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The directors submit herewith their annual report together
with the audited financial statements for the year ended
31st December, 2002.

PRINCIPAL ACTIVITIES

The principal activities of the Company are construction and
property development/investment. The principal activities and
other particulars of the subsidiaries are set out in pages 156

to 159 on the financial statements.

The analysis of the principal activities and geographical
locations of the operations of the Company and its
subsidiaries during the financial year are set out in note 3 on

the financial statements.

MAJOR CUSTOMERS AND SUPPLIERS

The information in respect of the group's turnover and
purchases attributable to the major customers and suppliers

during the financial year is as follows:
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The largest supplier is SCG (HK) Ltd (“SCG (HK)"), a wholly-
owned subsidiary of Shanghai Construction (Group) General
Co ("SCG (Group)”), a substantial shareholder of the
company. Messrs Yao Jianping, Jiang Zhiquan, Liu Guolin
and Fan Zhongwei are interested in SCG (Group) as directors.
Mr. Shi Liwen is interested in SCG (HK) as the chairman.

Apart from the foregoing, at no time during the year have
the directors, their associates or any shareholder of the
Company (which to the knowledge of the directors owns
more than 5% of the company's share capital) had any

interest in these major customers and suppliers.

FINANCIAL STATEMENTS

The loss of the group for the year ended 31st December,
2002 and the state of the company’s and the group’s affairs
as at that date are set out on the financial statements on
pages 60 to 164.

No interim dividend has been paid during the year. The
directors do not recommend the payment of a final dividend

in respect of the year ended 31st December, 2002.

FIXED ASSETS

Movements in fixed assets during the year are set out in

note 12 on the financial statements.

IRECTORS (continued)
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DIRECTORS

The directors during the financial year were:

SHI Liwen (chairman)

LI Xueming (deputy chairman)
YAQ Jianping (managing director)
CHEN Libo

TSANG Hin Wai, Dennis

JIANG Zhiquan

LIU Guolin

FAN Zhongwei

CHOI Yu Leuk (independent non-executive
director)

LI Zhong Yuan (independent non-executive
director)

FAN Yan Hok, Philip (non-executive director)

Michael John KENNEDY (resigned on 1st June, 2002)

Mr Shi Liwen resigned as director and chairman on 22nd
April, 2003 and Mr Jiang Zhiquan was appointed as chairman

on the same day.

In accordance with article 116 of the Company's articles of
association, Messrs Li Xueming, Choi Yu Leuk, Tsang Hin
Wai, Dennis and Li Zhong Yuan are due to retire from the
board by rotation at the forthcoming annual general meeting

and, being eligible, offer themselves for re-election.

DIRECTORS’ SERVICE CONTRACTS

The terms of appointment of the non-executive directors are

for a period of one year renewable at each year end.

No director proposed for re-election at the forthcoming annual
general meeting has an unexpired service contract which is
not determinable by the Company or any of its subsidiaries
within one year without payment of compensation, other

than normal statutory obligations.
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SHARE OPTION SCHEME

The company has a share option scheme which was adopted
on 22nd January, 1998 (“Adoption Date”) whereby the
directors of the company at any time within 10 years after
the Adoption Date are authorised, at their discretion, to invite
employees of the group, including directors of any company
in the group, to take up options to subscribe for shares of
the company. The exercise price of options was determined
by the board and was the higher of the nominal value of the
shares and 80% of the average of the closing prices of the
shares on The Stock Exchange of Hong Kong Ltd for the five
business days immediately preceding the date of the grant.
The options vest after 6 months and are exercisable for
various periods of not exceeding 9'/> years commencing 6
months after the date on which the grant of the option is

accepted, or up to 21st January, 2008, whichever is earlier.

