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RESULTS

The Group recorded an operating profit of $229.1 million,
a decrease of 6.2% from 2000. Property investment and
development activities registered a drop in profit with
the decrease in rental income and the diminution in value
of properties held for sale. Nevertheless, the decrease
in profit has been partly offset by the improved
performance of the Group’s other businesses, including
the film distribution activities which contributed a profit
of $9 million to the Group during the year under review.
A breakdown of the profit attributable to shareholders
contributed by various business activities is shown in
note 4 on the accounts on page 65.

PROPERTY INVESTMENT

Hong Kong’s poor economic performance during 2001
has resulted in a conservative attitude among all tenants.
The rental rates of the Group’s properties are under
substantial pressure and negotiation for incremental
rental upon tenancy renewals or new lettings, especially
after what happened in the US on 11 September 2001,
have been difficult. Consequently, the gross rental income
generated by the Group’s investment property portfolio
in 2001 was $210 million, a decrease of 4.9% from the
year 2000.

Nevertheless, as renewal of some of the major tenancies
in both the office sector and the retail sector of Pioneer
Centre were concluded during 2001, the level of rental
income for the Group in 2002 will be relatively stable.

Commercial properties

The Group’s flagship property, Pioneer Centre, has
retained most of its tenants upon tenancy renewals in
year 2001 while maintaining the rental rate at a
reasonable level. Occupancy rate for the office sector
was 95.4% at the end of year 2001 while that for the
retail sector was 95.5%. Total rental income generated
by Pioneer Centre was $172 million in year 2001, 3.6%
less than that of year 2000.
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The 20th Floor of Argyle Centre Phase | in Mongkok
improved its occupancy rate, which reached 95.3% by
the end of year 2001 as compared with 87.8% at the
end of year 2000. Total rental income generated from
Argyle Centre was $2.5 million for year 2001 and $2.6
million for year 2000. The decrease of 3% was largely
due to cases of early surrender and tenant default.

Chong Kin Commercial Building was sold on 31 October
2001 at a consideration of $158 million while the retail
space at Sceneway Garden Arcade, Lam Tin was sold
at a consideration of $163 million on 8 November 2001.
Up to the date of their disposals, Chong Kin Commercial
Building and the retail space at Sceneway Garden
Arcade generated rental income of $11.5 million and
$13.5 million respectively for the year. The combined
loss on total disposals was $243.1 million.

In March 2002, the Group acquired the major portion of
the first floor of the Commercial Podium of Mandarin
Plaza (also known as New Mandarin Plaza) in Tsimshatsui
at a consideration of $77 million, which added 49,430
sq ft of retail space to the Group’s commercial property
portfolio held for rental income.

Residential properties

The performance of The Elgin suffered substantially from
the poor economy. Occupancy was recorded at 55% at
the end of year 2001. Owing to the drop in occupancy
and the lower rental rates achieved, the rental income
generated from the property in 2001 was $3.7 million,
representing a 16% decrease from 2000.

Car parks

Demand for parking spaces in the area around Merit
Industrial Centre in To Kwa Wan has dropped since the
relocation of Hong Kong airport and the position is made
worse by the ample supply of parking spaces in the
vicinity. Income dropped to $2.8 million for year 2001,
representing a 11% decrease when compared with year
2000. On the other hand, the licence agreement for the
carpark at Manor Centre has been renewed for a term
of two years at fixed rentals with sharing of turnover at
the beginning of 2001. Total income from the carpark at
Manor Centre was $3.9 million for year 2001, a drop of
3.5% from last year.
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PROPERTY DEVELOPMENT

The demand for residential units at The Verandah Garden
at 40-42 Kung Lok Road, Kwun Tong remained
unsatisfactory with market transactions concentrating on
new properties valued at under $2 million.

In order to incorporate the green innovative building
initiatives promulgated by the government, amendments
were made to the General Building Plans and Structural
Plans of the development site at 31 Robinson Road Hong
Kong and approval was obtained in the last quarter of
year 2001. Piling work for the site has been completed.

