LAl SUN DEVELOPMENT ANNUAL REPORT 1999-2000

Notes to Financial Statements

1. CORPORATE INFORMATION

The existing principal activities of the Group during the year were property development for sale, property
investment for investment potential purposes, the investment in and operation of hotels and restaurants and
investment holding. During the year, the Group has commenced the development and operation of, and

investment in, media, entertainment and other related businesses.

2. IMPACT OF NEW STATEMENTS OF STANDARD ACCOUNTING
PRACTICE (‘“SSAPs”)
The following new or revised SSAPs have been adopted for the first time in the preparation of the current

year’s consolidated financial statements.

SSAP 1: Presentation of Financial Statements
SSAP 2: Net Profit or Loss for the Period, Fundamental Errors and Changes in Accounting Policies

SSAP 10: Accounting for Investments in Associates

SSAP 24:  Accounting for Investments in Securities

SSAP 1 prescribes the basis for the presentation of financial statements and sets out guidelines for their
structure and minimum requirements for the content thereof. The formats of the profit and loss account and
the balance sheets, as set out on pages 40, 42, 43 and 46 respectively, have been revised in accordance with
the SSAP, and a consolidated statement of recognised gains and losses, not previously required, is included
on page 41. Additional disclosures as required are included in the supporting notes to the financial
statements. The effect of the adoption of SSAP 1 on the Group’s accounting policy for pre-operating

expenses is further explained in the accounting policy in note 4.

SSAP 2 prescribes the classification, disclosure and accounting treatment of certain items in the profit and
loss account, and specifies the accounting treatment for changes in accounting estimates, changes in
accounting policies and the correction of fundamental errors. The principal impact of SSAP 2 on the
preparation of these financial statements is that exceptional items, previously disclosed in aggregate on the
face of the profit and loss account, are now disclosed on the face of the profit and loss account or by way of

note (note 7 to the financial statements), and are no longer specifically referred to as “exceptional”.

SSAP 10, which prescribes the accounting treatment for investments in associates, closely follows the
previous SSAP 10, and accordingly has had no major impact on these financial statements. The terminology

used and certain disclosures have been revised in line with the new requirements.

SSAP 24 prescribes the accounting treatment and disclosure for investments in debt and equity securities
including, in certain circumstances, alternative accounting treatments. For these financial statements, as
further explained in the accounting policy in note 4, long term investments in securities are stated at cost
less provisions for impairments in values, other than those considered to be temporary in nature, as
determined by the directors. Short term investments in securities are stated at their fair values, with
differences in valuation being charged or credited to the profit and loss account. There are no prior period

adjustments arising from the adoption of SSAP 24 in these financial statements.
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3. BASIS OF PRESENTATION

The Group sustained a net loss attributable to shareholders of HK$2,758 million for the year ended 31st
July, 2000 (1999 : HK$6,832 million). Although the Group sustained a further loss during the year, it was
successful in reducing its losses substantially, and generated positive cashflows from its operating activities
of HK$369 million during the year (1999: outflows of HK$384 million). Additionally, the Group recorded
an improvement in its working capital position as compared to the previous year end. As at 31st July, 2000,
the Group had consolidated net current liabilities of HK$1,589 million (1999: HK$2,563 million).

The Group reported in its annual report for the year ended 31st July, 1999 that it was planning to conduct
meetings with the respective bondholders of the Exchangeable Bonds (note 30) and the Convertible Bonds
2002 (note 33) to obtain their agreement to the Principal Repayment Deferral, as defined below. The Group
also reported that it was in discussions with its principal lending banks with a view to securing their support
to defer the repayment of certain bank loan principal that was outstanding as at 31st July, 1999 to 31st
December, 2002 (the “Principal Repayment Deferral”).

In the meetings of the Exchangeable Bondholders and Convertible Bondholders held on 4th August, 2000,
as previously reported in various press announcements to shareholders during the year, the respective
bondholders resolved to approve a restructuring proposal put forward by the Group, which included,
among other things, the Principal Repayment Deferral, subject to certain conditions specified in such
proposals. Also, during the year and up to the date of this report, the Group successfully obtained
agreements from its principal lending banks to reschedule the principal repayments of the respective

borrowings under their bilateral facilities.

