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Mr Jiang Zhiquan, Chairman
T A E SR

FINANCIAL REVIEW AND ANALYSIS
Results

The Group's turnover amounted to $1.3 billion, representing a
decrease of 28% over last year as a result of completion of a
number of construction projects during the year. The Group
reported a gross loss for the year of $132.0 million compared to
$116.5 million for the previous year. It is due mainly to losses
arising from an ongoing construction project and completed
projects of $79.1 million and $72.6 million respectively. Loss
from operations for the year was $302.3 million compared to
$293.9 million for the previous year. Administrative expenses
for the year were $88.5 million, a decrease of 22% from the
previous year, it was attributed to the results of maintaining
stringent cost control and streamlining the operations. Finance
costs for the year were $125.0 million, a reduction of 43% from
the previous year, as the Group was able to take advantage of

Hong Kong's prevailing low interest rates.

There was a deficit on revaluation of investment properties of
$17.7 million compared to $76.4 million for the previous year.

The share of losses, impairment losses and property revaluation
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deficits of associates were $24.7 million compared to $324.9
million for the previous year. The decreases are mainly due to
the steady demand in the property rental market and the

comparatively stable property prices in the Mainland.

As a result, the Group reported a consolidated loss attributable
to shareholders of $496.2 million for the year ended 31st
December, 2002. This compares with a loss of $836.1 million
for the previous year. Loss per share decreased to $0.82 from
$1.51 in 2001. The directors do not recommend any payment of
dividend.

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 hillion to its bank creditors (the
“Banks”) 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.

The Company and its wholly-owned subsidiaries entered into a
restructuring agreement on 27th August, 2002 (the
“Restructuring Agreement”) with the Banks. The Restructuring
Agreement sets out those terms and principles and provided
that formal documentation (“Formal Documentation”) to
implement the same will be entered into between the Company
and the Banks in due course. The Restructuring Agreement was
subject to a long stop date (the “Long Stop Date") for entry into
the Formal Documentation at 31st December, 2002 or such
date as may be agreed by a simple majority of the Bank's
steering committee. Similar terms, as those agreed with the
Banks, have been offered to the holders of the FRNs due 2000
issued by a subsidiary of the Company and guaranteed by the
Company. On 31st December, 2002 the Company announced
that the Long Stop Date had been extended until 31st March,
2003 to enable time for the completion of the Formal

Documentation.
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The Formal Documentation is currently being drafted. Due to
the complexity involved, both the Company and the Banks are
of the view that more time is needed for the finalization of the
Formal Documentation. On 31st March, 2003, a majority of the
Bank's steering committee has agreed to extend the Long Stop
Date for entry into the Formal Documentation from 31st March,
2003 to 30th June, 2003, by which time the Directors expect

the Formal Documentation to be completed.

Liquidity and Financial Resources

The Group's borrowings at the balance sheet date comprised
Hong Kong and PRC bank loans of $1.82 billion and the
FRNs of US$26.3 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.

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$ borrowings of 12.1%, RMB
borrowings of 7.5% and Japanese Yen borrowings of
5.1% approximately of the total borrowings. The Group had
pledged deposits of $187.2 million and cash and cash
equivalents of $261.1 million at the balance sheet date. The
Group has not used financial instruments 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.
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Gearing Ratio

The Borrowings to Equity Ratio of the Group as at 31st
December, 2002 amounted to 290.0% (2001: 140.8%), being
the ratio of “total borrowings and the FRNs less cash and
cash equivalents and pledged deposits” divided by

“shareholders’ equity”

Contingent liabilities

Details of the group’s contingent liabilities are set out in

note 34 on the financial statements.

BUSINESS REVIEW
Construction

The Group had in hand contracts valued at $5.9 billion at the
end of 2002 (excluding the share of joint venture partners).
They included a construction contract for residential development
at the Tung Chung Station, a construction contract for residential
development at Lai Chi Kok, three West Rail projects, the
widening of Tolo Highway, Shanghai Pudong Shangri-La Hotel
Extension Project, Shanghai Outer Ring Tunnel project, a Chinese
government joint venture contract for main construction of the
National Grand Theatre in Beijing, and a Chinese Shenzhen
government contract for main construction of the Shenzhen

Convention Exhibition Centre.