In March 2002, the Company entered into a conditional
sale and purchase agreement with Polytec Holdings
International Limited for the acquisition of a portfolio of
property interests, which include four sites for primarily
residential development at 12A (also known as 2A) North
Street, Kennedy Town, Hong Kong, Tong Yan San Tsuen,
Yuen Long, the New Territories, Phases | and Il and 377
Prince Edward Road, Kowloon City, Kowloon and the
exclusive rights to develop a real estate project at Ngau
Chi Wan, Choi Hung, Kowloon as well as a site adjacent
to the Ngau Chi Wan development project site at an
aggregrate consideration of approximately $816.3 million,
subject to a final adjustment as set out in the agreement.
The transaction constitutes a connected transaction for
the Company and independent shareholders’ approval
will be sought at the forthcoming extraordinary general
meeting to be held on 15 April 2002.

PROPERTY MANAGEMENT

Commencing from 1 July 2001, Country House Property
Management Limited’s 49% owned associated company,
Easy Living Property Management Limited, has taken
up the management of 9,704 units in Cheung Ching
Estate and Cheung Hang Estate in Tsing Yi Island. In
October 2001, another associated company, Modern
Living Property Management Limited, was formed and,
in January 2002, approved by the Hong Kong Housing
Authority to bid for property services contracts under
the restricted tendering system. Both associated
companies, with their qualified eligibility, will actively bid
for property services contracts of public housing estates
and the Home Ownership estates in 2002.
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INVESTMENTS IN LONG-TERM LISTED
SECURITIES

In June 2001, the Company distributed 52 million shares
of The Kowloon Motor Bus Holdings Limited to its
shareholders as a special interim dividend, which
resulted in a substantial reduction in the Group’s long-
term listed investment portfolio. In June 2001, the Group
subscribed 4.37 million shares of Roadshow Holdings
Limited at a consideration of $9.9 million.

Total income received from the long-term listed
investments in 2001 was $67.6 million, a decrease of
5% from 2000, which is mainly due to the decrease in
dividend income received from The Kowloon Motor Bus
Holdings Limited as a result of the aforementioned
distribution to shareholders. If no further change are
made to the portfolio, the income will reduce substantially
in 2002.

SECURITIES TRADING

The Group’s securities trading activities were mainly
carried out by Gargantuan Investment Limited, which
reported a net profit of $2 million for the year under
review.

FINANCIAL SERVICES

2001 has been a difficult year for the financial service
industry. Kowloon Development Finance Limited has
faced fierce competition from banking institutions who
offer lower interest rates with aggressive marketing
tactics. With the reduction in loan portfolio and a
substantial provision for bad debts made in 2001, the
finance company reported a loss of $0.5 million during
the year, as compared with $3 million profit generated in
2000.

FILM DISTRIBUTION

During the year, Golden Princess Amusement Company
Limited continued to market the film rights of its film
library and contributed a net profit of $9 million to the
Group, a substantial increase as compared with last
year’s $0.5 million. This is mainly due to the successful
licensing during the year of the distribution rights for
North America of certain popular films for a period of 15
years.
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SHOE-MAKING MACHINERY TRADING

Due to the continuing disappointing performance of KDC
Prologue Limited, Management discontinued all its
operations during the year for which it recorded a loss
of $4.3 million.

SECURITIES BROKING

The Group disposed of its 40% equity interest in Kowloon
Development K. F. Lo Securities Limited at a
consideration of $9 million in July 2001. This disposal
resulted in a loss of $0.9 million to the Group.

BUS OPERATION

In line with the Group’s new objective to concentrate on
the property development and investment business, in
March 2002 the Group disposed of all its interest in
Harvest City Ltd., a company operating bus routes in
China on a joint venture basis, at a consideration of $25
million realising a profit of $0.6 million. The bus
operations contributed a profit of about $3 million to the
Group for 2001.

INTERNET-BASED CRUDE OIL TRADING

In July 2001, the Group disposed of all its interest in
Circuit Technology Limited which held 48% shareholdings
in NetThruPut Inc, the Canadian internet-based crude
oil trading company, at a consideration of US$10 million
and realized a profit of $1.6 million.

IT INVESTMENT

During the year under review, Asiasoft Hong Kong
Limited recorded a loss and the Group’s share was $1.9
million. Impairment losses of $15.3 million and $2 million
on the goodwill of and investment in this associated
company were recognized in the Group’s accounts for
2001 respectively. The carrying value of the investment
has been written down to zero.
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DISTRIBUTION AND SALE OF FOOTWARE

The Group owns 20% of Southern Success Corporation,
a company in the business of wholesaling and retailing
of footware. Consumers’ confidence level was very low
throughout 2001 with little retail spending. As a result,
the company’s profit margin was reduced and its
contribution to the Group’s profit for the year under review
was only $0.8 million, an amount substantially less than
Management’s expectation.

