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Management Discussion and Analysis

Operating Environment

In 2001, Beijing demonstrated a buoyant development in its property
market. Development and investment amount rose by 50.1% from the
previous year. The investment amount of the property market in Beijing is
the most sizeable in the People’s Republic of China (“PRC"). The
commodity housing market in Beijing was active as a whole with supply
and demand both in the growth track. Nevertheless, the residential market
was outstripped by over-supply resulting in slowing sales. In the light of
the PRC's successful bid for the hosting of the 2008 Olympic Games and
its accession into WTO, residential sales were active in the first half of

2001 but then slowed down in the second half of the year.

Stimulated by favourable factors including the hosting of Olympic Games
2008 and entry into the WTO, growth was shown in the overall Beijing’s
property lease market. Rental rates and occupancy rates of grade-A offices
in Beijing dropped in the second half of the year but remained active for
the whole year since 2000. The environment of the commercial property
market in the Asian Games Village was revived. Average rental rates
remained stable with modest growth while occupancy rates were
maintained at relatively high levels. The apartment market made a gradual
recovery after several years of downturn. Despite the slight decrease in
rental rates, occupancy rates climbed resulting in higher economies of

scale.
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Operational Review

In 2001, the macroeconomic condition was favourable but, at the same
time, competition of the industry intensified. The Group upheld market-
led and efficiency-oriented strategies to achieve better results in its core
businesses, namely, investment property, development property and

commercial development.

¢ Investment Properties
Apartments

Based on the development trend of the Beijing property market
as well as the characteristics of the Asian Games Village, the
Group adopted proactive and flexible sales strategy by market
segmentation and improvement of the hardware equipments of
its existing properties. These helped to maintain and expand the

market share of the Group.

To cater to the needs of long-term tenants, Hui Yuan International
Apartment effectively retained its long-term tenants by
restructuring the accommodation and refurnishing the
apartments in phases. Through the establishment of “service
apartment membership” model together with sales promotion
strategies such as an e-commerce platform enabling on-line
bookings of short-term clients, it secured a stable group of short-
term tenants. As a result, room rates remained constant while

the average occupancy rate grew by 7% over the last year.

Annual Report 2001 e BEIJING NORTH STAR COMPANY LIMITED
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Hui Yuan Apartment not only succeeded in maintaining its long-
term tenants base, but also stepped up its effort to grasp the
market for tenants of business stay and conference guests,
accommodating guests of 20 large-scale conferences during the
year. The apartment achieved an occupancy rate of 80% in 2001,
representing a 10% growth when compared to the previous year.
Upon its redevelopment into the Asian Games Village Hotel, Hui
Yuan Apartment Block A attained an annual occupancy rate of
over 80% during the year, representing a 50% growth before

the redevelopment.
Offices

In its first year of operation, the occupancy rate of Hui Xin Office
jumped from zero percent at the start of the year to 93% by the
year end. The average room rate was higher than the average

rental rates of the Grade-A offices in Beijing.

Taking advantage of the steady development of the office leasing
market in Beijing, Hui Bin Office raised the rentals for tenancy
renewals and paid more efforts in exploring new client sources.
Its occupancy rate reached 95.6% with the average rental up

4% from the last year.

A total of 227 international and domestic conferences including
the International Paediatrics Conference and the International
Publishing Conference were held at Beijing International
Convention Centre, recording a utilization rate of 86%.
Occupancy rate and rentals of the office were also maintained at

higher levels.
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Hotel and Entertainment

In face of intensifying competition aggravated by the 911 incident
which battered the tourism industry, Beijing Continental Grand
Hotel made a number of initiatives to retain clients. These
initiatives included pricing, provision of specialty food and
beverage and large-scale public relations events. Redevelopment
of some office spaces into function rooms was also carried out
to compliment the inadequate convention facilities of the hotel.
Through these measures, the hotel managed to reach an annual

occupancy rate of 70%.

After more than 10 years of operation, the facilities of Beijing
Recreation Centre became so outdated to face the fierce
competition of the entertainment industry. Hence, the Group
decided to close Beijing Recreation Centre for redevelopment in
September 2001. Before its closure, the management made
appropriate arrangements for the reallocation of its staff and
proper disposal of assets to allow smooth transition into the

redevelopment phase.