As a result of the successful conclusion of the Principal Repayment Deferral, the Group’s bond and note
payables and bank and other borrowings have been classified in accordance with the revised terms specified

in the respective loan agreements and trust deeds as at 31st July, 2000.

In order to reduce the overall level of indebtedness, the Group implemented an aggressive asset disposal
programme during the year ended 31st July, 2000. As a result, the Group’s total bank and other borrowings
of HK$5,525 million as at 31st July, 1999 (excluding the bank borrowings of the Lai Fung Holdings Limited
group and the eSun Holdings Limited group, the two separately listed subgroups of the Group) were
reduced to HK$4,374 million as at 31st July, 2000. The Group will continue to execute an asset disposal
programme with a view to generating cash proceeds to further reduce the Group’s indebtedness. On the
basis that the asset disposal programme continues to be successful, the directors are satisfied that it is

appropriate to prepare the financial statements on a going concern basis.

If the going concern basis is not appropriate, adjustments would have to be made to restate the values of the
assets to their recoverable amounts, to provide for any further liabilities which might arise and to reclassify

non-current assets and liabilities as current assets and liabilities, respectively.
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4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation

These financial statements have been prepared in accordance with Hong Kong Statements of Standard
Accounting Practice, accounting principles generally accepted in Hong Kong and the disclosure
requirements of the Companies Ordinance. They have been prepared under the historical cost
convention, except for the remeasurement of investment properties, properties under development held

for investment potential and short term investments in securities, as further explained below.

Basis of consolidation

These consolidated financial statements include the financial statements of the Company and its subsidiaries
for the year ended 31st July, 2000, except for eSun Holdings Limited (“eSun”) (formerly known as Lai Sun
Hotel International Limited) and Furama Hotel Enterprises Limited (“Furama”). eSun and Furama prepare
their statutory financial statements based on the financial years ending 31st December and 31st March,
respectively, therefore their management accounts for the twelve months ended 31st July, 2000 after
appropriate adjustments are included in the preparation of these consolidated financial statements. The
results of subsidiaries acquired or disposed of during the year are consolidated from or to their effective
dates of acquisition or disposal, respectively. All significant intercompany transactions and balances within

the Group are eliminated on consolidation.

Subsidiaries
A subsidiary is a company in which the Company, directly or indirectly, controls more than 50% of its

voting power or controls the composition of its board of directors.

Interests in subsidiaries are stated in the Company’s balance sheet at cost unless, in the opinion of the
directors, there have been permanent diminutions in values, when they are written down to values

determined by the directors.

Associates
An associate is a company, not being a subsidiary or a jointly controlled entity, in which the Group has a
long term interest of not less than 20% of the equity voting rights and over which it is in a position to

exercise significant influence.

The Group’s share of the post-acquisition results and reserves of associates is included in the consolidated
profit and loss account and consolidated reserves, respectively. The Group’s investments in associates are
stated in the consolidated balance sheet at the Group’s share of net assets under the equity method of
accounting less any provisions for permanent diminutions in values deemed necessary by the directors,
other than goodwill which is recorded in the associates’ own financial statements, plus goodwill arising on

the acquisition of interests in the associates in so far as it has not already been written off or amortised.

The results of associates are included in the Company’s profit and loss account to the extent of dividends
received. The interests in associates in the Company’s balance sheet are stated at cost unless, in the opinion
of the directors, there have been diminutions in values, when they are written down to the directors’

valuations.
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4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Associates (continued)
Certain interest on loans borrowed for investments in associates engaging in property development is

capitalised in the Group’s share of the net assets of the associates.

Jointly controlled entities

A jointly controlled entity is a joint venture which involves the establishment of a corporation, partnership
or other form of entity in which each venturer has an interest. The jointly controlled entity operates in the
same way as other enterprises, except that a contractual arrangement between the venturers establishes joint

control over the economic activities of the entity.