FINANCIAL REVIEW
Fund Management

With the proceeds from the sale of the two investment
properties and disposal of the Group’s interest in the
two associated companies, NetThruPut Inc. and Kowloon
Development K. F. Lo Securities Limited in 2001, the
Group’s bank borrowings reduced significantly from
$850.3 million as at 31 December 2000 to $302 million
as at 31 December 2001. The debt to equity ratio also
decreased from 20% to 10% accordingly.

The Group had committed undrawn bank facilities of
more than $400 million available as at 31 December
2001. This is sufficient for the Group’s general working
capital needs and commitments for the development of
Robinson Road project.

Since the year end, sufficient banking facilities have been
arranged to meet the funding requirements in respect of
the contemplated acquisition of assets from Polytec
Holdings International Limited.

Interest Rate and Currency Exposure

All bank borrowings are arranged on a floating rate basis,
of which $200 million has been hedged by an interest
rate swap contract arranged in early 2001. Management
will closely monitor the Group’s exposure to interest rate
risks on the remaining financial obligations.

Most of the Group’s activities are in Hong Kong and
therefore the Group’s exposure to exchange rate
fluctuations is insignificant.



Management’s Review of Operations

Kowloon Development
Company Limited
Annual Report 2001
hWEEZEERLR
—EE-FFR

B8 E 4K & 0 B

EEEA

\—EE—f+-A=+—A ARER
BEAKN=HERTNEBBTZN
#ERERE RN T RIT AR T
AREZ —RBITREE:

HREE

AEBBRETHERRERT ZRITIE
E\XQT_LZJEZ’M%ME B RRTTRRER
NERHER PReBEE=TOANLT
BET-UWEEER-_TT—F+_-_A=
T-HEHRA=THEaE&SET

EERF

B 5 % B & 35 3
RZBEE—F+_A=1+—H &x&£EE
A—B-_t+hEEI-FRNEITHMEsE
E=T Et‘f‘%}aﬁf’ﬁl ) ESREaR oy
BETXRBEMGBEREF AEBFHRBE
WREE Ei%EJIITE E\IT\&EE&%E&
TR

BREE
AEERE—"BEHBRER_ZZTZF N

A+ RmB B E - BRI R R
TAEEZEE(BEATES)URE

ADRRS  WIEH B2 FERNES
FESEE=T _HEH=t=A
ARSH

AEEE-NAWNAOFETA-BEDR
& T K2 18 B R IK5T 8 (ORSOA &) &
E ZETF+_A—HBRRAEERGIM
REETEIRERTE) - IER=_ZF
EFE+T A —HRZBMAREE 25
BEHASNBEERE-

Pledge of Assets

At 31 December 2001, properties of the Group with an
aggregate carrying value of approximately $3,058 million
were pledged to banks under fixed charges to secure
general banking facilities granted to the Group.

Contingent Liabilities

The Group has given guarantees to banks and insurance
company in respect of bank facilities and a performance
bond granted to or entered into by certain associated
companies amounting to $34.9 million. These facilities
were utilized to the extent of $34 million at 31 December
2001.

STAFF BENEFITS
Staff Remuneration and Training

As at 31 December 2001, the Group employed 125 staff.
Total salaries of the employees for the year 2001
amounted to $32.7 million. Staff remuneration is reviewed
annually based on the staff’s performance and prevailing
market conditions. The Group encourages continual staff
improvement and development by organising and
sponsoring various forms of training.

Share Option Scheme

The Group has a share option scheme which was
approved by the shareholders on 19 June 2000. Options
may be granted under the scheme to employees of the
Group, including the executive directors, to subscribe
for shares of the Company. Details of the share option
scheme is shown in the Report of the Directors on pages
32 to 33.

Provident Fund Scheme

The Group operates a defined contribution staff
retirement scheme (ORSO scheme) since 1 October 1994
and a mandatory provident fund scheme (MPF scheme)
since 1 December 2000. All new employees who join
the Group on or after 1 December 2000 are required to
join the MPF scheme.