Development Properties

The Group established Beijing North Star Land Company (4t 5
bR &5 A &) " Beijing North Star Land”) in April 2001 to take
up the development and operation functions of the Group’s
development properties. Beijing North Star Real Estate
Development Company Ltd. (Jt it REHERERG AR A
7]"Beijing North Star Real Estate Development”) was no longer
responsible for property development projects of the listed
company. As a result, it shifted its focus on the sales of inventory

and search for new projects.
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Through its intensive efforts in the introduction of a project
manager-based accountability system, cost control mechanism,
staff incentive scheme and human resources system, Beijing North
Star Land was able to promptly develop in the right track. In
2001, Beijing North Star Land finished the development plan of
a total site area of 215,000 square metres of Green Garden Phase
Il as scheduled. In the meantime, it finished the completion reports
for Green Garden Phase | and Hui Xin Offices projects. According
to the changes of market needs, the overall design of the
residential area of Green Garden was adjusted. Aggregated sales
of Green Garden Phase | and Hui Xin Apartment were 80% and
90% respectively. Green Garden, in particular, was voted among
the top 50 of “Stars of Property Developments in Beijing” by
“Beijing Youth Daily” and “Beijing Evening News".

Beijing North Star Real Estate Development, in accordance with
its new duties and positioning, strived to promote sales of the
inventory and actively seek new projects. In 2001, through
verification, comparison and screening of 10 pre-selected projects,
it acquired a land site with a total construction area of 158,000
square metres to increase the land bank of the Group. Planning
proposal of Jiang Zhuang Hu Garden Villas was completed after
bidding and was submitted for approval. Since the design was
assigned to a foreign firm, a longer lead-time was required and
the modified design proposal needed re-approval by the relevant
authorities. As a result, the timetable of the commencement of
the project was adjusted. In addition, Beijing North Star Real
Estate Development promoted inventory sales and kicked off the

overall redevelopment project of Kerrie Plaza in 2001.
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Shopping Centre

Facing the growing competition from new shopping malls in the
Asian Games Village in 2001, Bei Chen Shopping Centre
proactively adjusted its product mix and employed competitive
pricing strategy as well as sales and promotion tactics to secure
a higher market share. Profit amounted to Rmb55,433,000, up
by 35.5% from the last year. Sales revenue per square metre and
profitability per capita continued to rank first in Beijing. It had
achieved an annual profit growth rate of more than 33% for

three consecutive years.

Property Management

By the end of 2001, the total area of property under the
management of Xin He Property Management Company Limited
amounted to 450,000 square metres. The company was
accredited as the top model estate in the preliminary assessment
by the Ministry of Construction. It also ranked first in the
“Recommendation of China’s Leading Property Management
Enterprises” published by the China Real Estate Association (FF
BEHERS) .

Xin Cheng Property Management Company Limited was awarded
the Certificate of Quality Property Management by the Ministry
of Construction in 2001 and became one of the first 40

companies granted with certificate of this kind in the PRC.
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Information Technology

Beijing North Star Dong Ruan Information Technology Company
Limited (JbREFEBEMAR AT, formerly known as
Beijing North Star Dongdai Aher Information Technology
Company Limited) placed more emphasis in market expansion.
In 2001, it was awarded several contracts including the first phase
of “Back-Up System Against Disaster and Error( & A # £ 4%)
" project of Beijing Public Security Bureau. Contract revenue
recorded a remarkable year-on-year growth of 93% and the

company turned profitable for the first year.
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Prospects for Year 2002

Development Trend Analysis

The development of the Beijing property market relies on the overall
growth of the Beijing economy. The Beijing economy has achieved a
double-digit growth for three consecutive years with its inland revenue
rising over 20% in the seventh straight year. Gross National Product (GNP)
per capita has made a record high of US$3,000. GNP of Beijing is expected
to record a growth rate of 9%. Urban dispensable income per capita is
forecasted to record an actual growth rate of over 5% while rural
dispensable income per capita is forecasted to have a growth rate of 6%.
Both the increasingly sound financial position of Beijing and its overall
economic growth formed the cornerstone and strong support for the
continuous growth of the capital’s real estate market. In 2002, Beijing
will further expand the development and investment amount of its real
estate market. Property and real estate market in Beijing are embracing

brighter prospects and opportunities.

