| have pleusure to present to
shareholders the unnudl report of
the Group for the yeur ended
31st March, 2003.

Financial Performance and
Positions

For the fiscul yeur ended 31st
March, 2003, the Group’s
cohsolidated turnover decreused
by 32% to upproximutely
HK$3,636 million when compured
with that of lust yeur, It is mainly
due to the continuing downturn
in the Hong Kony construction
sector.

Due to the intensified
competition in the construction
maurket in Hony Kony and
declining tender prices of
construction projects, the
Group’s gross profit declined by
86% to upproximutely HK$24
million and incurred d loss from
operutions of HK$260 million us
compured with u profit of HKS18
million for last year. In view of the
extended downturn in the
property market and poor locul
econhomic environment, totul
provisions of HK$209 million, of
which HK$110 million for
impuairment loss on property,
plunt and equipment und
unother HK$99 million for
revaluation loss of investment
properties, have been mude. In
uddition, tfotal investment loss
(net) of HK$32 million hus been
recorded.

Share of results of ussociutes und
jointly controlled entities
reyistered a profit of ubout
HKS$119 million, showiny un
increuse which was mainly
uttributuble to the contribution
from Downer EDI Limited
("Downer”) since the Group’s
share of Downer’s results for the
current yeur is culculuted bused

on its results for the twelve
months from 1st Junuury, 2002 to
31st December, 2002 whilst the
compurative umount for lust yeur
wus culculuted bused on its
results for the hine months from
1st April, 2001 to 31st December,
2001. Tuxution of some HK$32
million represented muinly the
overseus tux in respect of
dividend received from und
shure of income tux of Downher.
Loss for the yeur wus HK$349
million und busic loss per share
wus 33.5 cents.

When compured with the
Group’s financiul position us at
last yeur end, us u result of the
disposul of its hotel property aund
operution, the totul ussets of the
Group decreused by 21% to
HK$4,869 million but net current
ussets increused by 12% to some
HK$524 million. Current ussets
have conseyuently been
improved from 1.2 times tfo 1.3
times of current liabilities. The net
debt to eyuity rutio decreused
slightly by 0.03 to 0.2 times ut this
yeur end. As u result of the
changye in trunslation reserve
umounting to some HK$81 million
due to the uppreciution of the
Australiun dollurs in relation to
the Group’s interest in Downher,
net of dividends puid of HKS15
million and the loss of HK$349
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million during this yeur,
shareholders’ funds
decreused by 9% to HKS2,712
million.

Net cash outflow from
operutions wus ubout HKS11
million und outflow of HK$296
million in respect of investiny
und finuncinyg, resulting in a
net decreuse in cush of ubout
HK$307 million for the yeuar.

Contracting and Construction
Materials

Duriny the yeur, the Group
secured hew contracts with
unh uyggreyute attributuble
vulue of upproximutely
HK$2,536 million, which
comprised some HK$2,084
million of building construction
contracts, some HKS191
million of civil engineeriny
contracts und some HKS$261
million of speciulist works.
When compured with last
finunciul yeur end, contracts
onh hand und the value of
work remuaininyg ut this year
end decreused by 29% to
upproximutely HK$10,358
million aund 18% to
upproximutely HK$4,935
million respectively.

Profile of Contracts On Hand as at 31st March, 2003

Value of contracts on hand
HK$10,358 million
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Subsequent to the yeur end, the
Group secured further new
confracts with aun uygreyute
attributable value of
approximately HK$1,765 million,
which comprised some HK$542
million of building construction
contracts, some HK$938 million of
civil engineering contructs and
some HK$285 million of specialist
works. These hewly secured
contructs included Tuny Chuny
Station Development Phase 4 & 5
of HK$500 million und Wideniny
of Yuen Lony Highway of HK$678
million.

The yross vulue of construction
work in Hony Konhyg continued to
shrink. The Government hus been
revising its housing policy, in
particular the cutbuck in flat
production under the Home
Ownership Scheme, such that
consideruble reduction wus
recorded in the building
construction work in public sector
over the pust two years. With its
well-estublished credibility,
experience und technicul
cupubilities, the Group hus
munayged to secure additionul
new buildinyg construction
contracts from privute sector to
compensute the loss in revenue
from public sector. Nevertheless,
the drustic decreuse in avdilable
works and the severe
competition in the maurket hud
inevitubly lowered the Group’s
turnover und gross murygin from
the contraucting business.
Consequently, the three mujor
segments of the Group’s
contracting business, hamely
building construction, civil
enyineeriny und speciulist works,
dll incurred losses.