The Group’s share of the post-acquisition results and reserves of jointly controlled entities is included in the
consolidated profit and loss account and consolidated reserves, respectively. Where the profit sharing ratios
are different from the Group’s equity interests therein, the share of post-acquisition results of the jointly
controlled entities is determined based on the agreed profit sharing ratios. The Group’s interests in jointly
controlled entities are stated in the consolidated balance sheet at the Group’s share of net assets under the
equity method of accounting less any provisions for diminutions in values, other than those considered to be

temporary in nature, deemed necessary by the directors.

Certain interest on loans borrowed for investments in jointly controlled entities engaged in property

development is capitalised in the Group’s share of net assets of the jointly controlled entities.

Goodwill
Goodwill arising on the consolidation of subsidiaries and on the acquisition of associates represents the
excess of the purchase consideration paid for the subsidiaries/associates over the fair values ascribed to the

net underlying assets acquired at the date of acquisition.
Goodwill arising on the acquisition of subsidiaries is eliminated against reserves at the time of acquisition.

Goodwill arising on the acquisition of associates is amortised on the straight-line basis over a period of forty
years. Such goodwill is stated in the consolidated balance sheet at the amortised balance less any
impairments in values, other than those considered to be temporary in nature, deemed necessary by the

directors.

Capital reserve
The capital reserve arising on the consolidation of subsidiaries and on the acquisition of associates
represents the excess of the fair values ascribed to the net underlying assets of the subsidiaries/associates

acquired at the date of acquisition over the purchase consideration paid for the subsidiaries/associates.

Fixed assets and depreciation
No depreciation is provided for freehold land, hotel and investment properties. Other fixed assets are stated

at cost less accumulated depreciation.



LAl SUN DEVELOPMENT ANNUAL REPORT 1999-2000

Notes to Financial Statements

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Fixed assets and depreciation (continued)

The cost of an asset comprises its purchase price and any directly attributable costs of bringing the asset to
its working condition and location for its intended use. Expenditure incurred after the fixed assets have
been put into operation, such as repairs and maintenance, is normally charged to the profit and loss account
in the period in which it is incurred. In situations where it can be clearly demonstrated that the expenditure
has resulted in an increase in the future economic benefits expected to be obtained from the use of the fixed

asset, the expenditure is capitalised as an additional cost to that asset.

Depreciation is calculated on the straight-line basis to write off the cost of each asset over its estimated

useful life. The principal annual rates used for this purpose are as follows:

Leasehold land Over the unexpired lease terms
Buildings 25% - 5%

Leasehold improvements 2.5% —20%

Furniture, fixtures and equipment 5.0% — 20%

Motor vehicles 10.0% — 25%

Computers 10.0% — 25%

Motor vessels 25.0%

Hotel properties are interests in land and buildings and their integral fixed plant which are collectively used
in the operation of hotels, and are stated at cost. It is the Group’s policy to maintain the hotel properties in
such condition that their residual values are not diminished by the passage of time and, therefore, any
element of depreciation is insignificant. Accordingly, the directors consider that it is not necessary for
depreciation to be charged in respect of the hotel properties. The related repairs and maintenance are
charged to the profit and loss account in the year in which they are incurred. The costs of significant

improvements are capitalised.

The gain or loss on disposal or retirement of a fixed asset, other than investment properties, recognised in
the profit and loss account is the difference between the net sales proceeds and the carrying amount of the

relevant asset.

Where, in the opinion of the directors, the recoverable amounts of fixed assets have declined below their
carrying amounts, provisions are made to write down the carrying amounts of such assets to their

recoverable amounts. Reductions of recoverable amounts are charged to the profit and loss account.

Investment properties

Investment properties are interests in land and buildings in respect of which construction work and
development have been completed and which are intended to be held on a long term basis for their
investment potential. Such properties are not depreciated and are stated at their open market values on the
basis of annual professional valuations. Changes in the values of investment properties are dealt with as
movements in the investment property revaluation reserve. If the total of this reserve is insufficient to cover

a deficit, on a portfolio basis, the excess of the deficit is charged to the profit and loss account.
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4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Investment properties (continued)

Where a deficit has previously been charged to the profit and loss account and a revaluation surplus
subsequently arises, this surplus is credited to the profit and loss account to the extent of the deficit

previously charged.