Opportunities of WTO

The year of 2002 is the first year of the PRC’s entry into WTO. It brings
broad and deep impacts to the economic and social development of
Beijing. As the PRC's commitment to the WTO materializes, the domestic
market will further open to attract both local and foreign institutions and
investors to reside in Beijing, boosting the demand of property lease and
real estate market in the city. Meanwhile, more and more investment will
be channeled to Beijing, especially leading property developers from Hong
Kong, Macau, Taiwan and elsewhere around the world, which will
introduce to the city their expertise in design, management, sales and
advertising, as well as applications of new construction materials. These
will speed up Beijing’s reforms in real estate sector and also accelerate its

process of rationalization, standardization and market-driven operations.
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Opportunities of Olympic Games

The year of 2002 is the first year of commencement for the Beijing’s
preparation in hosting the Olympic Games 2008. Beijing will grasp every
opportunities that Olympic Games 2008 brings to the city. With its motto
“New Beijing, Great Olympics"”, Olympics fosters urban development while
urban development bolsters Olympics. In 2002, the Beijing municipal
government will accelerate its infrastructure development plans in relation
to Olympics. In the next few years, the Beijing municipal government will
spend enormous efforts in construction of infrastructure developments.
It will continue to invest in the construction of Fifth Ring Road and Sixth
Ring Road, reconstruction of 140-kilometer subways and 300-kilometer
expressways. It will also complete the construction and redevelopment
of Olympic Green and 32 Olympic venues. In addition, there will also be
construction of numerous transportation, telecommunication and public

facilities. All these Olympics projects will propel the development of

Beijing’s real estate industry.

Opportunities of Government Policy

In 2002, commercial banks reduced interest rates for both deposits and
loans. In addition, interest rates of housing pension fund loan have also
been significantly reduced. The Beijing municipal government has been,
proactively and steadily, proceeding with its monetisation policy of the
real estate sector. The other policies include the recently introduced
enterprise housing monetisation, low-rent housing policy, the soon-to-
be-launched monetisation policy of administrative-related housing, which
will facilitate the development of the second and third-tier markets as
well as speed up the redevelopment of old urban residential quarters.
These policies will also establish the first-tier land market, facilitate the
rational transaction flows of collectively owned land plots and boost the

property development of the capital city.
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Opportunities of the Market

In 2002, national administrative units will continue to raise employee
wages. As individual income increases, there are urgent needs for better
living quality, which is favorable for pushing up the development of the
real estate sector. There are 47% of the Beijing households which have
not met the housing redevelopment standards while 9% of which do

not own any flat, representing great potential for housing demand.

Challenges Ahead

Apart from the opportunities arising from the entry of WTO and successful
bidding of hosting the Olympic Games 2008, the Group is well aware of

the challenges down the road.

First of all, the PRC’s admission into the WTO and the successful bidding
of hosting the Olympic Games 2008 have stimulated massive investment
in Beijing from foreign enterprises and investors, making Beijing as the
investment hub for large-scale property projects of both local and foreign
developers. Competition of land resources is fierce. Under the immature
land market of Beijing, acquisition of land with growth potential at
reasonable prices has become the foremost problem to be solved by

developers.

Apart from that, the scale of development in real estates continues to
grow. In particular, the plentiful supply of middle-to-high end properties

has exacerbated the imbalance of the supply-demand situation.
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In 2001, total floor area of newly-commenced residential projects increased
66% from a year earlier. By the end of 2001, the total floor area of
unoccupied commodity flats amounted to 7.74 million square metres,
up by 23% on a yearly basis. The supply surplus in the residential market
has brought great challenges to the sales and leases of property

developments.

Moreover, in an attempt to curb the surging housing prices and lessen
the structural imbalance of the property market, the Beijing municipal
government has taken various measures to cap housing prices. Amongst
which, the municipal government pays great efforts in the construction
of economy flats, making it a long-term and persistent policy. In 2002,
there will be 3 million square metres of newly developed economy flats
and 2 million square metres scheduled to be completed during the year.
The large-scale construction of economy flats is expected to cool down
the overall property market in Beijing, further narrowing profit margins

in the overall property lease and development markets.

Accession into the WTO allows the commercial development of Beijing
to continue its rapid development. Meanwhile, foreign department store
giants tap into the local retail market resulting in intensified competition.
New operation models are emerging that require commercial expertise
and know-how. Business networks and market capacity are expanding
at an unprecedented pace. Small private businesses will face increasing
challenges from the multinationals. Mergers and acquisitions among

enterprises will be inevitable.
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Operating Strategy

Given the favorable market condition as a whole, opportunities outweigh
challenges. The Group will fetch the opportunities and actively embrace

the challenges ahead.

