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ANALYSIS OF THE GROUP’S PERFORMANCE
The Group’s turnover for the year ended 31st December, 2001 fotuled HKS$3.234 billion,
representing un increuse of 2.4% from HK$3.158 billion over the lust year, During the yeur of
2001, the revehue generuted from hewspuper publication und from the trading of Chinese
aund western pharmaceuticul products become hew sources of income for the Group which
were uccounted for the increuse in revenue.

The Group’s uudited consolidated loss attributable to shareholders for the year ended 31st
December, 2001 umounted to HK$598.7 million, representing u decreuse of upproximautely
18.1% from HKS$730.7 million recorded in lust year, The losses incurred was mainly attributable
to the provision for impuirment and revuluation losses on toll highway and investment
properties, operuting losses in the Group’s tire operations, hewspuper publishing as well us
provision for diminution in value of investments.

LIQUIDITY AND FINANCIAL RESOURCES

During the yeur of 2001, the Group finunced its operations through cush gyenerated from itfs
business uctivities, bunking fucilities provided by its bunkers und disposing of under-performing
investments,

The Group’s short ferm borrowing hus been reduced from HK$1,352 million as at 31st
December, 2000 to upproximautely HK$922 million us ut 31st December, 2001. Lony-term
borrowing hus been decreused from HK$595 million us ut 31st December, 2000 fo
dpproximately HK$593 million us ut 31st December, 2001. As u result, the Group’s totul
borrowing hus been reduced from HKS$1,947 million us ut 31st December, 2000 to
upproximately HKS1,515 million us ut 31st December, 2001 representing u decreuse of 22.2%.
The yeuring rutio, culculuted to the ftotal lony term borrowing divided by totul shareholders
funds increused from 0.209 to 0.267.

Cush und bunk bulunces umounted to upproximutely HKS745 million (2000: HKS$885 million),
most of which were denominuted in Hohy Kony dollurs ,US dollurs, Austruliun dollars und
Renminbi. The Compuny wus hot exposed to uny muteriaul exchunyge rute fluctuution duriny
the yeuar under review.



ALYSIS

COMMENTS ON SEGMENTAL INFORMATION AND SIGNIFICANT INVESTMENTS

China Enterprises Limited

For the period under review, China Enterprises Limited ("Chinu Enterprises”), a subsidiary of
the Compuny listed in the New York Stock Exchunhyge reported that persistent competition
und touygh operating conditions depressed overall results for the yeuar. Tire prices in Chinu
declined by approximately 3-5% despite soften raw materiul prices. Despite the ubove,
China Enterprises munuayed to increuse revenue by RMBO0.4 billion to RMB2.7 billion for the
yeur (2000: RMB2.3 billion). This wus muinly due to increused sules volume especially for
domestic radiul tires due to the ubolishment of the 10% conhsumption tax effect starting from
1st Junuury, 2001. Huhygzhou Zhouyce Rubber Co., Ltd ("Hunyzhou Fuctory”) continued to
be the best performer und recorded u 29% increuse in its revenue to RMB2.06 billion us u
result of increused sules volume. Hangzhou Factory achieved net income of RMB53.5 million
for the year 2001 compured to a het loss of RMB1.6 million last year mainly due to better
profit muryin uchieved. The Yinchuun C.S.I. (Greut Wull) Rubber Co., Ltd incurred u het loss
of RMB162.2 million in the year 2001 compured to a het loss of RMB47.8 million in 2000 wus
primarily due tfo the neyative marygin, and the increuse in yenherul provision for doubtful
debts und trunsportution expenses.

Loss before tuxution und minority interests wus RMB97.9 million (2000: RMB76.7 million) und
net loss ufter fax and minority inferest was RMB50.3 million for the year (2000: RMB58.2
million). During the year, Chinu Enterprises decided to dispose of its entire interest in Double
Hauppiness Tyre Industries Compuny Limited, u 55% subsidiury of the Compuny which wus
deemed non-performing und written off to the income statement. As d result, consoliduted
het loss of Chinu Enterprises wus RMB135.4 million for the yeur ended 31st December, 2001
(2000: RMB 79.4 million).

In the fourth quarter of 2001, Chinu Enterprises received notification from the New York Stock
Exchaunyge ("NYSE”) that Chinu Enterprises fuiled to muintain a minimum total average market
cupitalization of USS15 million over a consecutive 30 trading-day period. A business plan
wus submitted to the NYSE in eurly 2002 that outlined China Enterprises’ plan fo comply with
the listing requirement. Chinu Enterprise will be subject fo un 18-month monitoring period by
the NYSE. There is ho ussurunce thut the NYSE will uccept the plan und decide to ullow
Chinu Enterprises to remuin listed. In the event thut China Enterprises’ shares ceuse to be
listed on the NYSE, Chinu Enterprises will consider un ulternutive listing venue.

