RISK FACTORS

The Group’s businesses, financial condition, results of operations or growth prospects may be affected by risks and
uncertainties pertaining to the Group’s businesses. The factors set out below are those that the Group believes could
result in the Group’s businesses, financial condition, results of operations or growth prospects differing materially from
expected or historical results. There may be other risks in addition to those shown below which are not known to the
Group or which may not be material now but could turn out to be material in the future.

Economic Condition and Interest Rates
The industries in which the Group operates are affected by the economic conditions of the various places where the
Group’s investments or operations are located, the population growth of these places, mark to market value of securities
investments, the currency environment and interest rates cycles. There can be no assurance that the combination of the
above factors the Group experiences in the future will not adversely affect its financial condition or results of operations.
In particular, income from finance and treasury operations is dependent upon the interest rate and currency environment
and market conditions, and therefore there can be no assurance that changes in these conditions will not adversely
affect the Group’s financial condition or results of operations.

Infrastructure Market
Some of the investments owned by the Group (for example, gas and electricity) are subject to regulatory pricing
and strict adherence must be made to the licence requirements, codes and guidelines established by the relevant
regulatory authorities from time to time. Failure to comply with these licence requirements, codes or guidelines may
lead to penalties, or, in extreme circumstances, amendment, suspension or cancellation of the relevant licences
by the authorities.
The distribution networks of the Group’s utilities investments are also exposed to supply interruptions. If a severe storm,
fire, sabotage, terrorist attack or other unplanned event interrupts service, the loss of cash flow resulting from the
interruption and the cost of recovery from network damage could be considerable and potentially cause poor customer
perception and may also lead to claims and litigations. Moreover, some losses from events such as terrorist attacks
may not be recoverable. Increases in the number or duration of supply interruptions could result in material increases in
the costs associated with the operation of the distribution networks, which could have a material adverse effect on the
businesses, financial conditions and results of operation of the Group.
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Capital Expenditure
A significant amount of capital expenditure is required for the Group to acquire new investments and to maintain the
assets of its existing businesses. While the relevant asset companies have their own asset management plans, there is
a risk that due to unforeseen events, capital expenditure required for the replacement of assets could exceed budgeted
amounts and hence affecting the businesses, financial conditions and results of operation of the Group.

Currency Fluctuations
The results of the Group is recorded in Hong Kong dollars but its various subsidiaries and associates may receive
revenue and incur expenses in other currencies. Any currency fluctuations on translation of the accounts of these
subsidiaries and associates and also on the repatriation of earnings, equity investments and loans may therefore
impact on the Group’s performance. Although currency exposures had been managed by the Group, a depreciation or
fluctuation of the currencies in which the Group conducts operations relative to the Hong Kong dollar could adversely
affect the Group’s financial condition or results of operations.

Strategic Partners
Some of the businesses of the Group are conducted through non wholly-owned subsidiaries and associates in which
the Group shares control (in whole or in part) and strategic alliances had been formed by the Group with other strategic
or business partners. There can be no assurance that any of these strategic or business partners will continue their
relationships with the Group in the future or that the Group will be able to pursue its stated strategies with respect to its
non wholly-owned subsidiaries and associates and the markets in which they operate. Furthermore, the joint venture
partners may (a) have economic or business interests or goals that are inconsistent with those of the Group; (b) take
actions contrary to the Group’s policies or objectives; (c) undergo a change of control; (d) experience financial and other
difficulties; or (e) be unable or unwilling to fulfil their obligations under the joint venture, which may affect the Group’s
financial condition or results of operations.
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Impact of Local, National and International Regulations
The local business risks in different countries and cities in which the Group operates could have a material impact on
the financial condition, results of operations and growth prospects of the businesses in the relevant market. The Group
has investments in different countries and cities around the world and the Group is, and may increasingly become,
exposed to different and changing political, social, legal, regulatory and environmental requirements at the local, national
or international level. Also, new policies or measures by governments, whether fiscal, regulatory, environmental or other
competitive changes, may lead to an increase in additional or unplanned capital expenditure, pose a risk to the overall
investment return of the Group’s businesses and may delay or prevent the commercial operation of a business with
resulting loss of revenues and profit.

Impact of New Accounting Standards
The Hong Kong Institute of Certified Public Accountants (“HKICPA”) had issued a number of new and revised Hong
Kong Financial Reporting Standards (“HKFRS”) which were generally effective on or after 1st January, 2005. HKICPA
may in the future issue new and revised standards and interpretations. In addition, interpretations on the application
of the HKFRS will continue to develop. These factors may require the Group to adopt new accounting policies. The
adoption of new accounting policies or new HKFRS might or could have a significant impact on the Group’s financial
position or results of operations.

Outbreak of Highly Contagious Disease
In 2003, there was an outbreak of Severe Acute Respiratory Syndrome (“SARS”) in Hong Kong, the Mainland and other
places. The SARS outbreak had a significant adverse impact on the economies of the affected areas. There can be no
assurance that there will not be another significant global outbreak of a severe communicable disease such as avian
influenza. If such an outbreak were to occur, it may have a material adverse impact on the operations of the Group and
its results of operations may suffer.
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The Group’s Financial Condition or Results of Operations are affected by those of
the Hongkong Electric Group
The Group owns approximately 38.8 per cent. of the Hongkong Electric Group which operates in Hong Kong and
has investments in different countries and places. Hence the financial condition and results of operations of the
Hongkong Electric Group may be affected by the local market conditions and the economy of Hong Kong as well as
the places where its investments are located. The Group’s financial condition and results of operations are materially
affected by the financial condition and results of operations of the Hongkong Electric Group. In addition, the core
businesses of the Hongkong Electric Group are different from those of the Group, and as a result, the Group is indirectly
exposed to the risks facing the Hongkong Electric Group.
Besides, the operations of the Hongkong Electric Group are subject to a scheme of control agreed with the Hong Kong
Government which provides for a permitted level of earnings based principally on a return on their capital investment
in electricity generation, transmission and distribution assets. The scheme of control was renewed with effect from
1st January, 1994 until 31st December, 2008. There can be no assurance that changes to or abolition of the scheme of
control in the future will not adversely affect the Hongkong Electric Group’s (and hence the Group’s) financial condition
and results of operations.

Past Performance and Forward Looking Statements
The performance and the results of operations of the Group during the past years as contained in this Annual Report are
historical in nature and past performance can be no guarantee of future results of the Group. This Annual Report may
contain forward-looking statements and opinions that involve risks and uncertainties. Actual results may differ materially
from expectations discussed in such forward-looking statements and opinions. Neither the Group nor the Directors,
employees or agents of the Group assume (a) any obligation to correct or update the forward-looking statements or
opinions contained in this Annual Report; and (b) any liability in the event that any of the forward-looking statements or
opinions does not materialise or turns out to be incorrect.
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