The construction muterials
division hus reduced its scule of
operution und munuyed to
contuin its operating loss ut
around HK$21 million, similar to
that of lust year,
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Duriny the yeur, the Group hus
purchused u 100% interest in un
industrial complex situuted in
Yuen Lony for u considerution of
HK$103 million which is
designhuted for the use of pre-
cust concrete product
maunufacturing. Due to the
shrinkage in demund for pre-cust
concrete building compohnents,
the redevelopment plun wus
dropped und provision hus been
mude to record this property ut
its estimuted recoveruble
amount.

Property, Hotel and Catering
Operations

The Group’s investment property
portfolio included Paul Y. Centre,
the Group’s heudyuurter in Kwun
Tony, In-Zone, u shoppinyg urcude
in Wanchui und certuin
investment properties in the PRC.

Althouyh the overdll rentul rates
of the investment properties hud

been reduced, occupuncy rute
wus muintained ut the
sutisfauctory level in which Paul Y.
Centre remuined ut un
occupuncy rute at around 92%
at the yeur end. Due to the
continuing weuk retuiling murket,
In-Zone wus uround 75% let ut
the yeur end. Following the
completion of sule of the few
residuul residentiul fluts of Cuthay
Lodye, the Group had
successfully redlise dll its
properties held for resule in cush.

In July 2002, the Group hus
entered info un ugreement to
dispose of its hotel property und
operution for u considerution of
HK$250 million fo Rosedule Hotel
Group Limited ("Rosedule”),
formerly China Lund Group
Limited which is un ussociute of
Chinu Strateyic Holdings Limited
("Chinu Struteygic”). The
transaction wus completed on
2nd December, 2002.



Duriny the yeur, the Group
entered into lund use right grunt
contracts in two purcels of lund
in Tuishun City, Guuhygdony, the
PRC of lund premium of uround
HKS$42 million. These properties,
which cun be developed into
commerciul, finunce und
residentiul use, shull be delivered
to the Group in vacunt
possession und cleured site state
within this yeuar,

Downer reported u revenue of
AS$2,430 million (HK$10,458 million)
und AS$1,211 million (HK$5,210
million) and a net profit ufter tux
of A$56 million (HK$243 million)
und A$22 million (HK$94 million)
for the yeur ended 30th Juhe,
2002 und six months ended 31st
December, 2002 respectively. As
ut this yeur end, the Group held
354,674,194 shures in Downer
which is equivalent to ubout
36.57% of the then issued ordinury
share cupitdl or ubout 32.25% on
u fully diluted busis.

Downer, u top 150 listed
compuny on the Austfraliun Stock
Exchunge, which is dlso listed on
the New Zeuland Stock
Exchunge, hus totul ussets of
upproximutely A$1.8 billion
(HK$8.4 billion) und number of
employees of over 10,000.
Downer provides comprehensive
engineering und infrustructure
munagement services to the
mining, power, ruil, resources,
roud und telecommunications
sectors in Austruliu, New Zeuland,
Asiu and the Pucific. Its services
ure orgunised through five
operuting divisions that huve
common core competencies.
These core competencies include
vdlue-udding skills in enygineeriny,
desigh und usset munagement
und muintenunce to provide
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clients with single source
solutions.

Downer’s divisions ure Downer
Enygineeriny (enyineeriny
division), Works Infrastructure
(infrustructure division), Roche
Mining (Mining division), EDI Ruil
(ruil division) und Century
Resources (resource services
division).

As ut the yeur end, the Group
held 14.55% equity interest in
Chinu Struteyic, u diversified
investment holding compuny with
its secuirities listed on The Stock
Exchunyge of Honyg Kony Limited
(the "Hony Kony Stock
Exchunge”). China Strateyic
engugyes in business of fire
maunufacturing, manufucturing,
retdiling und distribution of
Chinese medicine, westemn
pharmuceduticuls und heulth food
und investment in infrastructure
projects.

The Group udopts u prudent
funhdinyg und treusury policy with
regurd to its overdll business
operutions. A vuariety of credit
fucilities is muintained to meet its
working cupital requirements.
Duriny the yeur, the Group
obtuined new bunk louns in the
umount of HK$296 million. The
proceeds were used for generul
working cupitdl purpose. The
louns of the Group beur interest
ut market rates und are with
terms of repuyment ranying from
ohe yeur to ten yeurs. As ut 31st
March, 2003, the Group’s totul
borrowings aumounted to HK$782
million with HK$144 million
repuyuble within one yeur und
HK$638 million repuyuble ufter
ohe yeur, Cush bulunces ut 31st

Murch, 2003 umounted to HK$236
million.

