Financial Review

81 75 [ A

1

Results of 2003

For the year ended 31 December 2003, the Group recorded a loss
attributable to shareholders of HK$846 million compared to loss of
HK$267 million in 2002. The increase in loss for the year under review
was primarily due to provisions totalling HK$776 million, which reflected
the permanent diminution in the values of certain real estate projects
and goodwill. On a per-share basis, the Group recorded a loss of HK29.8

cents.

Excluding the effect of the non-operating provisions, the attributable
loss amounted to HK$107 million, which represented a 14%
improvement compared to the loss before non-operating provisions of
HK$125 million in 2002.

The property segment continued to be the major revenue contributor
to the Group. The three core businesses of the Group experienced a
difficult year amidst the persistent weak economy in Hong Kong and
the highly competitive business environment in China, compounded by
the outbreak of SARS which hit Hong Kong and the mainland hard,
especially in the first half of 2003.

Review of Overall Performance

Turnover for the year amounted to HK$185 million, a reduction of
HK$258 million compared to HK$443 million in 2002. The lower in
turnover was primarily attributable to the decrease in property sales
revenue in Hong Kong by HK$332 million, partially offset by property

sales revenue of HK$80 million from the Scenic Place project in Beijing.
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Sales of properties continued to be the major component of the Group’s
turnover. It accounted for 87%, a slight decrease compared to 93% in
2002.

The Group made provisions in the aggregate amount of HK$776 million,
of which HK$37 million and HK$739 million were provisions for

operations and non-operating provisions respectively.

Provisions made for operations decreased from HK$59 million in 2002
to HK$37 million in 2003, a reduction of 37%. Provisions for 2003
were made in respect of property projects, overdue outstanding

receivables and other non-core assets.

Non-operating provisions amounted to HK$739 million for the year.
These provisions were made based on the results of the impairment
test carried out in accordance with the Group’s accounting policy. For
the year ended 31 December 2003, a provision of HK$583 million was
made in respect of the diminution in the value of our Shenzhen project
in view of the uncertainty concerning the future investment potential
of the remaining undeveloped site. Besides, the Group had written off
HK$109 million intangible goodwill in respect of our Infocomm projects.
The write-off was to reflect the unfavorable outlook of the business
environment faced by the Infocomm technology segment in the
foreseeable future. Finally, a provision of HK$40 million for the
investment in a jointly controlled entity was made to write down the

value to its estimated recoverable amount.
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Finance costs dropped significantly to HK$10 million in 2003 from HK$22
million, which was attributable to reductions in average bank and other
borrowings, as well as increase in the capitalization of interest for projects
in the mainland. The repayment of bank and other borrowings was
financed primarily by the proceeds realised from the sales of Hong Kong

property projects.

Due to the adoption of revised accounting standards on deferred tax in
2003, the Group recorded a deferred tax credit of HK$3 million which
represented the income tax effect on the temporary differences resulting
from the recognition of revenue and expenses for tax and for financial

reporting purpose.

The Group had divested certain of its non-core assets, which included
the 40% interest in Laford Centre. Share of profits of associated
companies was HK$4 million, which represented the gain on disposal
of Laford Centre. Share of profit from a jointly controlled entity amounted

to HK$2 million compared to the share of loss of HK$4 million in 2002.

Business Segments

Property

Property segment continued to be the key contributor to the Group’s
revenue. Turnover of the property segment was HK$162 million or 88%
of the total turnover compared to HK$416 million or 94% in 2002. The
Group had sold all the remaining residential units in Greenery Place and
various units in Elite Court and Harbourview Garden in Hong Kong. The
construction of Scenic Place (phase 1) in Beijing was completed during
the year and a revenue of HK$80 million was recognised on the sales of

170 residential units in one tower.

The Hong Kong property market remained competitive throughout 2003.
In the mainland, the outbreak of SARS dampened market sentiments
and disrupted the sales of Scenic Place in Beijing and The
NintheZhongShan in Dalian. A loss of HK$39 million was reported for
the Group's property segment due to significant increases in marketing

expenses incurred to boost sales in the two projects.
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Business Park

Phase 1 of the Shenzhen business park continued to provide a stable
income stream to the Group with turnover of HK$12 million. During
the year under review, owing to a revaluation deficit of HK$20 million,

a loss of HK$14 million was reported for the business park segment.

Infocomm Technology

The Group embarked on the restructuring and consolidation of the
Infocomm business during the year and certain uneconomical activities
were disposed of. In 2003, Infocomm technology segment contributed
HK$11 million to the Group’s turnover. Operating loss for the segment

amounted to HK$26 million.

Other Operations
Other operations of the Group included a non-core investment in an
electricity power plant in Wuhu, China. It was the intention of the Group

to divest its non-core investments under acceptable terms and conditions.

Geographical Segments

Hong Kong

As a result of the Group’s success in shifting its investment focus to the
mainland and the continued downsizing of the Hong Kong property
portfolio, turnover derived in Hong Kong decreased to HK$83 million
or 45% compared to HK$417 million or 94% in 2002.

China

Following the completion of one block of Scenic Place (phase 1) in Beijing
and the recognition of property sales for the 170 residential units in one
tower in 2003, turnover earned in the mainland recorded a significant
jump when compared to the preceding year. Sales of property in the
mainland amounted to HK$80 million. Together with business park
operation and Infocomm business, turnover earned from the mainland
amounted to HK$102 million or 55% of the total turnover compared
to HK$26 million or 6% in 2002. The increase in turnover from the
mainland was in line with the Group’s strategic penetration into that

market.
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Assets

The value of the Group’s total assets decreased to HK$ 1,673 million as
at 31 December 2003, representing a reduction of HK$781 million
compared to December 2002. The reduction was due to provisions made

for the permanent diminution in the value of assets.

