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Mr Shi Liwen, Chairman
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FINANCIAL REVIEW AND ANALYSIS
Results

The Group's turnover amounted to $1.833 billion, representing a
decrease of 3% over last year. The Group reported a gross loss
for the year of $116.5 million compared to $257.3 million for the
previous year mainly arising from the additional provision for
foreseeable losses of two construction contracts as a result of
possible further delay in the work progress. Loss from operations
for the year was $293.9 million compared to $313.7 million for
the previous year. Finance costs for the year was $217.8 million,
a reduction of 26% from the previous year as a result of the
reduction in interest rates. A discount of $123.4 million arose
from the auction of bank loans and the floating rate notes
("FRNs"). There was a deficit on revaluation of investment
properties of $76.4 million and the share of losses, impairment
losses and revaluation deficits of properties of associates totalled

$324.9 million compared to $451.6 million for the previous year.

Consequently, the Group reported a consolidated net loss
attributable to shareholders of $836.1 million for the year ended
31st December, 2001. This compares with a loss of $1.152 billion
for the previous year. Loss per share decreased to $1.51 from
$2.27 in 2000.
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Debt Restructuring

At the end of 2000, the Group faced liquidity problems and
failed to repay its loans when they were due. This included an
aggregate indebtedness of $1.9 billion to its bank creditors in
Hong Kong and the FRNs of US$37 million due for repayment
on 13th December, 2000. The Group immediately appointed
KPMG Financial Advisory Services as financial adviser for its

debt restructuring scheme.

In May, 2001, the Company signed a “Buy-out, Repayment and
Release Deed” with a group of banks whose lending to the
Company was secured by the Company’s construction contracts.
The Release Deed enabled the Company to have direct access

to progress monies received from all construction contracts.

In June, the Company executed a standstill letter with its bank
creditors in Hong Kong and the holders of the FRNs to formalise
the informal standstill arrangement to grant a grace period (up
to 15th January, 2002) for the Company to negotiate and agree
with the participating banks on debt restructure plan which will
set out the terms of repayment and interest rates for the loans
under restructure. This represents the initial phase of the
restructuring scheme. Pursuant to the terms of the standstill
letter, the Company is required to ensure the execution and
delivery by each of the obligors of a debenture granting fixed

and floating charges over their respective assets.

On 30th November, 2001, the Company held a debt auction at
which it invited its bank creditors in Hong Kong and the holders
of the FRNs to tender for a discounted payment in settlement
of the indebtedness owing to them by the Group. As a result of
the auction, $176.2 million of its indebtedness had been satisfied
by the payment of $52.8 million. This represented a discount of

$123.4 million on the full amount.
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Following the debt auction and pursuant to the requirements of
the standstill letter signed in June, the Group on 3rd December,
2001 executed a debenture under which it charged all of its
assets and properties by way of fixed and floating charges in
favour of the bank creditors in Hong Kong and the holders of
the FRNs for the purpose of securing its remaining indebtedness
of $1.85 billion.

The Company and the bank creditors are currently in active
negotiations to finalise the terms of the proposed restructuring
of its financial obligations. The negotiations between both parties
on the repayment arrangement of the indebtedness over the
next five years have reached the final stage. The term sheet is

close to being finalised.

Overall, we have achieved significant progress on the debt
restructuring since the end of 2000, including approximately
36% reduction in total indebtedness net of pledged deposits
and cash and cash equivalents and a significant reduction in
potential liabilities due to the delay in progress of certain

construction contracts.

Furthermore, during the second half of 2001, the Group received
the final installment of $445,000,000 of the disposal proceeds
of Yangpu Power Plant in which the Group had a 40% interest.
The Group acquired the other 60% interest of this Yangpu
company during the year. Part of these proceeds has been used
to fund the Group's working capital and the debt auction being
held on 30th November, 2001. The unutilised balance is currently

being deposited with the bank security trustee.