Upon the disposal of an investment property, the relevant portion of the revaluation reserve realised in

respect of previous valuations is released to the profit and loss account.

Properties under development
Properties under development intended to be held for their investment potential are stated at their open

market values on the basis of annual professional valuations.

Changes in the values of properties under development which have been revalued are dealt with as
movements in the revaluation reserve for properties under development held for investment potential. If this
reserve is insufficient to cover a deficit, on a portfolio basis, the excess of the deficit is charged to the profit

and loss account. On completion, the properties are transferred to investment properties.

Where a deficit has previously been charged to the profit and loss account and a revaluation surplus
subsequently arises, this surplus is credited to the profit and loss account to the extent of the deficit

previously charged.

Upon disposal of a property under development which has been revalued, the relevant portion of the
revaluation reserve for properties under development held for investment potential realised in respect of

previous valuations is released to the profit and loss account.

Properties under development held for other purposes are stated at cost less any provisions for permanent
diminutions in values considered necessary by the directors. Cost includes the cost of land, construction,

financing and other related expenses.

Where pre-sale profits are recognised on properties under development, the attributable profit on the pre-
sold portion of the properties under development is recognised over the course of the development after
taking into account all further costs to completion and due allowances for contingencies, and is calculated

on each project by reference to the lower of:

(i)  the percentage which results from the proportion of the total construction cost incurred to the total

estimated construction costs to completion; and
(i) the proportion of the actual cash received to the total sales consideration.

Completed properties for sale

Completed properties for sale are stated at the lower of cost and net realisable value. Net realisable value is
estimated by the directors based on prevailing marketing conditions. Cost includes all development
expenditure, applicable borrowing costs and other direct costs attributable to such properties. Cost is

determined by apportionment of the total land and building costs attributable to unsold properties.
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4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Deferred pre-operating expenses

Deferred pre-operating expenses represent expenses incurred prior to the commencement of operations of
certain subsidiaries and are recognised as expenses in the period in which they are incurred. In prior years,
pre-operating expenses were capitalised at cost and amortised on the straight-line basis over a period of
three to five years from the date of commencement of the operations of the relevant subsidiaries. The change
in accounting policy has resulted from the adoption of the revised SSAP 1. The change in accounting policy
resulted in the write-off of pre-operating expense of approximately HK$10,718,000 to the profit and loss
account for the year ended 31st July, 2000. There was no prior year adjustment made as a result of the

adoption of SSAP 1 in these financial statements because the effect thereof was immaterial.

Long term investments

Long term investments comprise investments in listed and unlisted equity securities intended to be held for
an identified long term purpose and advance to investees. Long term investments are stated at their cost less
provisions for impairment in values, other than those considered to be temporary in nature, as determined

by the directors.

Where the circumstances and events which led to an impairment cease to exist and there is persuasive
evidence that the new circumstances and events will persist for the foreseeable future, the amount of the
impairment in value previously charged to the profit and loss account is written back to the extent of the

amount previously charged.

Short term investments

Short term investments are investments in equity securities held for trading purposes and are stated at their
fair values on the basis of their quoted market prices at the balance sheet date. The gains or losses arising
from changes in the fair value of a security are credited or charged to the profit and loss account for the

period in which they arise.

Inventories

Inventories are stated at the lower of cost and net realisable value after making due allowance for obsolete or
slow-moving items. Cost for food, beverages, cutlery, linen and supplies used in hotel and restaurant
operations is determined on the first-in, first-out basis. Cost for other inventories is determined on the
weighted average basis and comprises materials, direct labour and an appropriate proportion of all
production overheads. Net realisable value is determined on the basis of anticipated sales proceeds less

estimated selling expenses.

