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BUSINESS REVIEW

During 2002, under the influence of global economy, Hong Kong’s
economy was still in a struggle with a low market sentiment and a
slump in both stock market and property market. Faced with such an
adverse operating environment, the Company and its subsidiaries
(collectively, “the Group”) focused on asset restructuring. On the basis
of consolidating existing quality assets such as infrastructure
investment, we undertook major restructuring for unfavourable assets
such as timber business, which has begun to show positive results.
During the year of 2002, the Group recorded a consolidated profit of
HK$6,773,000, an increase of 126% over HK$2,992,000 in 2001. The
earnings per share increased from last year’s 0.1 cent to 0.3 cent, an
indication of further improvement in our operating results. In addition,
it is encouraging to report that the Fuzhou Qingzhou Bridge (“the
Bridge”), which the Group has undertaken investment for many years,
commenced operation at the end of the year. It is expected that the
Bridge will generate long-term cash revenue to the Group, as well as

steady return to our shareholders.

The Group’s audited consolidated turnover for the year was
HK$261,049,000, representing a decrease of 12% over last year. Gross
profit amounted to HK$46,857,000, representing a drop of 16% over
last year. The decrease was mainly attributable to the severe price
competition in timber industry. As a result, our sales volume dropped

and we had to adjust our product mix to reduce our loss.

TIMBER BUSINESS

With PRC’s official accession to the World Trade Organization
(“WTO”), large volume of timber from various countries imported to
the mainland that aggravated the price competition in this market.
During the year, Everbright Timber Industry (Shenzhen) Co., Ltd.
(“SETTI”) strived to improve its operation efficiency and enhance product
quality control, while developing new products to meet market demand
and adopting more flexible modes for direct sales to customers. Despite
the decrease in sales volume during the year, SETI implemented a
series of internal control measures and managed to report a loss of
HK$19,666,000 in 2002,
HK$29,229,000 over the loss of HK$48,895,000 in 2001.

representing an improvement of
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It is expected that the continuous booming of property market in the
PRC and the hosting of 2008 Olympic Game by Beijing will spur
infrastructure construction and boost the demand for timber. However,
with the gradual opening of the market and the reduction of tariff after
PRC’s accession to WTO, we believe that the competition in the timber
market will become more intensified. For such, we have decided to
streamline our business operations, dispose of the timber business that
incurred loss for many years, and re-deploy resources in infrastructure
investment, property and green environmental protection businesses.
On 21 March 2003, the Company entered into an agreement with China
Everbright Technology Limited for the disposal of 77.12% interest in
SETI for a cash consideration of HK$7,000,000. The disposal
constituted a connected transaction as defined in the Rules Governing
the Listing of Securities on The Stock Exchange of Hong Kong Limited

and the transaction was completed on 28 March 2003.

INFRASTRUCTURE INVESTMENT

Shenzhen Mawan Power Company Limited (“Mawan Power”) continued
to contribute profits to the Group. During the year, the demand for
electricity power by Shenzhen in Guangdong Province continued to be
strong. Mawan Power generated a total of 4.98 billion kilowatt-hour
of electricity, an increase of 29% over last year. Its turnover reached
HK$2,200,000,000, up by 22% over 2001. The Group’s profit after
taxation attributable to Mawan Power was HK$87,771,000, or an
increase of 30% from HK$67,542,000 in 2001. During the year, Mawan
Power made vigorous effort in exploring the internal potential
capabilities, enhancing business management, controlling and reducing
cost, and expanding power output and ensuring production safety.
Despite the decrease in grid rate in the power network of Guangdong
Province, Mawan Power accomplished a significant growth in power
output, sales volume, sales revenue and profits. In addition, Mawan
Power has been actively exploring new growth points and undertaking
new investment projects. As PRC’s economy grows steadily, the demand
for electricity power will increase continuously. Mawan Power will be

