc throughout the year,

2005 2004
HES$ million HKS$ million
Demand Side Management account — 46
Derivative financial instruments 32 —_—
Debtors (see note {a) below) 1,088 1,023
1,090 1,069
(a) Debtors’ ageing is analysed as follows:
Within 1 month 583 528
I to 3 months overdue 28 25
More than 3 months overdue but
less than 12 months overdue 10 10
Total trade debtors
(see note (b} below) 593 563
Deposits, prepayments and
other receivables 465 460
1,058 1,023

(b) Etectricity bills issued to domestic, small industrial, commercial
and miscellancous customers of electricity supplies are due upon
presentation whereas maximum demand customers are allowed &
credit period of 16 working days. If settlements by maximum
demand customers are received afier the credit period, The

- Hongkong Electric Company, Limited is eatitled to add a surcharge
of 5% to the respective bills.

10. ‘Trade and Other Payabies

2005 2004
HKS$ million HKS million
Creditors (see note below) 1,042 1,070
Current portion of deferred creditors 22 212
Derivative financial instruments 4 —
1,068 1,282

Creditors' ageing is analysed as follows: B
Due within 1 month 358 440
Due after | month but within 3 months 170 236
Due after 3 months but within 12 months 485 366
1,013 1,042
Other payables 29 28
1,042 1,070




The Standard Friday, March 10, 2006

1.

3.
4.

13

@

)

(S5)
6)

Cii

(Page &)

NOTICE OF ANNUAL GENERAL MEETING

NOTICE IS HEREBY GIVEN that the Annual General Meetmg of Shareholders of the Company will be
held in the Ballroom, 1st Floor, The Harbour Plaza,. 20 Tak Fung Street, Hung Hom, Kowloon, Hong Kong
on Thursday, 11th May 2006 at 12:00 noon for the following purposes:

Ordinary Business

To receive and consider the Statement of Accounts and the Reports of the Dxrectors and Auditors for
the year ended 31st December 2005.

To declare a final dividend and a special d1v1dend.
To re-elect retiring Directors. .
To appoint Audltors and authorise the Directors to fix their remuneration.
Special Business
To consider and, if thought fit, pass the following resolution as an Ordinary Resolution:
“THAT:

a) a general mandate be and is hereby unconditionally given to the Directors during the Relevant

Period to issue and dispose of additional shares of the Company not exceeding twenty per cent of
the existing issued share capital of the Company as at the date of passing this resdclution, such
mandate to include the granting of offers or options (including bonds and debentures convertible

into shares of the Company) which might be exercisable or convertxble dunng or after the Relevant
Period; and

(b)) for the purpose of this resolution: :

“Rclevartx_t Period” means the period from tbc passmg of this resolution until whichever is the

earlier of:

() the conclusion of the next annual general meetmg of the Company;

[¢3)) the expiration of the period within which the next annual general meeting of the Company is

required by law to be held: and

(iii) the revocation or variation of this resolutlon by an ordinary resolution of the sharcholders of

the Company in general meeting.””

To consider and, if thought fit, pass the following resolution as an Ordinary Resolution:

C“TEAT:

) subject to paragraph (b) below, the exercise by the Du-ectors during the Relevant Period of all the
powers of the Company to repurchase shares of HK$1.00 each in the issued capl.ta_l of the Company

in accordance with all applicable laws and the requirements of the Rules Governing the Listing of

Securities on The Stock Exchange of Hong Kong LLimited as amended from time to time, be and

is hereby generally and unconditionally approved;

the number of shares of the Company which may be repurchased by the Company pursuant to the

approval in paragraph (a) above shall not exceed ten per cent of the nuinber of shares of the

Company in issue at the date of this resolution; and

) for the purpose of this resolution:

“Relevax;t Period” means the period from the passxng of this resolutlon until whichever is the

earlier of:—

[€9] the conclusion of the next annual general meeting of the Company;

(ii) the expiration of the period within wl‘uch the next annual general meeting of the Company is

required by law to be held; and :

(iii) the revocation or variation of this resoluuon by an ordinary resoluuon of the sha.reholdets of

the Company in general meeting.’

To consider and, if thought fit. pass the following resolution as an Ordinary Resolution:

“THAT the general mandate granted to the Directors to allot. issue and deal with additional shares
pursuant to Resolution 5 set out in the notice convening this meeting be and is hereby extended by the
addition thereto of an amount representing the aggregate nominal amount of any sharxe capital of the
Company repurchased by the Company under the authority granted pursuant to Resolution 6 set out in
the notice convening this meeting, prov:ded that such amount shall not exceed ten per cent of the
aggregate nominal amount of the existing issued share capltal of the Compa.ny as at the date of passxng
the relevant resoclution.”

