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For the year ended 31st December, 2003, Hong Kong
Construction (Holdings) Limited (“the Company"”) and its
subsidiaries (“the Group”) achieved a turnover of HK$1,265.5
million and a gross profit of HK$11.3 million (2002:
HK$1,322.3 million and a gross loss of HK$132.0 million
respectively). The decline in turnover was mainly caused by
the intensified competition and continued weakness in the
construction sector in Hong Kong. The result of gross profit
was due mainly to the steady performance of the Group's
core construction business during the year which loss
decreased to HK$4.4 million from the loss of HK$151.8 million
of last year. Under the competitive operating environment,
the Group has taken control measures to reduce the costs
and overheads, and the implementation of operations
streamlining, which collectively resulted in a 12.8% decrease
in administrative expenses as compared with last year. In
the property development business, the Group sold a
subsidiary, in which the main assets were properties held
for sale in Hainan, the PRC and a loss on disposal of HK$16.6
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million was incurred. In addition, provision for loss of HK$14.1
million on disposal of an associate, 20% interest in Greenway
Venture Limited, was made and the disposal was completed
in January 2004. Loss from operations for the year was
HK$117.6 million compared to HK$302.3 million for the

previous year.

An impairment loss provision of HK$168.0 million has been
made in the financial statements in respect of a parcel of
land situated in Jiangmen, the PRC. Further details are

disclosed in note 13 on the financial statements.

There was a surplus on revaluation of investment properties
of HK$0.1 million compared to deficit of HK$17.7 million for
the previous year. The share of losses, impairment losses
and property revaluation deficits of associates were HK$46.1
million compared to HK$24.7 million for the last year. It was
mainly because of the poor performance of the Group's
associate's hotel in Beijing and the weakening demand in
the PRC rental market of both the residential and commercial
properties due to the unexpected outbreak of Severe Acute
Respiratory Syndrome (“SARS") in March 2003.

The Group wrote back a provision for loss of HK$38.0 million
in interest in jointly controlled entities as a result of
improvement in performance by one of the joint ventures in

its construction contracts completed during the year.

As a result, the Group reported a consolidated loss
attributable to shareholders of HK$409.4 million for the year
ended 31st December, 2003. This compares with a loss of
HK$497.7 million for the previous year. Loss per share
decreased to HK$0.67 from HK$0.82 in 2002. The directors

do not recommend any payment of dividend.
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Debt Restructuring

On 1st December, 2000, the Company requested an informal
standstill arrangement with its bankers on the payment of all
Hong Kong bank loan principal and interest totalling
approximately HK$1.9 billion, pending negotiation and
agreement on a formal debt restructuring plan. The Company
has also requested a similar standstill arrangement with the
holders of the floating rate notes (“the FRNs") with an
outstanding balance of US$37 million issued by Hong Kong
Construction (Capital) Limited, a wholly-owned subsidiary of
the Company. The FRNs were due for repayment on 13th
December, 2000. In accordance with the terms of the issue
of the FRNs and the bank facility agreements, the Group

was in default of the FRNs and all its bank borrowings.

On 27th August, 2002, the Group entered into a restructuring
agreement with the bank creditors and the FRN holders in
respect of an aggregate indebtedness of HK$1.6 billion to
the bank creditors and US$25.4 million to the FRN holders
as of 31st July, 2002, with a view to restructure and settle
the outstanding indebtedness. However, as of December
2003, the Group and the bank creditors and the FRN holders
failed to reach any conclusion for the settlement of the

outstanding indebtedness.

On 20th December, 2003, the bank creditors and the FRN
holders entered into a conditional debt transfer and exchange
agreement (“the Debt Transfer Agreement”) with Creator
Holdings Limited (“Creator”), an unrelated third party, under
which Creator would purchase from the bank creditors and
the FRN holders substantially all of the indebtedness owing
by the Company and certain of its subsidiaries to them except
for loans amounting to HK$221.9 million, of which HK$150.0
million has been refinanced and the balance of HK$71.9
million was settled prior to the completion of the Debt

Transfer Agreement.
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The Group was informed by the bank creditors and the FRN
holders that the Debt Transfer Agreement was completed on
16th January, 2004. In accordance with the terms of the
Debt Transfer Agreement, the Group's indebtedness
amounting to approximately HK$1.6 billion owed to the bank
creditors and the FRN holders were assigned to Creator (“the
Indebtedness”). Accordingly, the restructuring agreement
dated 27th August, 2002 together with other related standstill
documents, other than a guarantee and debenture dated 3rd
December, 2001 (“the Debenture”), would cease to have
any further force and effect upon the completion of the Debt
Transfer Agreement. The Debenture executed by the Company
and certain of its subsidiaries in respect of certain of their
undertakings, rights, properties and assets would continue
in force and effect and Creator has been assigned the right,
title and interest of the bank creditors and the FRN holders.