Investment Properties

To meet the infrastructural development of Olympics and challenges in the
wake of the PRC’s entry into the WTO, the Group will speed up the
redevelopment and adjustment of investment properties to continuously
upgrade the integrated service functions of the Asian Games Village in
2002 in order to revamp its relatively old facilities when compared with
those new buildings located in the CBD, Zhongguancun and Finance Street
(£ R AT ). Within three to five years’ time, the Group will enhance the
branding of the Asian Games Village. Through various measures including
formation of joint ventures, acquisition and purchasing controlling stakes
of companies, the Group will expand its operating scale of investment
properties so as to attain higher economies of scale. We aim at increasing
the scale and upgrading the quality of properties in Asian Games Village.
This will not only uplift the standard but also enhance the value of the

properties in northern Beijing in general.

Redevelopment of Beijing Recreation Centre into Bei Cheng Building will
soon commence in 2002. A new premium office building will replace the
recreation centre. The total gross floor will be 180,000 square metres
and the height will be 180 metres. The building will be equipped with
commercial complex, restaurants, entertainment and fitness facilities to
uplift the standards of the Asian Games Village properties, making it the
landmark of the Village. Preparatory works such as approval of planning
and design proposal, site investigation, road, main water and electricity
supply as well as site formation are scheduled to be completed within
2002 to meet the target of commencing the construction by the end of

this year.
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After comprehensive verification and open tenders, redevelopment works
of the East Wing of Continental Grand Hotel will commence in March
2002. By the end of the year, the major construction of the project and

part of the installations of facilities are expected to complete.

Upon its redevelopment into service apartments, Block N of Hui Yuan
International Apartment will soon commence operations. In this year,
Blocks M and P will also undergo structural reconstruction to attract tourist

customers.

International Convention Centre will be partially refurbished this year, so
as to raise its reception capacity for both local and overseas large-scale

conventions.

Development Properties

The Group will escalate the pace of property development through
increasing development area, strengthening sales strategy, replenishment
of land bank and active participation in the Olympic projects. Leveraging
on the development properties as our core assets, the Group will further

extend its market share in the property development market.

Property development of the Group will be focused on Olympic Village,
green belt areas and the development projects along the city’s light railway.
The Group will accelerate the pace of identification and development of
new projects and quality land reserves, targeting to win two to three
new projects every year. This will pave the way for the Group’s continuous

development.
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Based on the construction of a total site area of 200,000 square metres
in 2001, Green Garden targets to start new development of 300,000
square metres in 2002. While actively promoting the sales of unsold flats,
pre-sales will be pushed through in order to attain a sales target of 40%
units of Blocks A, B and C in the second phase. The construction of the
remaining blocks of the second phase are scheduled to complete by the
end of the third quarter of this year. Planning proposal and ancillary
facilities of the central garden will obtain approval soon. It aims at

completing the clearing and settlement of the site by 2002.

After the completion of preparation works including market analysis,
product positioning together with planning and design, the newly acquired
high-class villa on Jing Shun Road, with a site area of 158,000 square
metres, is targeted to commence construction by the end of 2002. Jiang
Zhuang Hu Garden Villas project is expected to commence construction

in April 2002.

The year of 2002 is the first year of commencement for Beijing’s Olympic
projects. Capitilizing on its competitive advantages, the Group will actively
pursue in the construction of Olympics projects which are beneficial to

shareholders to bolster its own corporate development.

Shopping Centre

Faced with the rising competition, Bei Chen Shopping Centre will continue
to uphold “customer satisfaction project” as the core of its whole
operation in 2002. The Centre will further fine-tune its product mix,
continue with its competitive pricing strategy, improve sales strategy,
maintain and expand its market share. By doing so, the Centre will make
every endeavour to maintain its leading position in terms of various
indicators such as turnover, sales revenue per square metre and profitability
per capita. Building on the solid foundation of outstanding performance
as a single complex, the Centre will seek opportunities to expand its
market. It will also follow our Group’s rapid expansion strategy by capital

utilization in a timely manner.
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Internal Management

In 2002, the Group will adjust and optimize its business development
strategy. This will be achieved by dedicating more research efforts on
development plans, inviting experts to participate in verification for the
exchange of constructive ideas so as to come up with operation strategies
which suit the Group’s future development. The Group will enhance the
reform on its internal management system, devise and improve various
regulatory rules, strengthen corporate governance and raise the standards
of scientific operations. It will also refine its financial surveillance system,
implement chief accountants appointment system, enforce financial
control of its subsidiaries and associate companies. Moreover, it will uphold
the principle of fair competition to recruit the best management expertise.
Regulatory rules, scientific and reasonable remuneration system will be

introduced to increase efficiency of staff deployment.

In the year of 2002, the Group’s management will, together with all the
staff, continue to dedicate themselves to work diligently and bring

satisfactory results to the shareholders.