China Land Group Limited
During the yeuar, Chinu Land Group Limited ("Chinha Land”) reported turhover of approximately
HKS114.9 million when compured to lust year’'s figure of approximately HK$69.7 million. The
increuse wus muinly attributuble to sule of properties in both Hohyg Kony and the People’s
Republic of Chinu (the “PRC").
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Chinu Land reported u net loss of HK$394 million in 2001 compured to u net loss of HKS583
million in 2000. The operuting loss for the yeur included provisions mude for revuluution
deficits of the toll roud, investment properties, diminution in value of properties und investment
securities totaling HK$S508 million, after consideration of various underlying conditions of Chinu
Land’s ussets. The loss for the yeur before making provisions was HKS33 million.

Burring unforseeuble circumstances, China Land does hot anticipate any further significant
provisions for impairment and revaluation losses in the cominyg yeuar,

The yeur under review wus un eventful year fo China, The economy of Chinu wus stimulated
by its uccession to the World Trade Orygunization und the exciting news that the 2008 Olympic
Gumes will be held in Beijing. China Land wus euger to increuse its recurring income. The
construction works of Chinu Lund’s project in Guunyzhou were resumed with u view to
increuse the rentul income from Chinu Land’s leusing business. The construction works of the
toll roud project in Shenzhen were substuntiully completed ut the end of yeur 2001. It is
expected thut Shenhzhen Highway and Paul Y. Plaza will conftribute significant recurring income
tfo Chinu Land in the forthcominyg yeuars. In July 2001, China Luhd wus successful in ruising
funhds through the placing and subscription of hew shares.

Australia Net.Com Limited

Austrulia Net.Com Limited (*ANC"), un Ausfruliu Stock Exchunye listed subsidiury, recorded
u consoliduted loss ufter income tux of AS11,470,299 compured with u consoliduted profit
after income tux of A$1,076,988 for the precediny yeur. During the yeuar, the directors of
ANC continued to look ut sfrateyic investment opporfunities with d view to recupitulising
ANC. Unfortunutely ho investments were identified that were sutisfied fo meet the vision for
the future of ANC. Given the substuntiul finunciul resources of ANC, the directors of ANC ure
confident that a suitable investment opportunity will ultimately be identified.

Tung Fong Hung Investment Limited (“Tung Fong Hung”)
Tuny Fony Hunhy, u wholly-owhed subsidiury of the Compuny since November 2001, hus
been pluying un uctive role in the modernisution of Chinese medicine. Throuygh setting up
fuctory fucilities in Zhonygshun und Tui Po, Tuny Fohy Huhyg's munufucturing facilities are
udvunced to "Good Munufucturing Prauctice” (GMP) stundurd for the munufucturing of
heulth food und western pharmuceutical products. This is u break-through that will leud
Tuny Fony Huny to the internationul murket. With greut effort und vision to commerciulise
und modernise its products in the medicine industry in the local und infernational market,
Tuny Fony Huhy ulso uctively tukes purt in clinicul reseurches, internutionul conferences
and exhibitions, sponsorships und joint scientific research projects.



Tuny Fonyg Huny is working diligently in developing hew products. "Chien-Ti-Qihg-Hui-Wan
(CTW)”, u herbul heulth products munufuctured by Tuny Fony Huny which is un ideul heulth
product for slimminyg, mMuinfaining gyood heudlth and cleunsing the bowels, becomes u hot
seller in the yeur. Internationul experts and authoritative research institutes are engyuyed o
verify the therapeutic functions of CTW, ull with positive results.

With effective well selected sules channel, Tung Fong Hunhg has extended ifs retailing business
network to nedarly 100 outlets spreuding around Hony Kony, mainland China, Taiwan, Canadu
aund Sihgupore.

MATERIAL ACQUISITIONS AND DISPOSALS

In April, 2001, the Compuny unhounced the consolidution for every ten issued und unissued
shures into one consoliduted shure (the "Consoliduted Shure”) und reduction of the hominul
vulue of euch of the issued und unissued Consoliduted Shares from HK$1.00 to HKS0.10 (the
“"Cupitul Reduction”) (collectively the “Cupitul Reorygyunisution”). The petition for the
confirmation of the Cupitul Reduction was heard by the Court on Tuesduy, 31st July, 2001.
The Cupital Reorgunisution wus effective from 10th August, 2001,

