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CHAIRMAN’S STATEMENT

| have pleusure to present to shureholders the annual
report of the Group for the yeur ended 31st March, 2001.

REVIEW

Financial Performance and Positions

For the fiscul yeur ended 31st March, 2001, the Group’s
cohsoliduted turnover decreused by 3% to dpproximately
HK$10,803 million when compured with that of the lust
yeur. The slight decreuse wus muinly attributuble to the
decreuse in construction works in South Eust Asia aund
contfruct mining works in Australia which was partly
compehnsuted by the increuse in telecommunicutions
infrastructure services works in Australia and New Zeulund.

The Group’s profit from operations decreused by 34% to
dbout HK$221 million. Such decreuse wus muinly due to
the loss on certuin mujor civil engineeriny projects us u
result of the finul commerciul settlement followiny d
lengthy and difficult dispute resolution process. Finunce
costs were reduced by 4% resulting from the debt
reduction in Honyg Kony operautions. Share of results of
associutes und u jointly controlled entity reyistered u profit
of ubout HK$15 million contributed mainly from contructing
business. Net investment expenses umounted to some
HK$19 million was muinly from disposal of the remaining
shares of New World CyberBuse Limited und other
maurketable securities, net of interest income. Loss on
disposul und dilution of inferests in subsidiuries und
ussociutes of ubout HK$334 million wus mainly uttributuble
to the dilution of the Group’s equity interest in Downer EDI
Limited ("Downer”) from 67% to 45%. Busic loss per shure
is 48 cents.

Lamma Power Station Extension Projects, Hong Kong
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When compured with the Group’s financial position as at
lust year end, total ussets of the Group dropped by 44%
to some HK$5,913 million us the ussets of Downer were no
longer consoliduted in the uccounts of the Group. Net
current ussets stood ut some HK$377 million und current
ussets muintuined ut ubout 1.2 times of current liubilities.

Net cush inflow from operutions wus ubout HKS650 million
und outflow of HK$1,334 million in respect of investing,
finuncing und other activities, resulting to u net decreuse
in cush of ubout HK$684 million for the year, Operuting
cush flow per share is HK$0.66.

With a strony cush position of ubout HK$590 million und
debts of ubout HKS$1,171 million, net debt umounted to
some HK$581 million yiving rise to u net debt to totul equity
ratio of 0.23 times. As u result of the loss uttributuble to
shureholders of ubout HK$470 million for the yeuar,
shareholders’ funds decreused by 12% to ubout HK$2,561
million. Net usset vulue per shure is HK$2.6.
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OPERATIONS

Contracting

The Group secured hew contructs with an ugyregate
attributuble vulue of upproximutely HKS$3,331 million
comprising some HK$2,398 million building construction
contructs, some HK$362 million civil engineering contructs
und some HKS$571 million specidlist works during the yeur,
The contructs undertuken by Downher ure ho lohyger
included us the Group’s workloud since it becume un

associute us ut the bulunce sheet dute,

Contracts on hand at the end of this yeur decreused by
30% to ubout HK$11,278 milion when compured with thut
of the lust yedr, while value of work remaining decreused
by 35% to HK$5,429 million. Subseyuent to the yeur end,
the Group secured further new contructs with an uggregute

attributuble vulue of upproximately HKS$1,397 million.

Contructs contfinued to proyress well, in general, with
sutisfactory muryin. In Hong Kony, turnover muintuined
at around sume level of HK$6,329 million und buildiny
construction contructs, which uccounted for auround 60%
of turnover, continued to show heulthy margin. Civil
enyineeriny uctivities, us uffected by the fihul
commerciul settlement on certuin Myjor civil enyineeriny
projects, suffered losses. Speciulist works had low maryin

due to severe competition in the murket.

Contracts On Hand
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In Australiu, both turnover und muargin from contract
mininy activities had dropped due to lost productivity
and udditionul costs ussociuted with wet weuther.
Workloud of infrustructure services in New Zeulund und
Austrdlia dropped slightly while u small operating margin
increuse wus recorded. Murket conditions of contruct
drilling uctivities hud improved with some upwurd
movements in pricing und increuses in rig utilisation.
Downer dlso expunded its contracting activities into
telecommunicutions infrustructure services which
provided the Group with udditionul business opportunities

for providing service to telecommunicution compunies.