Assets held under property segment maintained at HK$1,019 million in
December 2003 or 61% of the Group’s total assets compared to HK$993
million as in December 2002. As a result of the substantial impairment
provision made in 2003, the gross asset value of business park segment
was reduced to HK$364 million, representing a 62 % drop from HK$966
million in 2002. The assets held by the other businesses decreased to
HK$290 million, which constituted 17% of the Group’s total assets
compared to 20% in December 2002.

Total assets held in the mainland amounted to HK$1,432 million in
December 2003, representing 86% of the Group’s total assets, compared

to 81% in 2002.
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Shareholders’ Funds

The Group's total shareholders’ funds decreased from HK$ 1,549 million
as at 31 December 2002 to HK$701 million as at 31 December 2003.
The reduction in shareholders’ funds was due to the loss for the year
2003 of HK$846 million, of which HK$776 million were provisions of a
non-cash nature. On a per-share basis, the consolidated net asset value
of the Group at 31 December 2003 was HK24.7 cents, compared to
HK54.6 cents as at 31 December 2002. The total shareholders’ funds
was 42 % of the total assets of HK$1,673 million as at 31 December
2003.

Financial Resources, Liquidity and Capital Structure
Liquidity and Capital Resources

During the year under review, the Group’s total borrowings increased
by 43% from HK$387 million as at 31 December 2002 to HK$552
million as at 31 December 2003 while net debt (measured by total bank
borrowings minus cash and bank deposits) increased to HK$281 million
due to the additional fundings applied towards the development of the
mainland property projects. The progress of both the Beijing and Dalian
projects was in line with forecast. The construction of the Beijing project,
Scenic Place (phase 1) was completed towards the end of 2003 and
occupation permit had been received by one of the three towers. The
application of the occupation permit for the remaining two was

underway. The Dalian project would also be completed in 2004.

The substantial amount of provisions made during the year caused the
gearing ratio to increase to 79% as at 31 December 2003, from 25%
as at 31 December 2002.
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Short-term and Long-term Borrowings
The maturity profiles of the Group’s bank and other borrowings
outstanding as at 31 December 2003 and 31 December 2002 are

summarized as follows:

31 December 2003 31 December 2002

—ERCF —ET_F
+=A=+-8 +=A=+-8
HK$ million %  HK$ million %
BEEBET BER B aET B 77k
Within one year 474 86% 223 58%
In the second year 78 14% 42 1%
In the third to fifth year - - 122 31%
Total 552 100% 387 100%

The increase in amount due within one year was in line with the

construction progress of our two residential projects in the mainland.

Financial Management

Foreign Currency Risk

The Group did not use any financial instrument to hedge foreign currency
risk. Instead, the Group has increased its renminbi financing to mitigate
any potential exposure in its mainland projects where cashflows are

denominated in that currency.

The denomination of the Group's bank and other borrowings
outstanding as at 31 December 2003 and 31 December 2002 are

summarized as follows:

31 December 2003 31 December 2002

—EE=HF —ETT=F
+=ZA=+—H +=—A=+—8
HK$ million % HK$ million %
BEYEHET Bokt B aET A7k
In HK$ 167 30% 183 47%
In RMB 385 70% 204 53%
Total 552 100% 387 100%

The increase in the proportion of renminbi borrowings was in line with
the Group’s additional business exposure in the mainland and the

financial policy to minimize exposure to currency risk.
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Interest Rate Risk

The Group was exposed to changes in interest rate fluctuations to the
extent that they affect the cost of funds for floating rate borrowings.
As at 31 December 2003, about 30% of the Group's total borrowings
were on a floating rate basis whilst the remaining 70% were fixed rate
borrowings. In comparison, 47% of the borrowings were on floating
rate and 53% on fixed rate as at 31 December 2002. The Group would
continue to maintain a mixture of floating rate and fixed rate borrowings
and take action to hedge against any foreseeable interest rate exposure,

if necessary.

Pledge of Assets

The Group’s bank loans, overdrafts and other loans were secured by
certain investment properties, completed properties held for sale and
those under development with carrying values of HK$753 million (2002:
HK$605 million) and cash deposits of HK$153 million (2002: HK$122

million).

Contingent Liabilities

As at 31 December 2003, the Company issued guarantees to the extent
of HK$329 million (2002: HK$271 million) of which HK$320 million
(2002: HK$203 million) was utilized in respect of bank and other
borrowings granted to its subsidiaries and HK$1 million (2002: HK$1
million) was utilized in respect of the lease of fixed assets taken up by a

subsidiary.
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Acquisition and Disposal of Interests in
Subsidiaries and Associated Companies
On 13 January 2003, the Group entered into an agreement with China
Travel Services Group to acquire the remaining 35% shareholding in

the Scenic Place project at a consideration of HK$64 million.

On 14 October 2003, the Group entered into an agreement to dispose
New Digital Associates Limited (“New Digital”), a 85%-owned subsidiary
of the Group, at a consideration of RMB1 million. New Digital owns the
entire 100% equity interest in Beijing Golden Voyage Electronic
Technology Co., Ltd., a company which developed and distributed

e-learning platform to educational institutions and corporations.

On 24 December 2003, the Group entered into an agreement to dispose
Easykeys Limited (“Easykeys”), a 72%-owned subsidiary of the Group,
and US$30,000 was received as consideration. Easykeys developed and
owned the intellectual property rights in KW-1 Chinese Language
Keyboard.
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