The maximum number of shares in respect of which options
may be granted under the share option scheme may not
exceed 10% of the issued share capital of the company from
time to time excluding any shares issued pursuant to the

scheme.
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SHARE OPTION SCHEME (continued)

At 31st December, 2002, the directors and employees of
the company had the following interests in options to
subscribe for shares of the company (market value per share
at 31st December, 2002 is HK$0.455) granted at nominal

consideration under the share option scheme of the company.
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share.
Number Number
of options Number of options
Exercise  outstanding at of options  outstanding at
price 1st January,  cancelled during 31st December,
Date of grant  per share 2002 the year 2002
R-BB=-F R-BR=F
-A-H REER +=ZA=t-8
B HRTEZ 1§ HRTEZ
BFRH T’ AREHE AREHE AREHE
HK$

Directors Es
CHEN Libo B 37 3 20/5/1998 3.48 4,000,000 - 4,000,000
18/6/1998 2.29 2,000,000 - 2,000,000
28/9/1998 1.48 3,000,000 - 3,000,000
Employees &8 20/5/1998 3.48 7,920,000 (2,200,000) 5,720,000
18/6/1998 2.29 950,000 - 950,000
28/9/1998 1.48 1,000,000 (1,000,000) -
Other participants it EE 20/5/1998 3.48 8,600,000 (5,600,000) 3,000,000
18/6/1998 2.29 2,000,000 (2,000,000) -
28/9/1998 1.48 2,000,000 (2,000,000) -
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DIRECTORS’ INTERESTS IN SHARES AND SHARE
OPTIONS

At 31st December, 2002, the directors and chief executive
had the following interests in the share capital and options
of the Company (within the meaning of the Securities

(Disclosure of Interests) Ordinance):
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(i) Shares (i &f
Name of director Number of ordinary shares
= EERHE
Personal
interests
PN £
CHEN Libo W 37 I 3,800,000

(ii)  Options to subscribe for shares of HK$1.00 each
in the Company granted under the share option

scheme of the Company
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Number

Number of options

Exercise Consideration of options outstanding at

price paid for the exercised during  31st December,

Date of grant  per share  options granted the year 2002
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CHEN Libo B 7 20/5/1998 3.48 1 - 4,000,000

18/6/1998 2.29 1 - 2,000,000

28/9/1998 1.48 1 - 3,000,000
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DIRECTORS’ INTERESTS IN SHARES AND SHARE
OPTIONS (continued)

(ii)  Options to subscribe for shares of HK$1.00 each
in the Company granted under the share option

scheme of the Company (continued)

The options are held by the directors under personal
interests and exercisable for six and a half years after
the expiry of six months from the respective dates of

acceptance of the grant of the offers by the directors.

During the year, no directors exercised any share

options to subscribe for shares in the Company.

Apart from the foregoing, none of the directors had any
interests in the securities of the Company and its associated

corporations as at 31st December, 2002.

Apart from the foregoing, at no time during the year was the
Company or any of its subsidiaries a party to any arrangement
to enable the directors of the Company or any of their
spouses or children under eighteen years of age to acquire
benefits by means of the acquisition of shares in or

debentures of the Company or any other body corporate.

H
=

E (#)

= ]

EEZRORARERS (4)

(i) WEAXAQXANELEIRFAEFTETFIBE
REEREEERE1.00T 2RO NERE

(%

R M 5 L A 3 4 - 3l o 7
P4 I T AR MR 1 4 7 B EL 905 1R
0 754

AE A AE B A > S S8 AT o] 26 5547 il AT fof 58 i
> LLRB M A 8 ] B

B ESURTRAN R T A A = H A
23 N AT o] 3 T R AT AR 2 ) B R I O T e 5
ZAT: ol 4 4 -

AR A AT AT B JB 2 W) 35 T AT AR AR 4F BE A
WA S A % ) A A At 2 ) S A O 9 2
DA AR 2 ) 2 o ol £ AR T /B 1 e B

3 M 4 o

43



44

ANNUAL REPORT 2002

—EETEEEH

REPORT OF THE DIRECTORS (continued)

E 5 g8 R

SUBSTANTIAL INTERESTS IN THE SHARE CAPITAL OF
THE COMPANY

As at 31st December, 2002, the Company has been notified

of the following interests in the Company's issued shares,

other than interests of the directors, amounting to 10% or

more of the ordinary shares in issue:

China Everbright International Ltd (Note)
China Everbright Holdings

Company Ltd (Note)

Shanghai Construction (Group)

General Co

Note:

Out of the 62,007,000 ordinary shares, 60,000,000 ordinary
shares are beneficially owned by Maddington Ltd and 2,007,000
ordinary shares are held by China Everbright Securities
Investments Ltd, both of which are wholly-owned subsidiaries
of China Everbright International Ltd. China Everbright
International Ltd is a company listed on The Stock Exchange of
Hong Kong Ltd and is indirectly owned as to approximately
69.01% by China Everbright Holdings Company Ltd through its
direct and indirect wholly-owned subsidiaries, namely, Guildford
Ltd, Datten Investments Ltd and Everbright Investment &
Management Ltd.

