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Management Discussion and Analysis

Financial Review

Performance

The operating results of the 2001 financial year reflected the
state of the market we competed and the effects of
management actions we took. It was a challenging year for
the Group financially. The Group’s profit attributable to
shareholders declined 25% to $120.9 million (2000: $160.8
million), largely due to the significant, albeit necessary,
increase in operating expenses. Earnings per share fell by
25% to $0.12 in 2001 (2000: $0.16).

Revenue

New projects such as Gallopade Park South Court, Huanan
New City and Pleasant View Garden were put into the
market in late 2001. This had an impact on revenue.
Turnover marginally declined 2% to $1,171 million (2000:
$1,198 million). This, however, took no account of the
turnover amounting to $91.7 million from a jointly

controlled entity in which the Group has a 40% interest.

Throughout the year, the Group carried out its operating
activities predominantly in Guangzhou, China, and in three
business segments, namely property development, property

investment and property management.
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Direct Costs

Prudent controls over costs, yet without compromising
on quality, enhanced the gross profit margin by 2.4%
and reduced the cost-to-turnover ratio from 69.2% in 2000
to 66.8% in 2001.

Operating Expenses

Market competition continuously required greater resources
on sales-promotions, particularly for new projects. As a result,
selling and marketing expenses grew by 38%, or $34.9 million,
to $126.2 million (2000: $91.3 million). The sales performance
achieved enabled the Group to maintain a leading position in

the Guangzhou property market.

General and administrative expenses rose to $57.1
million, an increase of 29%, or $13.0 million, over the
previous year. Following the full operation of new
projects, more staff were recruited. The increase by 37%
in staff number led to a significant rise in staff costs and

staff-related and business expenditures.

Control on spending has always been tight and the vigour
will continue to run the Group’s businesses as efficiently

and cost-effectively as possible.

Financial Position

As at 31st December, 2001, total assets of the Group
amounted to $5,627 million whilst total liabilities (excluding
minority interests) were $3,193 million, representing an
increase of $1,143 million and $1,021 million respectively
over the previous year. The increase in total assets mainly
reflected the effects of additional investments made in
property projects under development whereas the increase
in total liabilities was primarily caused by greater

borrowings and larger payables.
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Liquidity and Borrowings

As at 31st December, 2001, the Group had cash and
short-term bank deposits amounting to $474 million, of
which $110 million were pledged as collateral for the
Group’s banking facilities. Total borrowings stood at
$1,583 million, representing an increase of 60% or $590

million following investment in new development projects.

The Group’s outstanding bank loans and borrowings at
31st December, 2001, being secured and denominated

in Renminbi, were repayable as follows:

Million $
Within 1 year 915.8 65.5%
After 1 year but within 2 years 311.2 22.3%
After 2 years but within 3 years 171.4 12.2%

The Group’s net borrowing levels increased by $447
million to $1,109 million at 31st December, 2001.

Gearing, measured by net borrowings as a percentage of
shareholders’ equity, increased from 30.7% last year to
49.2% this year and yet remained within the debt capacity
of the Group. Profit from operations for the year under
review covered 3.0 times of the net interest expense before
capitalization, as compared to 6.9 times for the previous

year.

Charges on Assets

As at 31st December, 2001, certain assets of the Group
with an aggregate carrying value of $2,044 million (2000:
$1,261 million) were pledged to secure bank loan
facilities used by subsidiaries, a jointly controlled entity

and a related company.
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Contingent Liabilities

As at 31st December, 2001, the Group provided

guarantees to banks for:

- mortgage facilities granted to the buyers of the
Group’s properties amounted to $288 million
(2000: $1,315 million); and

- loan borrowed by an associate amounted to $10
million (2000: $11 million).

In addition, the Group had contingent liabilities of
approximately $38 million (2000: Nil) in respect of its
obligation to Mainland China land appreciation tax,
details of which are set out in Note 7.c to the

accompanying financial statements.

Capital Commitments

With the advent of new development projects, the
Group’s capital commitments in respect of land and
property construction costs, which were authorised and
contracted for, rose to $2,072 million at 31st December,
2001 (2000: $202 million). It is expected that where
pre-sales are in progress, proceeds generated together
with appropriate bank borrowings will be sufficient to

fund these capital expenditure needs by stages.
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