On 11th February, 2004, the Company and Creator entered
into a debt conversion and share subscription agreement
("the Debt Conversion Agreement”), and a sale and purchase
agreement (“the Yangpu Agreement”) relating to Hainan
Yangpu Development (H.K.) Limited (“HYD(HK)"), an associate
of the Group, to repay approximately HK$1,640.5 million of
the Indebtedness. The Indebtedness owed to Creator is
estimated to be approximately HK$1,670.5 million,
representing principal and interest accrued and to be accrued
thereon up to 31st March, 2004. The remaining balance of
the Indebtedness of HK$30.0 million is expected to be repaid
within one year. At 31st December, 2003, the Group owned
30 ordinary shares (representing 46.15% interest) in HYD
(HK) which owned 65% interest in Hainan Yangpu Land
Development Company Limited (“HYLD"). HYLD owns and
develops a property development project in the Hainan Yangpu

Economic Development Zone, Hainan Island, the PRC.
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The Debt Conversion Agreement involves:

i the issue and allotment by the Company to Creator
of 1,340,555,276 new ordinary shares of the Company
credited as fully paid at HK$1 per share (“the
Subscription Shares");

i the granting of an option by the Company to Creator
to subscribe for an aggregate of up to 380,000,000
ordinary shares credited as fully paid at HK$1 each at
any time in whole or in part during the period of
5 years from the date of completion of the Debt

Conversion Agreement; and

iii Creator agreed to release and waive all its rights,
interests and title of and to the amount owed by the
Group in the amount of approximately HK$1,340.5
million and the Debenture against the Group and the
waiver of all default interests accrued on the amount

owed by the Group.

The Yangpu Agreement involves the disposal of 55 ordinary
shares (representing 84.62% interest) in HYD(HK) to Creator
for a consideration of HK$300.0 million to be satisfied by
setting off the same amount against the Indebtedness. As
the Group only held 30 ordinary shares in HYD(HK) at the
year end, the Group had subsequent to 31st December, 2003
entered into two sale and purchase agreements with two of
the HYD(HK)'s shareholders to acquire a total of 25 ordinary
shares in HYD(HK).

The Debt Conversion Agreement and the Yangpu Agreement
were approved at the extraordinary general meeting of the
shareholders on 3rd April, 2004 and completed on 13th April,
2004. As a result of the issuance of the Subscription Shares
to Creator, Creator became the Company’s ultimate holding

company.
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Liquidity and Financial Resources

The Group's borrowings at the balance sheet date were
HK$2,101.8 million which comprised Hong Kong and PRC
bank loans of HK$1.8 billion, other loan of HK$120.0 million
and the FRNs of US$23.15 million. The maturity profile of
the Group's borrowings is spread over a period of five years
with HK$1,970.6 million repayable within one year or on
demand, HK$112.4 million after one year but within two years

and HK$18.8 million after two years but within five years.

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 10.28%, RMB
borrowings of 13.61% and Japanese Yen borrowings of
4.48% approximately of the total borrowings. The Group had
pledged deposits of HK$143.7 million and cash and cash
equivalents of HK$164.6 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 FRNSs.

Gearing Ratio

The Borrowings to Equity Ratio of the Group as at 31st
December, 2003 amounted to 1,540.8% (2002 restated:
320.9%), 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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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 HK$3.3 billion at the
end of 2003 (including the Group's share of joint ventures).
They included a construction contract for residential development
at the Tung Chung Station, a construction contract for residential
development at Lai Chi Kok, a Chinese government joint venture
contract for main construction of the National Grand Theatre in
Beijing, and a Chinese government contract for main construction

of the Shenzhen Convention Exhibition Centre.

The construction business of our Group experienced another
challenging year in 2003. 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 2003, including three West Rail projects, the widening of Tolo
Highway, Shanghai Pudong Shangri-La Hotel Extension Project
and Shanghai Outer Ring Tunnel project.

The construction sector, like the rest of the Hong Kong economy,
continued to go through the process of consolidation. The
Mainland is known to have the largest population and the
greatest potential for economic growth, as proved by its
continuous annual growth rate of 8% or above. The Group has
been restructuring its construction business so that it will form
a major and steady source of income. It is also tendering for
several private contracts in Hong Kong and plans to bid for

large-scale construction projects in both China and Macau.
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Property

The Group has interests in first class commercial and residential
developments in Shenzhen, Guangzhou and Beijing. The outbreak
of SARS in March 2003 posed a serious challenge to the rental
market in commercial properties in the PRC, resulting in a sharp
decline in new tenants and consumer traffic. During this difficult
period, we implemented precautionary measures aiming at
enhancing consumer confidence and strengthening
communications with existing and potential tenants. We kept a
close dialogue with our valued tenants and organized promotional
activities to minimize the impact of SARS. Our active approach
in managing tenants’ concerns helped to strengthen our
relationship with them. We are pleased to note that the
consumers traffic has largely resumed to normal level by the
end of July 2003.

We aim at building up a steady stream of rental revenue and
maximizing the potential return of our investment properties.
The Group continued to concentrate on maximizing tenant
retention through the provision of customer-oriented services,
closely monitoring lease renewals and pursuing advance leasing
negotiation with tenants. In addition, we continued to improve

our operating efficiency to achieve cost saving.

The outbreak of SARS in 2003 weakened the demand in rental
market and dampened the market sentiment in sales market in
residential properties. The Group struggled to generate more
cashflow to improve its liquidity through the disposal of its stock

in property development.

Employees

At the end of 2003, there were a total of approximately 182
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.
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I would like to thank the Board of Directors and the Group's

employees for their hard work, support and dedication.

New Chairman

| would like to take this opportunity to introduce Mr. Oei
Tjie Goan, who will be appointed as our new Chairman with
effect from 23rd April 2004. Mr. Oei is a distinguished
entrepreneur with extensive business experience in various
industries in the Asian region and other parts of the world. |
am confident that under the leadership of Mr. Oei and his
team, the Company will become a successful and reputable
construction and property development/investment company

in Hong Kong and China in the years to come.

Mr. Jiang Zhiquan

Chairman

22nd April, 2004
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