Both parties are considered to have deemed interests in the
same shares.
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CONNECTED TRANSACTIONS

1.

On 156th April, 1998, the Company entered into a
construction contract with Shanghai 21st Century Real
Estate Co., Ltd, a fellow subsidiary of China Everbright
International Ltd (“China Everbright”) (and therefore
an associate of China Everbright for the purpose of
the Listing Rules). Pursuant to the construction
contract, the Company was appointed by Shanghai
21st Century Real Estate Co., Ltd (the "Property
Owner") as the main contractor for the construction
of a 89,000 square metre (total floor area), 49-storey
single tower commercial building to be named
Shanghai 21st Century Tower located in Lu Jia Zui,
Shanghai, China.

The construction cost is estimated to be approximately
HK$1,000 million. Construction commenced in the
third quarter of the year 1998 and is originally
expected to be completed by the first quarter of the
year 2001. The Company is to receive a fee which will
be equal to the total construction cost actually incurred
plus 10% of the actual construction cost as profit, in
the event that the final construction cost is less than
the estimated HK$1,000 million, any cost savings will
be shared equally between the Company and Shanghai
21st Century Real Estate Co., Ltd.

During the first quarter of 2000, the Property Owner
has decided to postpone the development of the
building after the completion of foundation work and
the Directors believe that the Company can receive
the total construction cost incurred plus 10% of the
actual construction cost as profit. During the year
ended 31st December, 2002, there was no progress

billing for the project.
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CONNECTED TRANSACTIONS (continued)

2.

On 24th April, 1998, a shareholders' agreement was
entered into between the Company and China
Everbright whereby the Company agreed to subscribe
for 20% of the issued share capital of Greenway
Venture Ltd ("Greenway”) with the remaining 80%
owned by China Everbright. The Company's
commitment to inject capital/loan into Greenway in
accordance with the shareholders’ agreement was

approximately HK$265 million.

The principal activities of Greenway are to invest in a
co-operative joint venture (the "CJV") in China. The
CJV is established under the laws of China to develop,
construct, operate and maintain a toll bridge and a
toll road and related facilities in Fuzhou, China.
Greenway is responsible for providing the full amount
of the capital investment for the project. The return
on investment in the CJV has been guaranteed by
the PRC party of the CJV, a state-owned enterprise
of the PRC.

Due to the reduction during the last quarter of 1999
of the scale of the project and the amount of the
investment in the CJV, the Company's revised
commitment to inject capital/loan into Greenway was
HK$140.0 million. At 31st December, 2002, the
amount of capital/loan injected by the Company was
HK$54.0 million and the amount of outstanding
commitment to inject capital/loan into Greenway by

the Company was HK$86.0 million.
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CONNECTED TRANSACTIONS (continued)

3.

The Company has applied for and The Stock Exchange
of Hong Kong Limited granted on 29th October, 2001
conditional waivers to the Company from strict
compliance with the requirements of disclosure as
stipulated in Chapter 14 of the Listing Rules in
connection with the Company’s future ongoing
connected transactions in respect of construction
contracts and/or joint venture contracts for
construction projects with Shanghai Construction
group and China Everbright group, whereas both
parties are existing substantial shareholders of the
Company, on each occasion they arise.

The participation of the Company (with 30% interest)
and China Everbright Holdings Co Ltd (with 20%
interest) with two other independent third parties as
joint venturers of HK ACE Joint Venture on 2nd June,
1999 which acts as the main contractors for the two
construction projects of KCRC West Rail Contract No.
CC-212 Siu Hong Station and Contract No. CC-213
Tuen Mun Station which are considered as ongoing
connected transactions for the Company and China
Everbright Group, and are covered by the waiver.

