
The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this announcement, makes no representation as to its accuracy or
completeness and expressly disclaims any liability whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of the contents
of this announcement.

(Stock Code: 488)

CAPITAL REDUCTION

The Directors announce that the Company proposes to effect a capital reduction by cancelling paid-up capital to the extent of HK$0.49 on each of its
issued ordinary shares of HK$0.50 and by reducing the nominal value of all of the ordinary shares, both issued and unissued, from HK$0.50 to HK$0.01.
All or substantially all of the credit arising on the Capital Reduction will be applied towards reducing the accumulated losses of the Company.

The Capital Reduction is conditional on approval by the shareholders, confirmation by the High Court and the Listing Committee of the Stock Exchange
granting the listing of, and permission to deal in, the New Shares in issue on the effective date. The effective date of the Capital Reduction is not
ascertainable at present but it is anticipated that it will be around the beginning of the fourth quarter of 2006. Further announcement(s) on the effective
date will be made in due course.

A circular containing further details concerning the Capital Reduction and a notice convening an extraordinary general meeting to approve the Capital
Reduction will be despatched to the shareholders forthwith. The notice of the extraordinary general meeting will be published on 30 June 2006.

CAPITAL REDUCTION

The Directors announce that the Company proposes to effect a capital
reduction. As at the date of this announcement, the authorised share capital
of the Company is HK$9,200,000,000 divided into 16,000,000,000 ordinary
shares of HK$0.50 each and 1,200,000,000 preference shares of HK$1.00
each, of which 12,746,042,320 ordinary shares of HK$0.50 each have been
issued and are fully paid. No preference shares are in issue.

The Capital Reduction will be effected by cancelling paid-up capital to the
extent of HK$0.49 upon each of the ordinary shares in issue as at the date
of this announcement and any further ordinary shares which may be issued
prior to the date on which the petition for the confirmation of the Capital
Reduction is heard by the High Court and by reducing the nominal value of
all the ordinary shares from HK$0.50 to HK$0.01 each.

On the assumption that no further ordinary shares will be issued after the
date of this announcement, a credit of HK$6,245,560,736.80 will arise as a
result of the Capital Reduction. All or substantially all of the credit arising
on the Capital Reduction will be applied towards reducing the
unconsolidated accumulated losses of the Company which, as at 31 July
2005, being the date to which the last audited accounts were drawn up, stood
at approximately HK$11,067 million. If any part of the credit arising is not
applied towards reducing accumulated losses, it will, instead, be credited to
the Company’s share premium account and will therefore continue to
constitute capital of the Company.

CONDITIONS

The Capital Reduction is conditional on the following:-

(1) the passing by the Shareholders of a special resolution to approve the
Capital Reduction;

(2) the confirmation of the Capital Reduction by the High Court and the
registration by the Registrar of Companies in Hong Kong of an office
copy of the order of the High Court and the minutes containing the
particulars required by Section 61 of the Companies Ordinance; and

(3) the Listing Committee of the Stock Exchange granting approval of
the listing of, and permission to deal in, the New Shares in issue on
the effective date.

Assuming that the above conditions are fulfilled, it is expected that the
Capital Reduction will become effective immediately following the
registration of the order of the High Court and the minute containing the
particulars required by Section 61 of the Companies Ordinance.

The effective date of the Capital Reduction is not ascertainable at present as
it will depend upon the timetable of the High Court. At this stage, it is
anticipated that the Capital Reduction would become effective around the
beginning of the fourth quarter of 2006. An application will be made to the
High Court as soon as practicable after the approval of the Capital
Reduction by Shareholders at the extraordinary general meeting and further
announcement(s) will be made informing the Shareholders of the progress
of the matter in due course.

REASONS FOR THE CAPITAL REDUCTION

The ordinary shares have, for some time, been traded on the Stock Exchange
at prices below their nominal value of HK$0.50 each. The closing price of
an ordinary share on the Stock Exchange on 28 June 2006 was HK$0.275
and the price has, from 22 June 2001 to 28 June 2006, ranged from
HK$0.013 to HK$0.455.

The Company seeks the flexibility of raising funds in the future through
allotments of ordinary shares, which it is restricted from doing at present,
in light of the market price of the shares relative to their nominal value.

Under the Companies Ordinance, a company may not issue shares at a
discount to their nominal value unless, amongst other things, the matter is
sanctioned by the High Court. Moreover, the Companies Ordinance provides
that a company the net assets of which are less than its paid-up share capital
may not effect a capital reduction to re-designate the nominal value of its
shares unless, among other things, the capital reduction is sanctioned by the
High Court.

The Directors have, accordingly, determined to proceed with the Capital
Reduction as the most appropriate means of preparing the Company’s
capital structure for potential future fund raising exercises, although at this
stage, no specific arrangements for issuing New Shares, either for the
purpose of fund raising or as consideration for the acquisition of any
business or assets, have been formulated by the Directors.

The Capital Reduction will also enable the Company to reduce its
unconsolidated accumulated losses. Following the reduction and resulting
write-off of losses, the Company’s paid-up capital will more closely reflect
the available net assets of the Company. Although, as noted above, the
losses will be reduced, they will not be eliminated meaning that, after the
Capital Reduction, the Company will still not be in a position to
contemplate paying dividends.

The Company’s losses proposed to be written off relate, for the most part,
to its loss on investment in Furama Hotel Enterprises Limited, the company
that formerly owned the Furama Hotel, the Majestic Hotel and the Majestic
Centre, each in Hong Kong and the Furama Resort, Danang among other
assets. The investment was made shortly before the Asian financial crisis in
1997 and the loss relating to it is essentially explainable by reference to the
collapse in property values brought about by that crisis.

IMPACT OF THE CAPITAL REDUCTION

Implementation of the Capital Reduction will not, of itself, alter the
underlying assets, business operations, management or financial position of
the Company or the proportionate interests of the Shareholders, except for
the payment of the related expenses. The Directors believe that the Capital
Reduction will not have any adverse effect on the financial position of the
Company and its subsidiaries.

FREE EXCHANGE OF CERTIFICATES FOR NEW SHARES AND
TRADING ARRANGEMENTS

Shareholders may submit existing certificates for the ordinary shares to the
share registrar of the Company, Tengis Limited, 26th Floor, Tesbury Centre,
28 Queen’s Road East, Wanchai, Hong Kong, for exchange, at the expense
of the Company, up to four weeks from the effective date for certificates for
the New Shares.

Details of such free exchange of share certificates, the relevant trading
arrangements and timetable will be announced as soon as the effective date
of the Capital Reduction is ascertainable.

GENERAL

A circular containing further details of the Capital Reduction will be
despatched to the Shareholders on 30 June 2006.

DEFINITIONS

“Directors” the directors of the Company;

“Capital
Reduction”

the reduction of the capital of the Company as set
out in this announcement;

“Companies
Ordinance”

the Companies Ordinance (Cap 32) of the Laws of
Hong Kong;

“Company” Lai Sun Development Company Limited;

“High Court” the High Court of the HKSAR;

“HKSAR” the Hong Kong Special Administrative Region of the
People’s Republic of China;

“New Shares” ordinary shares of par value HK$0.01 each in the
issued and unissued share capital of the Company
when the Capital Reduction becomes effective; and

“Shareholders” the holders of the Company’s ordinary shares from
time to time.

By Order of the Board
Lai Sun Development Company Limited

Yeung Kam Hoi
Company Secretary

Hong Kong, 30 June 2006
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