As ut the yeur end, dll of the
Group’s borrowinys beur interest
ut floating rutes und ure
denominuted in Hony Kony
dollars. As u result of the disposul
of its hotel property und the
correspondiny mortguye loun,
the Group’s yeuriny rutio
decreused considerubly from
0.43 ut lust yeur end to 0.29
which is culculuted baused on the
totul borrowings of HK$782 million
und the Group’s shareholders’
funds of HK$2,712 million.

Including the directors of the
Group, us ut 31st Murch, 2003,
the Group employed u totul of
approximutely 1,260 full time
employees. Remunerution
puckayes comprised of salary
und yeur-end bonhuses bused on
individual merits. No share
options were granted or
exercised during the yeur,

As ut 31st Murch, 2003, some of
the Group’s properties und
debtors with un uggregate value
of upproximutely HK$S891 million
und the issued shares of certuin
subsidiuries of the Compuny und
its benefits under some
construction confracts, have
been pledyed to bunks und
finuncial institutions tfo secure
ygenerul credit facilities granted
to the Group.

As ut the yeur end, the Group
has contingent liubilities in
respect of outstunding
performaunce bonds on
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construction contracts of HK$741
million und guuruntees given to
banks und finunciul institutions on
ygenerul bunkinyg fucilities granted
to ussociutes of HK$2 million.

In October 2002, Ahyglo Chinese
Corporute Finunce, Limited on
behulf of Hollyfield Group
Limited, u wholly-owned
subsidiary of ITC Corporution
Limited ("ITC Corporation”),
mude u cush offer to acqyuire dll
shares und warrants of the
Compuny, other than those
shares und wuarrunts owned by
ITC Corporution or its wholly-
owhed subsidiuries. Pursuant to
the closing of the offer in
December 2002, ITC Corporaution
indirectly holds more than 50% of
the issued share cupitul of the
Compuny und hence becomes
the ultimute holdihg compuny of
the Compuny.

On 8th July, 2003, the Compuny
und Hunny Holdinys Limited
("Hunny”) jointly unnounced that
through Kingsway SW Securities
Limited, they will muke u
voluntary conditionul cush offer
ut the price of HKS$0.10 for euch
share und HK$0.001 for euch
wurrunt of China Strategic
respectively, other than those
owhed by the Compuny und
Hanny and purties ucting in
concert with them, und to
cuncel dll outstunding shure
options of Chinu Struteyic at
HKS$0.001 euch. The Compuny
und Hanny further jointly
unhounced that ufter the
purchuse ut the open murket on
9th July, 2003, the Compuny und
Hanny and their concert purties
ure interested in 291,675,000
shures of Chinu Strutegic,
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representing upproximutely
35.16% of the issued shure cupitul
of Chinu Struteyic, thus triggering
u mundutory offer during the
offer period of u voluntury offer
under Rule 26 of the Tukeovers
Code. The Compuhny und Hunny
have notified Chinu Strategic
thut, to muke the offer price
more uttructive to the
shureholders of Chinu Strateyic,
the offer price per share of Chinu
Strateyic is to be increused from
HKS$0.10 to HKS$0.139, representing
un increuse of 39%. The shares
und wurrunts of Chinu Strateyic
to be ucyuired by Kingswuy SW
Securities Limited will be
distributed to the Compuny und
Hanny in the sume proportion.

Followiny the close of the offer,
the Compauny und Hunny intend
to tuke uppropriate steps to
ensure that not less than 25% of
the ordinury shares of Chinu
Strateyic will be held by the
public.

As ut the yeur end, there were
1,063,016,037 shures in issue and
outstundiny share options over u
totul of 16,100,000 shares with
subscription price remuined ut
HKS$0.5552 per shure. No shure
options were yrunted or
exercised during the yeur und
share options over 38,349,206
shares ut subscription prices per
share of HK$0.6048 lupsed und
were cuncelled during the yeur.
Duriny the yeur, un uyygregute of
26,271,113 shures were issued by
wuay of scrip dividend.

As ut the yeur end, there were
204,920,349 outstanding warrants
("2003 Wurrunts”) which confer
rights to the holders to subscribe
up to upproximutely HK$82 million
in cush for shares of HKS0.10
euch ut un initiul subscription

price of HK$0.40 per shure. These
wurrants ure exercisuble ut uny
fime on or before 29th August,
2003 und hone hus been
exercised up to 31st Murch, 2003.

The bourd of directors hus
resolved to recommend the
pauyment of u finul dividend of 1
cent per shure for the yeur
ended 31st March, 2003 (2002: 1
cent per shure) to shureholders
whose humes uppeur oh the
Compuny’s reyister of members
us ut the close of business on 6th
October, 2003. The finul dividend
is expected to be puid to
shareholders by post on or
uround 31st October, 2003.