During the year in respect of the main contract works
for the Pudong Shangri-La Hotel Extension Project,
the Company entered into (1) a piled diaphragm wall
and piling sub-contract with Shanghai Mechanized
Construction Co. (the “Shanghai Mechanized"); and
(2) a basement sub-contract with Shanghai No. 3
Construction Co. Ltd (the "Shanghai No. 3
Construction”) on 20th June, 2002, both sub-
contractors are subsidiaries of Shanghai Construction
group which is a substantial shareholder of the
Company. Both transactions are considered as
ongoing connected transactions for the Company and
Shanghai Construction group, and are covered by the
waiver.
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CONNECTED TRANSACTIONS (continued)

3.

(continued)

The main contract works for the Pudong Shanghai-La
Hotel Extension Project comprises the construction
of two-levels basement, diaphragm walls, excavation,
temporary fencing, waterproofing, demolition of parts
of the existing structure, M/E box-out and embedded
works, and co-ordination. The scope of piled
diaphragm wall and piling sub-contract works includes
mainly: (a) setting out, provision of slurry treatment,
hoarding and fencing facilities; (b) piled diaphragm
wall and piling construction; (c) removal of slurry off
site and water leakage treatment; and (d) protection
to adjacent structures and utilities. The scope of
basement sub-contract works includes mainly
construction of two-levels basement including detailed
designs, approval, purchase, testing and
commissioning, handover and rectification works. The
contract sums of piled diaphragm wall and piling sub-
contract and basement sub-contract are
RMB21,200,000 and RMB24,000,000 respectively.
The contract sums of the sub-contracts have already
been included in the total contract sum for the main
contract.

Shanghai Mechanized and Shanghai No.3 Construction
submitted the lowest tenders. In addition, they are
technically competent in the field of relevant sub-
contract works and more competent as compared to
the other tenderers in terms of ability to cope with
contingency and emergency risks which may evolve
in the contract works. On the date of entering the
two sub-contracts, the aggregate amounts of
RMB45,200,000 of the two sub-contracts represent
approximately 2.3% of the turnover of the Group for
the year ended 31st December, 2001 which fall within
the cap amount of 50% of the Group's total turnover
under the waiver and as disclosed in the latest
published audited results of the Group. The directors,
including the independent non-executive directors, of
the Company consider that the sub-contracts have
been entered into on normal commercial terms, in
the ordinary and usual course of the business of the
Company and are fair and reasonable so far as the
shareholders of the Company are concerned.
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CONNECTED TRANSACTIONS (continued)

3. (continued)

In accordance with the terms of the above conditional
waiver, the independent non-executive directors have
reviewed and confirmed that the terms of these two
ongoing connected transactions continued to be in
accordance with the waiver conditions stipulated by
the Stock Exchange of Hong Kong.

DIRECTORS’ INTERESTS IN CONTRACTS

No contracts of significance to which the Company, or its
subsidiaries was a party and in which a director of the
Company had a material interest, subsisted at the end of the
year or at any time during the year.

DIRECTORS’ INTERESTS IN COMPETING BUSINESSES

China Everbright is a related group of the Company and is
carrying on a variety of businesses through its different chains
of group companies. One of its business activities is property
development/investments.

Besides, Shanghai Construction group is a substantial
shareholder as well as a sub-contractor and a joint venture
partner for certain construction projects of the Company.

China Everbright's nominated directors to the Company
including Mr Li Xueming and Mr Fan Yan Hok, Philip, and
Shanghai Construction group’s nominated directors
comprising Mr Shi Liwen, Mr Yao Jianping, Mr Jiang Zhiquan,
Mr Liu Guolin and Mr Fan Zhongwei are all deemed to be
interested in the business which may compete with the
Company's business as they are also directors and senior
management of certain China Everbright and Shanghai
Construction group companies.

Having considered that the Company itself has its own
management supervising the daily operation and making
financial and business decisions, the Company can operate
its business independently from China Everbright and
Shanghai Construction group.
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PURCHASE, SALE OR REDEMPTION OF LISTED
SECURITIES

Neither the Company nor any of its subsidiaries has
purchased, sold or redeemed any of its listed securities during
the financial year.

BANK LOANS AND OTHER BORROWINGS

Particulars of bank loans and other borrowings of the
Company and the group at 31st December, 2002 are set out
in notes 32 and 33 on the financial statements.

FIVE YEAR SUMMARY

A summary of the results and of the assets and liabilities of
the group for the last five financial years is set out on pages
165 and 166 of the annual report.