Liquidity and Financial Resources

The Group's borrowings at the balance sheet date comprised
Hong Kong and PRC bank loans of $1.84 billion and the
FRNs of US$25.4 million. As the Group and the Company
were in default of all these borrowings, these amounts
became due immediately and were classified as current

liabilities.
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All these borrowings are interest bearing with interest rates
fixed at market rates plus margin at various intervals of time
from one month to one year after the previous fixing. The
majority of the borrowings are denominated in Hong Kong
dollars. As of the balance sheet date the foreign currency
borrowings included US$ borowings of 12.0%, RMB
borrowings of 77% and Japanese Yen borrowings of
4.6% approximately of the total borrowings. The Group had
pledged deposits of $216.1 million and cash and cash
equivalents of $433.2 million at the balance sheet date.The
Group has not used financial instuments for currency hedging

purposes.

Details of Charges on Group Assets

The Company and certain of its subsidiaries have entered
into a guarantee and debenture dated 3rd December, 2001,
under which all of their assets and properties were charged
by way of fixed and floating charges in favour of the bank
creditors and the holders of the FRNs for the purpose of
securing the Hong Kong bank indebtedness and the FRNs.

Gearing Ratio

The Borrowings to Equity Ratio of the Group as at 31st
December, 2001 amounted to 140.8% (2000: 113.5%), being
the ratio of “total borrowings and the FRNs less cash and
cash equivalents and pledged deposits” divided by

“shareholders’ equity"
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BUSINESS REVIEW
Construction

The Group had in hand contracts valued at $6.6 billion at the
end of 2001 (excluding the share of joint venture partners). They
included a government contract for the construction of three
schools in the territory, one government joint venture contract
for Penny’s Bay reclamation stage 1, three West Rail projects,
the widening of Tolo Highway, improvement works at Tuen Mun
Wong Chu Road, residential development at 41C Stubbs Road,
construction of Science Park Phase 1A at Pak Shek Kok,
Qingzhou Min Jiang Bridge in Fuzhou, Shanghai Expo Centre,
Shanghai Outer Ring Tunnel project, and a Chinese government
joint venture contract for main construction of the National Grand

Theatre in Beijing.

For those construction contracts which experienced delay due
to the financial problems, the Group has been making every
effort to recover from the setbacks and the progress of the
construction works has made improvements over last year. The
construction works of Polytechnic University Phase VI
development and two primary schools at Kowloon Tong site were
completed and handed over in August 2001 while the Shatin
Government Offices were completed and handed over in
November 2001. The improvement works at Wong Chu Road in

Tuen Mun was completed for road opening in March 2002.
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Subsequent to the year-end, the Group clinched a $975 million
contract to build the superstructure of the residential
development at the Tung Chung Station. It is the first time for
more than a year that the Group has won a tender under the
circumstances of debt restructuring and since the last award of
the Science Park contract in July 2000. The successful bidding
of this new contract undoubtedly acts as a booster to help the
recovery of our construction business and it takes the value of
our in-hand contracts to $7.6 billion. The Group has been actively
restructuring its construction business so as to form a major
source of income. It is now tendering for several private contracts
and plans to bid for large-scale construction projects in both
China and Macau in addition to the local projects, such as
Shenzhen Convention and Exhibition Centre, Hong Kong East
Rail Extension-Lok Ma Chau Spur Line and Macau-Taipa 3rd
Bridge.

Property

The Group has interests in first class commercial and residential
developments in Shenzhen, Guangzhou, Haikou and Beijing. The
influx of foreign investors to open up the Chinese market in
recent years coupled with the successful entry of China into
WTO in 2001 help stabilized the Group’s rental income generated
from the commercial property markets in Shenzhen and

Guangzhou although the property sales market remains sluggish.

In view of this, in order to increase the steady source of recurring
income, the Group through a mainland joint venture is involved
in the property management of Shenzhen Shun Hing Square

and the result to date is satisfactory.
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Use of Proceeds from Placement of New Shares

On 13th June, 2001, the Company respectively entered into (a)
a conditional subscription agreement with Shanghai Construction
(Group) General Co under which Shanghai Construction (Group)
General Co agreed to subscribe for 35,000,000 new shares in
the Company at a price of $1.12 per share; and (b) a placing
agreement with BNP Paribas Peregrine Securities Ltd under
which 65,000,000 new shares in the Company, underwritten by
BNP Paribas Peregrine Securities Ltd, were placed to several

independent investors at the same price of $1.12 each.

