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Management Discussion
and Analysis

FINANCIAL REVIEW
Performance

The economies of both Hong Kong and mainland China were
adversely affected by the outbreak of SARS virus during the first
half of 2003. However, buyers’ confidence and sales volume in
the residential property market improved towards the later part
of the year. Overall, with the benefits of the continued growth in
mainland China’s economic development, the Group achieved
a record breaking turnover for the year ended 31st December
2003, which increased by 56% from HK$2,127 million to
HK$3,326 million compared to the previous year. This volume
does not include the turnover of a jointly controlled entity, in
which the Group has a 40% interest. Total turnover of the jointly
controlled entity for 2003 amounted to HK$625 million (2002:
HK$528 million) representing an increase of 18% on the prior
year.

The Group’s business in Beijing was satisfactory. The first phase
of Fresh Life Garden was completed and delivered to buyers in
the fourth quarter of 2003. Pre-sale for the other two Beijing
projects, Citta Eterna and Beijing Regal Court made good
progress due to the increased construction progress and an
improved sentiment of the general Beijing property market since
mid-2003. Projects located in the Beijing area contributed a
substantially increased portion in turnover of the Group,
representing 34% in 2003 (2002: 7.0% ).

Sales in Guangzhou area were encouraging although keen
competition and rigid market conditions continued to exist. Sales
volume, in terms of gross floor area sold, increased by 21%
from 449,754 sqg.m. (3,710 units) in 2002 to 543,078 sqg.m.
(4,543 units). Projects, such as Gallopade Par-South Court and
Huanan New City remained well accepted by the market.

g EI)E
RE

RZZZ=F L¥F  BERTPBEKRENLE
HAZIPERAFANBRETLE  AMEFER
BERE  EREAEYWEMISOEOEME M
TEMENEESH LA - BEME - XER
PEARENCERBEER  A&SEHE-ZZT
—F+Z A=+t RALFEMNEETALL
8 AT T -FK2,127,000,00078 7T 10
56% £3,326,000,000/8 7T (M B EAEEHA
A0% R —FHFATEFIERE XM - ZHE

THEBR_ZET-_FMNREERE
625,000,000/ 7T (ZZZF =4 : 528,000,000/
7)) BURTFE EA18% ©

AEBERIERNEBS ARE  ITHMNKE
FHEEDTERINEMNFE - ATI2E
EEMARE - T =FPEILREREE
MENRACD BE - ERSIMEEE KT
BAEREMMIRRITSNASERRT - 4t
RiEHNIEE RAKEEXBELNERMAAX
fBiER R -TE=FE34R (ZTT_F:
7.0%) ©

BEBMNTISHFE T BRURBROTISE
REAGEE - BEAEERZENHEEASA
SEoFOELLEM@EMNS  AZTZT=
FH449,754F 5K (83,7108 1) LA21%ZE
543,078 5 K (4,54388 1) - Bs=IEE — R
REMMNEEB EBERERIFNTISRE -




HOPSON DEVELOPMENT HOLDINGS LIMITED

Management Discussion and Analysis

During the year, the Group experienced a fall in gross profit ratio
from 37% in 2002 to 27% and a higher direct cost-to-turnover
margin of 73% (2002: 63%). This phenomenon was to a large
extent attributable to the disposal of old inventories at reduced
prices, a general decline in unit selling prices of certain projects in
Guangzhou area prompted by intense competitions, and the
increased interest charges capitalized as a result of greater
amounts of bank borrowings raised to finance the development
of projects.

Total general and administrative expenses dropped mildly by
4.3% to HK$140 million in 2003 (2002: HK$146 million). This
was primarily owing to the Group’s stringent cost control
measures imposed and less start-up costs incurred in Beijing
this year, as its operation was in the second year of running.
However, the rising staff costs due principally to the Group’s
expansion in Beijing and Tianjin remained significant.

The control efforts made to tighten the Group’s spending on
advertising and marketing achieved some results. The level of
selling and marketing expenses expressed as a percentage over
turnover fell from 9.4% in 2002 to 7.0% in 2003 although the
amount expended increased by 15.3% to HK$231 million (2002:
HK$201 million).

During the year, the Group incurred interest expenses before
capitalization totalling HK$164 million (2002: HK$104 million).
The average interest rate of borrowing costs incurred during the
year ended 31st December, 2003 was approximately 5.6% per
annum (2002: 6.0% per annum).

Profit from operations covered 3.2 times of the interest expenses
before capitalization, compared to 4.2 times for the previous year.
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Whilst the Group’s taxation expenses increased by 9.7% from
HK$230 million in 2002 to HK$252 million in 2003, the effective
tax rate decreased slightly, due mainly to the favourable effect
of different tax rates between Hong Kong (17.5%) and the
mainland China (33%), from 45% in 2002 to 40% in 2003.