an important source of profit for the Group.
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During the year, the construction of Fuzhou Qingzhou Bridge has
been completed. On 25 December 2002, the Bridge was transferred to
the Group for quality check, which was found in excellent state. The
Bridge officially commenced its operation on 29 December 2002.
Situated in a strategic transportation point in the PRC, the Bridge
connects Mawei Economic Development Zone in Fuzhou in the north
and links Changle City in the south. It is the major bridge over Minjiang
that connects the “Tungsan Expressway” (a coastal expressway in
eastern China that runs from Helongjiang in the north to Hainan
Province in the south). It also provides a short cut for Fuzhou City to
Changle International Airport. During 2002, the Group earned a profit
of HK$2,132,000 from this project, which was less than the profit of
HK$11,276,000 in 2001. However, as the economy of the PRC in
particular the coastal area in the east continues to grow, the economic
activities between Fuzhou City and its surrounding cities will increase
and in turn boost the traffic flow on the Bridge. Hence the management
believes that the revenue from this project will rise as traffic flow
steadily grows in 2003, which will generate a satisfactory return to the

Group.

PROPERTY INVESTMENT

Sino Villa Holdings Limited holds a four-storey commercial building
in Shenzhen Zhongshan Garden, which generates steady rental income
and cash flow to the Group. During the year, approximately 14,135
square metres of the property were leased to Walmart, Park’n Shop,

McDonald and Agricultural Bank.

The Group owns approximately 25% interest in Shanghai Kerry
Everbright City, which comprises two towers for office and residential
use and a shopping mall. As the property market in Shanghai continues
to boom, the sold and leased areas for the office buildings have
increased during the year, with 88% for Tower I (up by 4% from last
year’s 84%) and 96% for Tower II (as compared to last year’s 92%).
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The business performance of Shanghai Trade Square and International
Apartments, in which the Group holds approximately 14% interest,
was very much the same as in 2001. For Shanghai Trade Square, the
total sold and leased areas for office were 97% (as compared to 95%
in 2001) and the sold and leased areas for shopping mall were 100%
(which were about the same in 2001). For International Apartments,
the sold and leased areas for shopping mall were 91% (a drop of 2%

as compared to last year).

As rental decreased in Hong Kong, the Group recorded a revaluation
deficit of HK$4,650,000 for the local properties in Hong Kong during
the year.

ENVIRONMENTAL PROTECTION BUSINESS

Environmental protection is a new business that the Group focuses on
development. In 2002, we established a representative office in
Shenzhen and recruited talented people who are specialized in
investment projects and environmental protection technologies. In
addition, we strengthened our business development in this field by
exploring and selecting appropriate green environmental protection
projects with our business partners. On 18 February 2003, the Group
entered into an agreement with its business partner on the development
of a waste-to-energy plant at Hengtan in Shunde District of Foshan
City. The project will proceed in the international convention of BOT
for investment, construction and transfer of management after
completion. On 13 March 2003, the Group received the approval of
Shenzhen Municipal Government for setting up Jt: K IR f£ B 2% (&
) AR F (Y5 KIEMR”) that has a registered capital of
US$10,000,000. YK 3R f& will be the major platform of the Group to
undertake investment and management of environmental protection
business in the PRC. It will focus on the investment of waste treatment,
sewage treatment and water supply in urban areas. On 28 March 2003,
K IR R entered into a cooperation agreement with the Shenzhen
Branch of Agricultural Bank of China, with a credit line of
RMB600,000,000 approved by the bank.
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HONG KONG CONSTRUCTION

The Group holds approximately 10% interest in Hong Kong
Construction (Holdings) Limited (“HK Construction”) as strategic long-
term investment. HK Construction is a leading contractor and has
participated in certain renowned construction and infrastructure projects
both in Hong Kong and China. Its major shareholder, Shanghai
Construction (Group) General Corporation (“Shanghai Construction”)
also has strong foundation and extensive network in the construction
industries in China. In view of these, notwithstanding the slowdown of
the construction sector in Hong Kong, the Group believes that HK
Construction will be in a strong position to benefit from the upcoming
opportunities arising from China’s continuous prosperity in construction

and infrastructure industries.

HK Construction endeavored to complete the debt restructuring with
its bank creditors in 2002. According to an announcement made by
HK Construction on 31 March 2003, the deadline for completing the
formal documentation of the debt restructuring has been extended to
30 June 2003. Since HK Construction is still in a loss position and its
debt restructuring has not been completed, the Group has made a further
provision of HK$10,000,000 for this investment. The net carrying cost
after the provision is HK$62,308,000 as at 31 December 2002 as
opposed to a market value of HK$27,647,000 as at 31 December 2002.