To consider and, if thought fit, pass the following resolution as a Spcc1a1 Resolution:

“THAT the Articles of Association of the Company be altered by:

(ad adding the following definition in Article 2 immediately after the definition of “Associate™:—

“Clearing House” shall mean a recognised clearing house within the meaning of Part 1 of Schedule

1 to the Securities and Futures Ordinance (Chapter 571) of the laws of Hong Kong as modified

from time to time. i

b)) deleting the existing Axticle 78 and substituting therefor the following new Arxticle:—

T8, The Chairman of the Board of Directors, failing whom the Deputy Chairman or the
Managing Director, shall preside as chairman at every General Meeting. If there be no
such Chairman, Deputy Chajirman or Managing Director, or if at any meeting none of
therm is willing to take the chair or is present within fifteen minutes after the time appointed
for holding the meeting, the Directors present shall choose one of their number, (and if no
Director be present; or if all the Directors present decline to take the chau:, thhe members
present shall choose one of their number) to be chairman of the meeting.””

) adding the following new Article irmrunediately after Article 96:—

“96A. Any Clearing House (or its nominee(s)) which is a meémber of the Company may authorise
or appoi_nt such persong(s) as it thinks fit to act as its representative(s) or proxy(ies) at any
meeting of the Company or of any class of members of the Company provided that, if
more than one person is so authorised or appointed, the authorisation or instrument of
proxy shall specify the number and class of shares in respect of which each such person is
so authorised or appointed. A person so authorised or appo].ntcd shall be entitled to exercise
the same powers on behalf of the Clearing ¥louse (or its nominee(s)) which he represents
as that Clearing House (or its nominee(s)) could exercise as if he were an individual member
of the Company including, where applicable, the right to vote 1nd1v1dua11y on a show of
hands notwithstanding any contrary provisions contained in these Articles.”

d) adding the following new Article immediately after Article 100:—

“100A. An Alternate Director shall be responsible and liable for his own act, omission and default.
An Alternate Director shall not be deemed to be an agent of the Director who appoints
him. The Director who appoints the Alternate Director shall not be vicariously liable for
any acts, including but not limited to any tort, committed by the Altermate Du:ector while
actxng in the capacity of Altermate Director.”

(e) delcti_ng in Article 106(d) the words “or if he be absent from Hong Kong for a greater penod than
six months without such consent previously obtained.””"”

b

Order of the Board

liam Wong

Company Secretary

Hong Kong, 9th March 2006
NOTES::

At the Annual General Meeting, the Chairmman of the Meeting will exercise his power undcr Arxticle 80 of the
Company’s Articles of Association to put each of the above resolutions to the vote by way of a poll.

A member of the Company entitled to attend and vote at the Meecting is entitled to appoint a proxy to attend
and on a poll, vote for him. (The number of proxies appointed by any member who is a holder of two or more
shares shall not exceed two). A proxy need not be a member. To be valid, all proxies must be deposited at the
registered office of the Company, 44 Kennedy Road, Hong Kong. not later than 48 hours before the time for
holding the Mdéeting.

The register of mermbers will be closed from Thursday, 4th May 2006 to Thursday, 11th May 2006, both days

dinclusive. To qualify for the final dividend and spcI:lal dividend, all transfers accompanied by the relevant

share certificates should be lodgeéed with the Company’'s Registrars, Computersharc Hong Kong Investor Services
Limited, Rooms 1712-1716 , 17th Floor, Hopewell Centre, 183 Queen’s Road East, Hong Kong, not later than
4:00 p.m. on Wednesday, 3rd May 2006,

Regarding Resolution 3 above, Mr. Neil McGee and Mr Wan Chi-tin will retire pursuant to Article 99 of the
Company s Articles of Association, while Mr. Ralph Raymond Shea and Mr. Wong Chung-hin will retire
under Artncle 116. All of the aforementioned Directors, being eligible, will offer themselves for re-election at
the Meeting. For particulars of these Directors required to be disclosed by the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited (“Listing Rules’), shareholders may refer to the
circular mentioned in Note (6) below.

With reference to Resolutions 5 and 7 above, the Directors wish to state that they have no immediate plans to
issue any new shares in the Company.

With reference to Resolution 6 above. the Directors wish to state that they will exercise the powers conferred
thereby to repurchase shares in circumstances which they deem appropriate for the benefit of the shareholders.
The explanatory statement containing the information relating to the repurchase of shares, as required by the
Listing Rules, will be despatched to the members together with the 2005 annual report.

Regarding Resolution 8 above, the proposed amendments to the Company’s Articles of Association are set
out in the circular menti_oncd in Note (6) above.
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