Construction Materials

Construction muteriuls division encountered difficult
trading conditions with revenue dropped und reduced
muryin recorded. After the disposul of the Unicon fuctory
in Yuen Lony, the operution buse wus relocuted to
Southem Chinu in December 2000. This relocution will

strenythen the Group’s competitiveness in the precust

concrete products market,

L _l- = -
Precast concrete products factory in Dongguan, PRC

Value of contracts on hand
HK$11,278 million

78.9% Buildiny 83.0%
consfruction

14.7% Civil 11.4%
enyineerinyg

6.4% Specialist 5.6%

Value of work remaining
HK$5,429 million

works
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Property and Hotel Operations

Totul vdlue of the property portfolio umounted to some
HK$1,319 million us ut the yeur end, equivalent to 22% of
the totul ussets of the Group. Included in the property
portfolio, 87% ure investment und hotel properties und
the remuinders ure development properties. Occupuncy
rate for investment properties reuched 95% ut the year
end. Pre-sule of the Group’s commerciul / residential
property wus sutisfuctory, 34% of the residential units had
been sold ut the yeur end. The Group’s first hotel
commenced operution in Februury 2001 with grand
ofpeniny in June 2001 und is expected to contribute to
operuting muryin in the cominyg yeur,

Best Western
Rosedale on the Park,
Causeway Bay,
Hong Kong

Hotel lobby of
Best Western
Rosedale on the Park

In-Zone of Cathay Lodge

Cathay Lodge,
Wanchai, Hong Kong

Sonata Restaurant of
Best Western Rosedale on the Park
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During the yeur, the Group hus formed ulliunce with a | s m—
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number of strategic partners und made u strategic el b ——
investment in Icfox Internutional Group (“lcfox”) which w& R
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specidlises us un on-line business enubler for the ylobul L T —— e
construction industry. The Icfox professionul usset life- ﬁuﬁ_.“ fﬁ&'“ !
cycle munhugement solutions have been deployed in un e
ASP model to the darchitecturul, enyineering und .
construction sector in countries within the Asiu Pucific e s P
Reyion in 2000 und will be further expunded to other -
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Web page of icfox.com
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LIQUIDITY AND CAPITAL RESOURCES

The Group currently maintuins u variety of credit fucilities to
meet its working capitul requirements. As ut the yeur end,
the Group’s totdl borrowinys, which were dll denominuted
in Hong Kony dollurs, umounted to aubout HKS$1,171 million
with some HK$383 million repuyuble within one year und
some HKS$788 million repuyuble ufter one yeur, Cush
bulunce umounted to upproximutely HKS590 million.

As ut the yeur end, uround 66% of the Group’s totul
borrowings, including the 6% secured convertible
redeemuble note und the other louns, were ut fixed interest
rates. The Group’s yeuring ratio decreused to 0.46 which is
culculuted bused on the totul borrowings of HK$1,171 million
und the Group’s shureholders’ funds of HK$2,561 million.

NUMBER OF EMPLOYEES, REMUNERATION
POLICIES AND SHARE OPTION SCHEME

Includiny the directors of the Group, us at 31st March,
2001, the Group (hot includiny those employed by
Downer) employed u totdl of 1,870 full-time employees.
Remunerution puckuyes comprised sulury und yeur-end
bonuses bused on individuul merits. No shure options
were yrunted or exercised during the yeuar.

CONTINGENT LIABILITIES

As ut the yeur end, the Group hus contingent liubilities
in respect of outstundihy performunce bonds on
construction contructs und guuruntees ygiven to bunks
und finuncial institutions on generul bunking fucilities
grunted to ussociutes und u jointly controlled entity of
HK$599 million und HK$88 million respectively.