LIQUIDITY

As of the balance sheet date, the Group’s unpledged cash
and bank deposits were HK$261.1 million (2001: HK$433.2
million). The directors anticipate that the group will utilise
the available cash balances, the proceeds from its
construction contracts and future sales of properties, and
rental income together with any new loans which is expected
to be available from the bank creditors to meet its funding
requirements of its major construction contracts and working
capital requirements in both Hong Kong and China.

PROPERTIES

Particulars of the group's major investment properties,
properties held for development and properties held for sale
are shown on pages 167 and 168 of the annual report.

RETIREMENT SCHEMES

The group operates a defined benefit retirement scheme
which covers about 38% of the group’s employees, and a
Mandatory Provident Fund Scheme. Particulars of these
retirement schemes are set out in note 30 on the financial

statements.
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CODE OF BEST PRACTICE

The Company has complied throughout the year with the
Code of Best Practice as set out by The Stock Exchange of
Hong Kong Limited in Appendix 14 to the Listing Rules.

PRACTICE NOTE 19 TO THE LISTING RULES

The Company itself and through its subsidiaries have entered
into contractual joint venture agreements with several joint
venture members and have undertaken substantial
investments for development of certain properties and
infrastructure projects, and construction works. Pursuant to
these agreements, investments were made to joint venture
companies in the form of capital and advances in proportion
to the respective joint venture members' capital contribution
ratios or in accordance with the terms of the joint venture
agreements. These investments were classified under the
headings “Interest in jointly controlled entities” and “Interest
in associates” in the consolidated balance sheet of the
Company and its subsidiaries (the “Group”). Details of such
investments as at 31st December, 2002 are disclosed below:
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Guarantee
given for  Committed
Amounts facilities capital
% interest due from utilised injection Annual
Affiliated attributable affiliated by affiliated  to affiliated interest rate
companies to the Group companies companies companies on advances
ABEBEAT
ME HEEBELR
rEBERS R ety FENER
BEAR BERDX ARRAE BRYE EAR®E  BREER
HK$ Million — HK$ Million HK$ Million
wREET  BWEHET  BFOHET
Karbony Investment Ltd (note d) 50% 683.0 90.6 - Interest free
s
Hong Kong Construction SMC Development Ltd 40% 106.3 - - Interest free
o R B A R A B
Hainan Yangpu Land Development Co. Ltd 30% 5.1 - - Interest free
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PRACTICE NOTE 19 TO THE LISTING RULES (continued)

Affiliated

companies

BELF

Hainan Yangpu Merchant Co Ltd
VO AR AR

Right Choice International Ltd (note d)

Dorboy Investment Ltd (note d)

EREEARAF

Quick Wealth Investments Ltd (note d)
g BE A RA F

First Choice International
Development Ltd

0 I AT A

Forsum Ltd

FAA AT

% interest
attributable
to the Group

IRECTORS (continued)
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Guarantee
given for  Committed
Amounts facilities capital
due from utilised injection Annual
affiliated by affiliated  to affiliated interest rate
companies companies companies on advances
RARBEBEAT
ME HEEBELR

AEEE®N FEW B B FrEHt FENER
EEZEIE ARARE ER7E EARE BREEER
HK$ Million HK$ Million HK$ Million
BEEET  BWEET  BEIET
25% 23.0 - - Interest free
E)
27.5% 240.0 - - Interest free
%8
50% 399.6 - - Interest free
E)
50% 434.9 - - Partial
interest free/
Partial
bearing
interest at HK$
prime rate
Bl
o 4 s o0
[
25% 119.9 - - Interest free
%5
36.25% 1.7 - - Interest free
%5
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PRACTICE NOTE 19 TO THE LISTING RULES (continued)

% interest

s E (#)

EwRAETNRERES (4)

Guarantee
given for  Committed
Amounts facilities capital
due from utilised injection Annual
affiliated by affiliated to affiliated interest rate
companies companies companies on advances
RARBEDLT
ME HEELT
S ety FENER
RAME BRAE EAEE B