Results

The Group had a strong year in 2003 with profit attributable to
shareholders at HK$315 million, being HK$86 million or 38%
higher than that in 2002. The significant increase was mainly
attributable to a significant increase in turnover as more residential
units were sold, particularly in the Beijing area.

Segment Information

For the year ended 31st December 2003, 97% (2002: 98%) of
the Group’s turnover and 93% (2002: 96%) of the Group’s
operating profit were derived from the property development
business. The management expects that while a greater
emphasis will be placed on its property investment portfolio in
2004, the property development business remains the major
profit contributor to the Group in the foreseeable future.

Financial position

As at 31st December 2003, total assets of the Group amounted
to HK$10,344 million and its total liabilities (excluding minority
interests) amounted to HK$7,127 million, representing an
increase of HK$1,597 million and HK$1,121 million respectively
on the previous year. Total assets increased mainly due to an
increased construction progress for the Group’s newly developed
projects, in particular, in the Beijing area. However, the additional
investments made were financed by bank loans and, to a certain
extent, accounts payable thereby leading to a corresponding
increase in total liabilities.
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Current ratio increased from 1.16 at last year end to 1.28 this
year representing an increase of 10.3%. Shareholders’ equity
increased to HK$2,694 million at 31st December 2003 from
HK$2,444 million (restated) at 31st December 2002, due mainly
to the contribution from the current year’s profit attributable to
shareholders.

Liquidity and borrowings

As at 31st December 2003, the Group’s liability-to-asset ratio
(i.e. the ratio between total liabilities and total assets, excluding
minority interests) was 69% (2002: 69% (restated)). The net debt-
to-equity ratio (i.e. total debt less cash and bank deposits over
shareholders’ equity) was 105% (2002: 97% (restated)).

As at 31st December 2003, the Group had cash and short-term
bank deposits amounting to HK$660 million (2002: HK$489
million) of which HK$256 million (2002: HK$232 million) were
pledged as collateral for the Group’s banking facilities. In addition,
the Group’s bank deposits of approximately HK$53 million (2002:
HK$49 million) were charged by certain banks in respect of the
processing of mortgage facilities granted by the banks to buyers
of the Group’s properties. 96% of the cash and bank deposits
was denominated in Renminbi, 3% in Hong Kong dollars and
1% in United States Dollars.

Total borrowings from banks amounted to HK$3,046 million,
(2002: HK$2,307 million) representing an increase of 32% or
HK$739 million over the previous year. Gearing, measured by
net bank borrowings as a percentage of shareholders’ equity,
increased from 74% (restated) last year to 89% this year. The
increase in bank borrowings and the rise in gearing ratio were,
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to a large extent, caused by the additional loans drawn down to
finance the development of projects in Beijing and Tianjin, and
the replenishment of landbank in Shanghai. Reliance on bank
loan financing will continue to persist as the Group is in the middle
of a rapid expansion phase. Nonetheless, as sales of the
developed projects progress, the Group’s gearing ratio is
expected to gradually decline.

Gearing ratios above, to some extent, were affected by the first
time adoption of SSAP12.

Approximately 98% of Group’s bank borrowings was
denominated in Renminbi with fixed interest rates and 2% of the
Group’s bank borrowings was denominated in United States
dollars with floating interest rate.

The Group’s bank borrowings as at 31st December 2003 were
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As at 31st December 2003, the Group had banking facilities of
approximately HK$3,046 million (2002: HK$2,307 million) for
short-term and long-term bank loans, which were fully utilized.

Charges on Assets

As at 31st December 2003, certain assets of the Group with an
aggregate carrying value of HK$2,738 million (2002:HK$2,347
million) were pledged with banks for loan facilities used by
subsidiaries, a jointly controlled entity and related companies.

Contingent liabilities

As at 31st December 20083, the Group provided guarantees to
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Capital commitments

The Group’s capital commitments in respect of land and property
construction costs and capital contribution to a jointly controlled
entity, which were authorized and contracted for, amounted to
HK$2,431 million at 31st December 2003 (2002: HK$4,137
million). With the continuous cash inflow from property sales
and the committed banking facilities coupled with the cash in
hand, the Group is in an adequate liquidity position to meet these
on-going capital commitments by stages.

Treasury policies and capital structure

The Group adopts a prudent approach with respect to treasury
and funding policies, with a focus on risk management and
transactions that are directly related to the underlying business
of the Group.
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