PLEDGE OF ASSETS

As ut the yeur end, certuin of the Group’s properties,
investment securities und debtors with un ugygregute
vulue of upproximutely HK$2,489 million und its benefits
under certuin
construction
contructs, have
been pledyed to
bunks, finunciul
institutions und
lenders to secure
genherul credit
fucilities granted to
the Group.
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MAJOR EVENTS

Disposal of Property Interest
In June 2000, the Group completed the disposul of the

Unhicon factory situated in Yuen Lony for u consideration
of HK$150 million.

Acquisition of Subsidiaries
In June und July 2000, Downer ucyuired ConnhecTel Limited

from Telecom Corporution of New Zeulund und Downher
Connect Pty Limited from ERG Limited of Australiu,

The ucquisition of ConnecTel Limited mude Downer the
largest telecommunicution muintenance, design and
build service provider in New Zeulund. Dowher Conhect
Pty Limited wulso provides u wide runhye of
telecommunicutions infrastructure services in Australia
und New Zeulund. With u combined staff and workforce
in excess of 1,000 und un excellent skill buse, these two
compunies will provide u strony operution buse for
Downer’s telecommunicution business.

As a result of the fransaction, ERG Limited becume d
substantiul shareholder of Dowher which is expected to
have lony term strateyic benefits for both groups.

Rollingstock by EDI Rail

Mining operations of
Roche Mining

Road maintenance by Works Infrastructure

Telecommunications

Drilling services of
Century Drilling

infrastructure
services by Downer
Engineering
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Acquisition of 17.45% Equity Interest in China Strategic
Holdings Limited

In October 2000, u Compuny’s subsidiury acyuired 17.45%
eqyuity interest in China Strateyic Holdinys Limited (*Chinu
Struteyic”) for HK$643,520,000. The strutegic investment in
Chinu Struteyic is to provide the Group with un opportunity
to diversify interests for cupital appreciation.

Dilution of Interest in Downer

In November 2000, Downer had mude u voluntury
conditiondl securities exchange offer (*Offer”) to acqyuire
the remuining 90.5% equity interest in Evans Deukin Industries
Limited ("EDI"). Upon completion of the Offer, the Group’s
eqyuity interest in Downer wus reduced to 44.6% us ut 31st
March, 2001 und the Group remuins the single largest
shareholder of Downer. Downer subsequently chunyged ifs
nume from Dowher Group Limited to Downer EDI Limited.
The listing position of Downer continued onh the Australian
Stock Exchunyge with its stock code chunyged from DGL.AU
to DOW.AU. Downer dlso became u S&P/ASX 200 index
stock.

EDI is principully enguyged in the desigh, munufacture und
muintenance of ruilway rollingstock and sugar milling
eyuipment und the munufucture of mechunicul und
electricul plunt und crushing und fine paurticle sepuration
eyuipment throughout Austrulia and other international
locutions. In uddition, EDI ulso undertukes ruilway, power
utility and telecommunicution muintenunce services
throughout Australia, EDI is ulso enguyged in heuvy steel
custing activities as well us manufacturing of roller doors.
The ucquisition will enhance the investment value in Downer.

Headquarters of
Hongkong Electric,
Hong Kong

Yau Tong Estate
Phase 1, Hong Kong

Fu Tai Estate, Tuen Mun,
Hong Kong
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SECURITIES IN ISSUE

During the yeur, un uggreyute of 12,373,289 shures were
issued by way of scrip dividend.

As ut the yeur end, there were 992,488,392 shures in issue
und outstunding shure options over u totul of 54,449,206
shares. The 2001 5% convertible bonds aund the 2001 5.5%
convertible bonds were repuid during the year while
outfstanding umount of the secured convertible redeemauble
note remuined ut HK$450,000,000. Subscription price
remuined ut HK$0.6048 und HKS$0.5552 for the share options
over 38,349,206 shures und 16,100,000 shures respectively
und the shure options over 43,145,088 shares ut subscription
price of HK$3.3042 expired during the yeur.