Leased assets

Leases that transfer substantially all the rewards and risks of ownership of assets to the Group, other than
legal title, are accounted for as finance leases. At the inception of a finance lease, the cost of the leased asset
is capitalised at the present value of the minimum lease payments and recorded together with the obligation,
excluding the interest element, to reflect the purchase and financing. Assets held under capitalised finance
leases are included in fixed assets and depreciated over the shorter of the lease terms and the estimated
useful lives of the assets. The finance costs of such leases are charged to the profit and loss account so as to

produce a constant periodic rate of charge over the lease terms.




LAl SUN DEVELOPMENT ANNUAL REPORT [999-2000

Notes to Financial Statements

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Leased assets (continued)

Leases where substantially all the rewards and risks of ownership of assets remain with the lessor are
accounted for as operating leases. Rentals applicable to such operating leases are charged to the profit and

loss account on the straight-line basis over the lease terms.

Revenue recognition
Revenue is recognised when it is probable that the economic benefits will flow to the Group and when the

revenue can be measured reliably, on the following bases:

(a) sales of completed properties developed for sale, upon the establishment of a binding contract in
respect of the sale of properties, or upon the issue of an occupation permit by the Hong Kong

Government or a completion certificate by the relevant government authorities, whichever is the later;

(b) income from the pre-sale of certain properties under development, when the construction work has
reached a stage where the ultimate realisation of profit can be reasonably determined, and on the basis

set out under the heading “Properties under development” above;

(¢) sales of investment properties, when all the conditions of a sale have been met and the risks and

rewards of ownership have been transferred to the buyer;

(d) rental and property management fee income, in the period in which the properties are let out and on

the straight-line basis over the lease terms;

(e) hotel and restaurant operations and other related service income, in the period in which such services

are rendered;

(f)  dealing in securities and sales of investments, on the transaction date when the relevant contract is

entered into;

(g) interest income, on a time proportion basis taking into account the principal outstanding and the

effective interest rate applicable; and
(h) dividend income, when the shareholders’ right to receive payment is established.

Borrowing costs

Borrowing costs directly attributable to the acquisition or construction of an asset which takes a substantial
period of time to get ready for its intended use or sale are capitalised as part of the cost of the asset. The
capitalisation rate for the year is based on the weighted average of the attributable borrowing cost of the
borrowings. All other borrowing costs are charged to the profit and loss account in the period in which they

are incurred.
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4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Pension costs

The Group operates defined contribution pension schemes and a defined benefit retirement scheme for its
employees, the assets of which are held separately from those of the Group in independently administered

funds.

Contributions to the defined contribution pension schemes are made based on a percentage of the eligible
employees’ salaries and are charged to the profit and loss account as they become payable in accordance
with the rules of the schemes. When an employee leaves the scheme prior to his/her interest in the Group’s
contributions vesting fully, the ongoing contributions payable by the Group may be reduced by the relevant

amount of forfeited contributions.

Contributions to the defined benefit retirement scheme are charged to the profit and loss account so as to
charge the cost of the retirement benefits over the eligible employees’ working lives within the Group. The
contribution rate is recommended by independent qualified actuaries on the basis of triennial valuations,

using the aggregate method.

Foreign currencies

Foreign currency transactions during the year are recorded at the applicable rates of exchange ruling at the
transaction dates. Monetary assets and liabilities denominated in foreign currencies at the balance sheet date
are translated at the applicable rates of exchange ruling at that date. Exchange differences are dealt with in

the profit and loss account.

On consolidation, the financial statements of subsidiaries, associates and jointly controlled entities outside
Hong Kong are translated into Hong Kong dollars at the applicable rates of exchange ruling at the balance

sheet date. The resulting translation differences are included in the exchange fluctuation reserve.

Deferred tax
Deferred tax is provided, using the liability method, on all significant timing differences to the extent it is
probable that the liability will crystallise in the foreseeable future. A deferred tax asset is not recognised until

its realisation is assured beyond reasonable doubt.

Related parties

Parties are considered to be related if one party has the ability, directly or indirectly, to control the other
party, or exercise significant influence over the other party in making financial and operating decisions.
Parties are also considered to be related if they are subject to common control or common significance

influence. Related parties may be individuals or corporate entities.