The construction business of our Group experienced another
challenging year in 2002. With the financial position under debt
restructuring with its bank creditors, the Group had to manage
its financial resources effectively and continued to make
improvement in the progress of the construction works. The
Group has completed several construction projects satisfactorily
in 2002, including a joint venture project of improvement and
noise mitigation works at Wong Chu Road in Tuen Mun New
Town, a government joint venture contract for Penny’s Bay
reclamation stage 1, main contract work for construction of
Science Park Phase 1A at Pak Shek Kok, a joint venture project
for construction of Shanghai New International Expo Center and
main contract work for construction of Qingzhou Min Jiang
Bridge in Fuzhou, the PRC.
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The construction sector, like the rest of the Hong Kong economy,
continued to go through the process of consolidation. Although
the business environment was difficult in Hong Kong in 2002,
with the focus of the management team and hard work of the
staff members, the Group successfully clinched a $975 million
contract to build the superstructure of the residential
development at the Tung Chung Station in March 2002 and a
$576 million contract to build the superstructure of the residential

development at Lai Chi Kok in May 2002.

The Mainland is known to be a nation with the largest population
and the greatest potential for economic growth, as proved by
its continuous annual growth rate of 7% or above. The Group
has been making an effort to expand its construction business
in China and has successfully won a RMB690 million main
contract to build the Shenzhen Convention Exhibition Centre for

the Shenzhen Government in November 2002.

The Group has been restructuring its construction business so
that it will form a major and steady source of income. It is
tendering for several private contracts in Hong Kong and plans
to bid for large-scale construction projects in both China and

Macau.

Property

The Group has a property investment portfolio in first class
commercial and residential developments in Shenzhen,
Guangzhou, Haikou and Beijing. The market conditions of
property investment in Mainland continued to be stable and
competitive in 2002. We aim at building up a steady stream of
rental revenue and maximizing the potential return of our
investment properties. The Group concentrated to maximize
tenant retention through the provision of customer-oriented
services, closely monitored lease renewals and pursued advance
leasing negotiation with tenants. In addition, we continued to

improve our operating efficiency to achieve cost saving.
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The property sales market remains sluggish. The Group strived
to generate more cash inflow to improve its liquidity through
the disposal of its stock in property development, but the

progress was slow.

Employees

At the end of 2002, there were a total of approximately 315
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 participation in the share option

scheme of the Group.

OUTLOOK

In the context of an extremely volatile situation in the Middle
East and North Korea, of a local economy that is still
struggling to recover and with the impact of Severe Acute
Respiratory Syndrome, and of global economic uncertainty it
is difficult to predict the future with any normal degree of
confidence. The year ahead will be another challenging one
for the Group. In view of such fierce competitive business
environment, the Group will continue the corporate strategy
of maintaining stringent cost controls, streamlining the
operations, disposing of the non-core assets and maximizing

operating efficiency.

For the construction business in Hong Kong, although the
Group was resumed of Group C licenses with the Works
Bureau on 23rd October, 2002, they have been suspended
by the Works Bureau on 4th April, 2003 as a result of our
liquidity position. The Group is striving for resumption of our
Group C licenses with the Works Bureau. We hope that
through our improved performance of public works contracts
and the support of the bank creditors, the Works Bureau will

in due course uplift the suspension from tendering.
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The successful entry of China into the WTO will make
Mainland continue to attract investments from local and
foreign investors. The economy of Mainland will continue to
grow at a steady pace and present infinite opportunities for
construction business. Given our leading position, expertise
and experience in the Mainland construction industry, we
will expand our construction business in Mainland and are
well prepared to pursue tenders for both public and private
sectors' contracts, particularly the large scale infrastructure,

urban redevelopment and transportation projects.

With regards to the Group's financial position, the formal
documentation of debt restructuring is expected to be
finalized in 2003 and new loan facilities from the bank
creditors will be available. The new loan facilities will be
used to strengthen our working capital. We will continue to
focus on a b-year asset sales programme. We are actively
marketing our properties located at Shun Hing Square, South
Ocean Centre and Shenzhen Jing Guang Centre in Shenzhen
as well as Silver Valley Garden in Hainan. Our target is to
dispose of certain major assets to increase our working

capital and improve our liquidity and financial position.

I ' would like to thank the Board of Directors and the Group's

employees for their hard work, support and dedication.
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