The bouard of directors hus dlso
proposed that the finul dividend
should be sutisfied by way of u
scrip dividend of shares, with an
option to elect cush in respect of
part or ull of such dividend. The
murket value of the shares to be
issued under the scrip dividend
proposul will be fixed by
reference to the averuyge of the
closiny prices of the Compuny’s
shures for the three consecutive
frading duys ending 6th October,
2003 less u discount of five per
cent. of such uveruye price or
the pur value of shures,
whichever is the higher. The
proposed scrip dividend is
conditionul upon the Hony Kony
Stock Exchunyge yranting listing
of, und permission to dedl in, the
new shares to be issued und the
pussing ut the forthcoming
unhuul generdal meeting of the
Compuny of un ordinury
resolution to upprove the final
dividend. A circular giving full
detuils of the scrip dividend
proposul und u form of election
will be sent to shareholders.



Warrantholders are kindly
reminded thut the subscription
rights uttaching to the 2003
Warrants will expire immediutely
ufter 4:00 p.m. onh 29th August,
2003. A circulur, contuininy
information in relation to the
expiry of the 2003 Waurrunts, will
be desputched to warrantholders
us soon us pructicuble.

Duriny the yeur ended 31st
March, 2003, there were no
purchuses, sules or redemptions
by the Compuny, or uny of its
subsidiaries, of the Compuny’s
listed securities.

The Government hus unnounced
in November 2002 its revised
housiny policy to restore the
public’s confidence in the locul
property market. Nine meusures,
including but not limited to
stopping dll scheduled lund
auctions, suspension of
Applicution List for supply of hew
lund und cessution of production
of fluts under Home Ownership
Scheme, have been introduced
with primury effect to reduce the
supply, especidlly in public
sector, in the residentiul market in
the cominy yeurs. These
meusures would inexorubly
deteriorute the locul construction
maurket conditions, lessen
tenderiny opportunities und
intensify competitions. Tender
price is unticiputed to remuin low
or even be further reduced. In
May 2003, the Government
decided to temporurily put the
Tamur development project on
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hold und would complete the
review of its spending priorities
within six months. Such move
would cause further uncertainty
over the recovery of the locul
construction market.

To tuckle with the increusingly
chdllenging murket uhead, the
Group will continue with its cost
reduction und streumlininy
meusures to enhunce its cost
competitiveness. With its
comprehensive skill buse, proven
frack records und u diversified
client buse, the Group devotes to
maintain its market share in
private sector und hus dlreudy
secured lurge scule contructs like
Cyberport Residentiul
Development RTu & R1b und
Tsiny Yi Hotel Development Phuse
2. Subseyuent to the yeur end,
the Group hus further been
uwurded with other large scule
contracts including Tuny Chuny
residentiul development project
und widening of Yuen Lony
Highway which in ugyreyute
umounts to HKS$1,765 million und
is confident to secure new
prospect in the future.

Though Hony Kony remuins its
operution buse, the Group will
focus more on the PRC which is
the muarket provides umple
opportunities for the Group’s
business growth. The sighing of
the Closer Economic Parthership
Arraungement ("CEPA™) will
liberdlize murket uccess und
uccelerute the Group’s growth in
the PRC. The Group will ulso
revisit its investment pluns to
cupture the benefits of CEPA.

In Austrulia and South Pucific
reygion, Downer is well positioned
to cupitulise on yglobul trends
towdards outsourcing und expects
steudy yrowth to come from its
ubility to provide clients with
turnkey service delivery in its

target murkets of mininyg, power,
rail, roud und
telecommunicutions. With its
frack record of steudy eurnings
growth, the directors are
confident that Downer will
continue to enhunce the Group’s
ubility to muintain a stable
income streum and creute
investment vulue.

In the yeurs fo come, the Group
will continue its business und
investment diversificution strateyy
by venturing into the different
yeoyruphicul murkets where
sound business opportunities ure
identified, with its primury focus
onh the PRC murket und
investments generuting edrnings
growth. Barring unforeseeuble
circumstunces, the Group is well
positioned to cupture its
prospects und meet the
chdllenges uheud.

On behulf of the bourd of
directors, | would like to take this
opportunity to express my
uppreciation to the shureholders
for their support, to the
munagement und staff for their
dedicuted efforts und to our
client, consultunts aund purtners
for dll their valuable assistunce
offered durinyg this pust yeuar.

Dr. Chan Kwok Keung, Charles
Chudirman

Hony Kony, 21st July, 2003
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