Cash equivalents

For the purpose of balance sheet classification, cash equivalents represent assets similar in nature to cash,
which are not restricted as to use. For the purpose of the consolidated cash flow statement, cash equivalents
represent short term highly liquid investments which are readily convertible into known amounts of cash
and which were within three months of maturity when acquired, less advances from banks repayable within

three months from the date of the advance.
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5. RELATED PARTY TRANSACTIONS
In addition to the related party transactions and balances detailed elsewhere in the financial statements, the

Group had the following material transactions with related parties during the year.

Group
2000 1999
Notes HK$’000 HK$°000
Interest income received from associates ) 66,443 66,892
Rental income received from a related company (i) 12,478 19,321

(i) The interest income received from associates arose from advances thereto. Interest was charged at the

prevailing market rates.

(i) The rental income was received from a subsidiary of the Company’s controlling shareholder, and was

based on terms stated in the respective lease agreements.

6. TURNOVER
Turnover comprises the proceeds from the sales of properties, rental income, and income from hotel,

restaurant and other operations. Revenue from the following activities has been included in turnover.

Group
2000 1999
HK$’000 HK$°000
Sales of properties 3,466,069 552,318
Property rentals 602,662 649,321
Hotel, restaurant and other operations 590,932 550,454

4,659,663 1,752,093
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7. LOSS FROM OPERATING ACTIVITIES

This is arrived at after charging:

Group
2000 1999
HK$°000 HK$°000
Auditors’ remuneration 5,685 5,020
Depreciation:
Owned fixed assets 42,953 63,547
Leased fixed assets — 92
Staff costs:
Wages and salaries (including directors’ emoluments — see note 9) 226,086 330,166
Pension contributions 6,174 6,010
Less: Forfeited contributions (793) (1,684)
Net pension contributions* 5,381 4326
Amortisation of goodwill on acquisition of:
Subsidiaries — 1,419
Associates 1,181 1,396
Amortisation of deferred pre-operating expenses — 5,690
Write off of deferred pre-operating expenses 10,718 18,974
Loss on disposal of fixed assets 318 155,336
Loss on disposal of properties under development 475,321 158,153
Loss on disposal of investment properties 138,805 153,940
Loss on deemed disposal of subsidiaries 16,686 —
Loss on dissolution of associates — 1,808
Loss on disposal of long term unlisted investments — 431
Loss on disposal of short term listed investments — 10,527
Loss on disposal of short term unlisted investments — 112,375

Provisions for diminutions in values of properties under development to

net realisable value 127 9,527
Provisions for diminutions in values of, and advances to, associates and

investee companies engaged in hotel operations 25,300 42,487

Provisions for impairments in values of short term listed and unlisted

investments — 2,514
Provisions for doubtful debts 49,151 14,302
Operating lease rentals in respect of land and buildings 2,785 2,655

Foreign exchange losses, net 5,351 4,779
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7. LOSS FROM OPERATING ACTIVITIES (continued)

and after crediting:

Group
2000 1999
HK$’000 HK$’000
Rental income (602,662) (649,321)
Less: Outgoings 88,696 88,375
Net rental income (513,966) (560,946)
Interest from bank deposits (35,576) (52,310)
Other interest income (111,228) (102,465)
Dividend income from listed investments (823) (4,256)
Dividend income from unlisted investments (9,155) (200)
Gain on disposal of subsidiaries (81,006) (13,923)
Gain on disposal of associates (22,708) (15,138)
Gain on disposal of jointly controlled entities (6,610) —
Gain on disposal of short term listed investments (23,634) —
Gain on disposal of short term unlisted investments (2,056) —

Write back of diminution in value of an associate holding completed

properties for sale — (110,910)
Write back of contingent loss in respect of a guarantee given to a bank (78,139) —
Gain on cancellation of convertible bonds — (17,718)
* At 31st July, 2000, forfeited contributions available to the Group to reduce its contributions to the pension scheme in future years

amounted to approximately HK$38,000 (1999: HK$141,000).