FINAL DIVIDEND

The bourd of directors hus resolved to recommend the
puyment of u findl dividend of 1 cent per shure for the yeur
ended 31st Murch, 2001 (2000: 1 cent per shure) to
shureholders whose humes uppeur on the Compuny’s
reyister of members us ut the close of business on 10th
October, 2001. The finul dividend is expected to be puid to
shareholders by post on or uround 14th December, 2001.

The bourd of directors hus ulso proposed thut the final
dividend should be sutisfied by way of u scrip dividend of
shares, with aun option to elect cush in respect of purt or dll
of such dividend. The murket vdlue of the shures to be
issued under the scrip dividend proposul will be fixed by
reference to the averuyge of the closinyg prices of the
Compuny’s shures for the three conhsecutive frading duys
ending 10th October, 2001 less a discount of five per cent.
of such uveruye price or the pur value of shares, whichever
is the higher. The proposed scrip dividend is conditionadl
upon The Stock Exchaunye of Hony Kony Limited ("Stock
Exchanyge”) granting listing of, und permission to dedl in,
the new shures to be
issued und the pussiny
ut the forthcominy
unhuul geherul
meetinyg of the
Compuny of un
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Tsing Wang Court, Tsing Yi,
Hong Kong
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ordinary resolution to upprove the findl dividend. A circular
giviny full detdils of the scrip dividend proposul und u form
of election will be sent to shareholders.

PURCHASE, SALE OR REDEMPTION OF THE
COMPANY’S LISTED SECURITIES

During the year ended 31st Murch, 2001, the Group
repurchused the 2001 5% convertible bonds und the 2001
5.5% convertible bonds in the uyygreyute hominal umount
of US$31,415,000 und US$4,150,000 ut the ugyreyute price
of US$30,693,000 und US$4,705,000 respectively. The
outstundiny bulance of the 2001 5% convertible bonds
and the 2001 5.5% convertible bonds of par value of
US$63,710,000 und US$33,560,000 respectively were
redeemed by the Group during the yedaur.

Suve us uforesuid, there were ho purchuses, sules or
redemptions by the Compuny, or uny of its subsidiuries,
of the Compuny’s listed securities.

OUTLOOK

Although the results of the Group in this year haud been
uffected by losses arising from disposul of the shure
portfolio, deemed disposul of intferest in Downer urisinyg
from various ucquisitions und unsutisfuctory commercial
settflement on certuin mujor civil enygineering contracts,
these losses were mostly capital in hature und more
importantly, hon-recurring.

Harbourfront Landmark, Hunghom, Hong Kong

CHAIRMAN'’S STATEMENT continvea)

Contructs on hand remuins udeyuute and stuble with
operutions performing well. A subsidiary of the Group
beiny selected us one of the six Hony Kony Housiny
Authority’s Premier Leugue Contructors gives us the
advuntuyge in securing public housing projects. While the
construction murket in the cominy yeur is not expected
to improve much in view of the slow recovery of the
econhomy of Hohy Kony, the Disneylund Theme Purk
project und the ussociuted infrastructure und hotel
development will provide business opportunities to the
Group’s contracting operution. Beijing’s successful bid
to host the 2008 Olympic Gumes und Chinu’s expected
entry to World Trude Organisation will stimulate China’s
econhomic ygrowth, and the Group, which hus lony
estublishment in Chihu, would benefit from them. In
addition, the Group’s diversified businesses and
investments, including property und hotel businesses und
investments in Downer, Chinu Strateygic und Icfox will
contfinue to enhunce the Group’s ubility to muintain o
stable income sftreum und creute new business
opportunities.

The Group will continue to follow this business und
investment diversification strateyy, togyether with its
diversified technicul cupubilities, low yeuring levels und
a stuble income streum, is expected to cupture new
opportunities und poised to meet the chullenyes uheud.

APPRECIATION

On behulf of the bourd of directors, | would like to tuke
this opportunity to express my uppreciution to the
shareholders for their support, fo the manugement und
stuff for their dedicuted efforts und to our clients,
consultunts und purthers for dll their valuuble ussistunce
offered during this pust yeur,

Chan Kwok Keung, Charles
Chuirmaun

Hony Kony, 14th July, 2001
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