The Group understands that there are uncertainties about the
recoverability of its long-term investment in HK Construction. The
Group will closely monitor the progress of the debt restructuring of
HK Construction and its future operating results. The Group believes
that it will be in a better position to further examine the carrying value
of its long-term investment in HK Construction near 30 June 2003,
being the announced scheduled date for completing the debt

restructuring.
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FINANCIAL POSITION

As at 31 December 2002, the Group had total assets of approximately
HK$2,339,802,000. The net assets were HK$987,591,000 and the net
assets per share were HK$0.39. As at 31 December 2002, the gearing
ratio, calculated by dividing the total liabilities by the total assets, was
57%. Following completion of the disposal of 77.12% interest in SETI
on 28 March 2003, the gearing ratio of the Group would reduce
significantly. As at 31 December 2002, total cash balance was
HK$127,047,000.

The Group generally finances its operations with internally generated
cash flow and loan facilities from banks and from its ultimate holding
company. As at 31 December 2002, the Group had total outstanding
borrowings of approximately HK$1,210,561,000, comprising secured
bank loans of HK$161,791,000,
HK$306,747,000, other loans of HK$77,038,000, loan from associates
of HK$18,988,000 and loans from ultimate holding company of
HK$645,997,000. The Group strived to lower its debt level and finance

unsecured bank loans of

costs. By the disposal of 77.12% interest in SETI and repayment of
bank loans, the Group’s outstanding borrowings as at 31 March 2003
were reduced to HK$789,823,000. With respect to foreign exchange
exposure, the risk is rather low as all of the Group’s foreign currency
assets and borrowings are denominated in Reminbi and US dollars
which are relatively stable against Hong Kong dollar. The impact of
exchange rate fluctuations of these currencies is relatively insignificant

to the Group.

PLEDGE OF ASSETS

As at 31 December 2002, the Group pledged unlisted investments and
fixed assets with an aggregate net book value of approximately
HK$332,708,000 (2001: HK$814,398,000) to secure general banking

facilities granted to the Group.
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CONTINGENT LIABILITIES

As at 31 December 2002, there were contingent liabilities in respect
of guarantees given to banks by the Company for its 25% share of
banking facilities extended by banks to an associate amounting to
HK$4,396,000 (2001: HK$88,979,000).

EMPLOYEES AND REMUNERATION

As at 31 December 2002, the Group had a total of approximately
2,000 employees located in Hong Kong and the PRC. Employees are
remunerated according to qualification and experience, job nature and
performance, as well as market conditions. Apart from discretionary
performance bonus, the Group also provides other benefits such as
medical insurance cover and provident fund scheme to the employees
in Hong Kong. The Group has also adopted a share option scheme on
30 September 1993 under which the directors of the Company are
authorized to grant share options to any employees including directors
as incentives. There were no share option granted to any employee
during the year. The said share options will expire on 29 September

2003.

CORPORATE GOVERNANCE

The Company has established an audit committee comprising three
independent non-executive directors. The audit committee has reviewed
with the management the accounting principles and practice adopted
by the Group and discussed internal controls and financial reporting
matters including a full review of the audited financial statements for
the year ended 31 December 2002.

The Company has complied throughout the year with the Code of Best
Practice as set out in Appendix 14 to the Rules Governing the Listing
of Securities issued by The Stock Exchange of Hong Kong Limited
except that independent non-executive directors are not appointed for
a specific term as they are subject to retirement in accordance with the

Company’s Articles of Association.
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BUSINESS OUTLOOK

With the successful assets restructuring, the Group has significantly
reduced its debt ratio and improved its cash flow position. This has
created a favourable condition for the Group to further undertake assets
restructuring and development for new businesses. In 2002, the Group
succeeded in making a breakthrough in green environment protection
business that shows a positive trend in project development. With Jt
KIR{R as our major investment and management platform for this
business, the Group will enhance cooperation with its strong business
partners and focus on the investment and management of projects in
waste treatment, sewage treatment and water supply in urban areas.
We believe that the Group can establish its brand name in this strategic
development field as planned. With a clear development strategy and
professional management team, the Group will focus on its core
business and establish itself as a highly competitive business operation
in the fields of energy, infrastructure investment and green

environmental protection.

Chen Xiaoping
Chief Executive Olfficer

Hong Kong, 16 April 2003
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