T
_FF[
i3
B¢

Affiliated attributable
companies to the Group

AEEEN
BEAR BERDX
Greenway Venture Ltd 20%
Hong Kong Construction- 25%

Maeda-Yokogawa-Hitachi

Joint Venture

Hong Kong Construction- 55%
AMEC Joint Venture

Hong Kong Construction- 34%
Maeda-CRABC

Joint Venture

BCJ Joint Venture 20%
HK ACE Joint Venture 30%
AMEC-Hong Kong Construction 35%

CC-202 Joint Venture

HK$ Million — HK$ Million — HK$ Million
EWEET  EWEET  BEHET

54.0 - 86.0 Interest free
% B
0.3 - - Interest free
% B
92.8 - - Interest free
% B
53 - - Interest free
% B
0.2 - - Interest free
%8
35.7 - - Interest free
%8
8.4 - - Interest free
%8

2,210.2 90.6 86.0
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PRACTICE NOTE 19 TO THE LISTING RULES (continued)

Notes:

(a) The advances are unsecured, without fixed repayment terms
and are repayable in cash out of the net cash surplus from
operation of the affiliated companies.

(b) The advances made were funded by internal resources and by
bank borrowings for general working capital purposes.

(c) Save for those mentioned above, no guarantee has been given
by the Group for facilities granted to the above mentioned
affiliated companies.

(d) The amounts due from and guarantees given on behalf of these

affiliated companies, the aggregate of which is individually
exceeds 25% of the net asset value of the Group, are related
to these companies’ property development/investment projects.

As at 31st December, 2002, total committed capital
injections, advances made, committed advances to be made
to affiliated companies and guarantees given by the Group
for facilities utilised by affiliated companies, in aggregate,
amounted to approximately HK$2,386.8 million which
represented approximately 408.7% of the net asset value of
the Group as at 31st December, 2002.

As the circumstances giving rise to this disclosure will
probably continue to exist, the Board will ensure that the
required details will be disclosed in the subsequent interim
reports and annual reports providing adequate and sufficient
information to allow investors to make an informed

assessment of the financial position of the Group.
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PRACTICE NOTE 19 TO THE LISTING RULES (continued)

A proforma combined balance sheet of the affiliated
companies as at 31st December, 2002 is presented below:

Fixed assets
Investment properties
Hotel properties
Others

E 5

Land and properties under development
Interest in jointly controlled entities

Other non-current assets

Current assets
— Properties held for sale
- Other current assets

Total assets

Capital and reserves
Share capital
Reserves

Non-current liabilities
- Advances from shareholders
- Bank and other loans
- Other non-current liabilities

Current liabilities
- Amounts due to shareholders/
joint venturers
— Current portion of bank loans
- Other current liabilities

Equity and liabilities

g %R £ E (#)

tmRAETAERAES (&)
WEZZE-HFT AT —H - BEAR 2

ZHEMEERABERENT:
Combined total
EOtAY
HK$ Million HK$ Million
BYHET BYHET
BEEEE
Evd<g7/ES 2,377.8
)5 4 3 745.0
HAth 28.7
3,151.5
BREPIHEYE 2,194.9
EEDTIES 523.6
HMFERopEE 1,381.8
RBEE
—VESHE A £ 646.7
— oAt i B 1,257.2
1,903.9
HWEE 9,155.7
BEARR#E
A 1,026.6
fith 5 (1,138.1)
(111.5)
105 =
— J& R R 4,681.5
— $RAT e HiAth & 3K 1,114.5
— HoAth I i B & fF 29
5,798.9
Reas
— JEAT R
G I 942.8
— WATE R Z FLE R 236.1
— oAt 9 B & 1 2,289.4
3,468.3
BRESRBAEE 9,155.7

Attributable interest of the affiliated companies to the Group as at 31st R FEE AR A ZH = A H o R 2 AR

December, 2002 amounted to a deficit of HK$472.5 million.

JH L 7 472,500,000 -
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AUDIT COMMITTEE

The audit committee comprises two independent non-
executive directors and one non-executive director with
written terms of reference in accordance with the
requirements of the Listing Rules, and reports to the board
of directors. The audit committee has reviewed the Company'’s

annual results for the year of 2002.

AUDITORS

KPMG retire and, being eligible, offer themselves for
reappointment. A resolution for the reappointment of KPMG
as auditors of the Company is to be proposed at the

forthcoming annual general meeting.

By order of the board
YAO JIANPING

Managing Director

Hong Kong, 23rd April, 2003
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