On 18th Muy, 2001, the Compuny and Star East Holdings Limited (“Star East”) entered intfo u
conditionul ugreement with Uplund Profits Limited, u wholly-owned subsidiury of Cupitdl
Strateygic Investment Limited ("CSI”) in respect of the disposul of shares in und shureholder
louns from Gold Brilliant Limited (*Gold Brilliant”), u company beneficidlly held as 65% by the
Compuny und us to 35% by Star Eust, for the consideration of HK$206 million. Gold Brilliant
holds 74.99% shareholding in Premium Land Limited ("Premium Land”) (formerly knowh us
Sihg Puo Mediu Group Limited). At the sume time, the Compuny through Expert Solution
Limited (“Expert Solution”), which wus owned us to 65% by the Compuny und us to 35% by
Stur Eust, entered into u disposul uyreement reyurding the ucquisition of the entire issued
share cupitul of und shareholder loun to Actiwater Resources Limited (“Actiwater Resources”),
u wholly-owned subsidiary of Premium Lunhd whose principdal activities are publicution of
Sihg Puo Duily News, books uhd mayguzine publishing and an Infernet portul specializing
mainly in news and information in China, for a cush consideration of HKS110 million. Further
detuils cun be found in circulur to shureholders duted 18th Junhe, 2001. Completion of the
uforesuid transuctions took pluce on 9th July, 2001.
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On 17th September, 2001, Hunsom Eustern (Holdings) Limited ("Hansom”) (formerly known as
Tunhyg Fony Hunhy (Holdinys) Limited) had served a hotice of exercise of un optionh yrunted by
See Yiny Limited ("See Ying”), u wholly-ownhed subsidiury of the Compuny, to Hunsom to
require See Yiny to purchuse 5,100 shares representing 51% of the issued share capital of
Tuhy Fony Huhy within u period of fwo yeurs from the date of u share purchuse und option
ugreement duted 10th November, 2000 for the considerution of HK$45,900,000. After
completion of the transuction, Tuny Fong Hunhg becume d wholly-ownhed subsidiary of the
Compuny,

On 24th September, 2001, Expert Solution entered into un acquisition agreement (the
“Acyquisition Agreement”) with Sing Puo Mediu Group Limited ("Sing Puo”) (formerly known
us STAREASThet.com Corporation) regyarding the disposal of the enftire issued share capital of
und shareholder’s loun of upproximuately HK$S210.50 million to Actiwuter Resources for
considerution of HKS210 million (the “Considerution”). The Consideration will be sutisfied us
to HKS50 million in cush and HKS$160 million by the issue of 1,600 million new shares in Siny
Pauo ut HKS0.10 per shure. Completion of the dforesuid transaction took place on 4th
December, 2001.

On 1st February, 2002, Million Good Limited, a wholly-owned subsidiary of Chinua Enterprises,
und Ahunda Wing On Travel (Holdings) Limited ("Anandu”) enfered into u subscription
ugreement (the “Subscription Agreement”) in respect of the subscription of 4,800,000,000
new shares of HKS0.01 each in the cupital of Ananda at an issue price of HKS0.027 per share
which will be puid upon completion of the Subscription Agreement. At the sume time, Chinu
Enterprises und Anhundu entered into d subscription agreement (the "CN Agreement”)
regurding the subscription of the convertible note issued by Ananda to China Enterprises or
its nominee for u considerution of HK$120,000,000 which will be puid upon completion of the
CN Agreement. Further detuils cun be found in circulur to shareholders duted 4th Murch,
2002.

In March 2002, the Compuny unnounced to propose to ruise ubout HK$138.3 million, before
expense, by issuing not less thun 921,957,884 hew shures by the rights issue with the bonus
issue at a price of HKS0.15 per rights share. The Compuny will provisionally allot two rights
shares for every one existing shure held by the yuudlifying shareholders on the record dute
with bonus warrants in the proportion of three units of subscription rights with initial subscription
price of HKS0.17 for every ten rights shares tuken up.



NUMBER OF EMPLOYEES, REMUNERATION POLICIES AND SHARE OPTION SCHEME
As ut 31st December, 2001, the Group employed upproximutely 16,175 (2000: 15,548) stuff,
Remuneration puckuayes comprised of sulury and yeudr-end bonhuses bused on individuul
merits. No share options were gyrunted or exercised during the year ended 31st December,
2001.

CONTINGENT LIABILITIES

(u) At 31st December, 2001, the Group hud yiven yuuruntees to bunks in respect of
banking facilities granted to outsiders of approximately HKS$S181 million (31.12.2000:
HK$279 million). In addition, the Group hus given guurantees to banks in respect of
banking facilities granted to associutes umounted to dapproximately HKS2 million
(831.12.2000: HKS2 million).