Both subscription and placing were completed in July 2001. The
Group applied $40 million out of the net proceeds of
approximately $108 million to repay overdue debts of
subcontractors and suppliers with the balance of about $68

million as general working capital.

Change of Major Shareholder

On 13th June, 2001, China Everbright International Ltd and its
subsidiary, Maddington Ltd, entered into an acquisition
agreement with Shanghai Construction (Group) General Co under
which Shanghai Construction (Group) General Co conditionally
agreed to purchase 114,000,000 shares in the Company from
Maddington Ltd at a price of $1.66 per share. The acquisition
was completed in July 2001. Following the abovementioned
subscription of 35,000,000 new shares and the acquisition of
114,000,000 shares from Maddington Ltd, Shanghai Construction
(Group) General Co became a substantial shareholder and the
single largest shareholder of the Company with a 24.51% stake
in the Company while China Everbright International Ltd still
holds 10.20% interests in the Company.

Employees

At the end of 2001, there were a total of approximately 424
employees employed by the Group. The employees are
remunerated according to the nature of jobs, their and the
Group's performance, and market conditions. Some of the
employees are entitled to year end bonus and participation

in the share option scheme of the Group.
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OUTLOOK

Although signs have emerged that the US economy will improve
in the coming months, the speed or robustness of the economic
recovery of Hong Kong is still uncertain with continuing high
unemployment rate, falling property prices and deflationary
pressure are expected to continue to undermine local consumer
confidence and investment sentiments. The year ahead will
continue to be challenging for the Group. In light of such
challenging operating environment, the Group will continue the
corporate strategy of restructuring the organization, streamline
the operations, dispose of the non-core businesses and assets,
rehabilitate the under-performing business and to maintain

stringent cost control.

For the local construction business, the Group is striving for
resumption of our Group C licences with the Works Bureau in
respect of which we have been suspended from tendering for
public works for more than a year as a result of our liquidity
problems. We are confident that through our improved
performance of public works contracts in hand and the support
of the bank creditors, the Works Bureau will uplift our suspension
from tendering in the near future. Given our leading position,
expertise and experience in the local construction industry, we
are very keen to get back on track and are well-prepared to
pursue tenders for both public and private sectors’ contracts,
particularly the large scale infrastructure, urban redevelopment

and transportation projects.
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The recent entry of China into the WTO and the winning of the
hosting right of the 2008 Olympic Games by Beijing present
infinite opportunities for local and foreign investors. Few Hong
Kong construction companies have, like us, contractor licences
in Guangdong, Hainan, Fuzhou and Beijing. Along with the
support of our new major shareholder, Shanghai Construction
(Group) General Co which is one of the largest construction
companies in China, we will explore business co-operation and
alliances with Shanghai Construction Group in mainland China.
With all these competitive edges, we will no doubt outrival the
Hong Kong based competitors in expanding construction

business in China.

To reactivate our core construction activities, we have also been
implementing a series of policies to improve the quality of our
construction works, to reduce operating expenses and to
increase operational efficiency. More efforts will be dedicated
to developing innovative construction technologies so as to regain
the reputation in the industry. It is expected that our construction

activities will continue to increase in the foreseeable future.

With regards to the financial aspect, the term sheet on debt-
restructuring is expected to be finalized shortly and new loan
from the bank creditors will be available. The new loan will be
used to finance the completion of the Group's existing
construction contracts. We will then focus our time and resources
on the b-year asset disposal programme. Our target in 2002 is
the disposal of certain of our assets located at Shun Hing Square
and South Ocean Centre in Shenzhen as well as Silver Valley
Garden in Hainan. We are now making every effort to identify
and negotiate with potential buyers from various sources. In
fact, some offers have been received on a number of our Hong
Kong properties, such as the New East Ocean Centre and Wong

King Industrial Building premises.

The directors believe that the Group has already seen its most
difficult time. Under the leadership of the new management,
the results and performance of the Group are expected to

improve in the future.
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