(b) The Compuny ygrunted u guuruntee in favour of MTR Corporation Limited ("MTR”) in
respect of outstandinyg rent and obligutions under the tenancy ugreement entered
info between Tuhy Fonyg Hunhy Medicine (Retuil) Limited, u wholly-owned subsidiary of
the Compuny und MTR for the leused properties.

() In August 1999, the aurchitect of Puul Y. Pluza (formerly known us Jiuhghun Centre)
initiated leyul proceedinys uyuinst Eventic Limited (“Eventic”), u wholly-owhed
subsidiury of Chinu Lund in respect of cluim for puyment of service fees und other
expenses of HKS0.6 million and HKS$6.6 million respectively.

Eventic hus vigorously defended the claims and made u countercluim for loss und
dumagyes suffered due to insufficient supervision services provided.

In view of the countercluim maude by Eventic, the architect umended its totul cluims
to HKS$7.7 million. At the dute of this report, the proceedinys ure still onyoiny. After
taking intfo considerution the udvice of Chinu Lund’s legul counsel, the directors
conhsider the outcome of the proceedinygs will hot hauve muteriul udverse finuncidl
effect on the Group.

(d) In July 2001, Huizhou World Express Property Ltd. ("Huizhou World Express”), un indirect
non-wholly owhed subsidiary of Chinu Land, initiuted leygyul proceedinys uyuinst the
Huizhou Municipul Government of the Guunydony Province the PRC, in its capucity us
the gyuuruntor of Huizhou Jia Cheny Group Co., Ltd. ("Huizhou Jia Cheny”), the muin

contructor for the construction of Honykony Mucuu Syuure, under u gyuuruntee letter

duted 7th September, 1994 executed by the Huizhou Municipul Government in fuvour




(e)
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of Huizhou World Express. The umount cluimed by Huizhou World Express wus
upproximutely RMB243.6 million, beiny the construction costs of upproximautely RMB167.5
million puid by Huizhou World Express to Huizhou Jia Chenyg tfogether with the dumuages
for the umount of upproximately RMB76.1 million.

As ut the dute of this report, Huizhou World Express is wuiting for the heuring of the
cuse. At this stuge, the outcome cunnot be predicted with certainty. As the totdl
construction costs of Hongkony Mucuau Square hus dlready been written off, the directors
are of the opinion thut there is unlikely to be uny muterial adverse finunciul impact on
the Group in the event that the final judgement is not in fuvour of Huizhou World
Express.

In November 2001, the purchusers (the “Purchasers”) on certain properties of Hongkony
Maucuu Syuure, Huizhou uccording to the pre-sule uyreements duted 7th September,
1994 initiuted legul proceedinygs uguinst Huizhou World Express for failure o hand over
the properties of Honykony Macuu Syuure to the Purchasers. The amounts claimed by
the Purchusers were upproximately HKS76.6 million, being the pre-sule deposits toyether
with dumages of approximately RMB64.2 million and relevunt legul expenses.

In Janhuary 2002, Huizhou World Express filed in its defences ulleging that in accordunce
with the ferms of the ubove-mentioned agreements, auny disputes between the
contractuul purties should be resolved by meuhns of arbitration. As ut the date of the
report, the Intermediute People’s Court of Huizhou, Guungdony Province, is still
cohsideriny the cuses. At this stuye, the outcome cunnot be predicted with certuinty
and nho further provision hus been made in the financial statements.



PLEDGE OF ASSETS

At 31st December, 2001, the followiny ussets were pledyed to secure credit fucilities granted
to the Group:

()

(b)

Bunk louns und other borrowinys — due ufter one yeur

Investment properties with a currying value of HK$17,630,000 (2000: HKS$32,130,000)

Certuin property, plunt and eqguipment with a carrying value of HK$234,462,000 (2000:
HK$238,033,000)

Investment in security of HK$5,244,000 (2000: Nil).

Certuin shares in ussociutes with carrying value of approximately HK$53,194,000 (2000:
Nil).

Bank louns und other borrowings — due within one year

Bunk deposits of HK$83,520,000 (2000: HKS612,351,000).

Shenzhen Lonychen Xinyuun Industriul Co., Ltd ("Longchen Xinyuun”) pledyged its right
to toll fee income to u bunk to secure the credit fucilities for the yeur ended 31st
December, 2000 und 2001.

At 31st December, 2000, u subsidiary of Chinu Laund issued two debentures in favour of
u bunk by wuay of creutinyg u first flouting churge on its entire interest in Longychen
Xinyuuh pledged with u currying vulue of HK$618,999,000 to secure the credit fucilities.
The debentures were releused upon repuyment of the bunk borrowings during the
yedr,




