Directors” Report

The directors present their annual report and the audited financial
statements of the Company for the year ended 31st December,
2003.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The activities of
its principal subsidiaries and associates are set out in notes 16 and
17 to the financial statements respectively.

RESULTS AND APPROPRIATIONS

Details of the Group’s results and appropriations for the year
ended 31st December, 2003 are set out in the consolidated income
statement on page 25.

The directors do not recommend the payment of dividend.
MAJOR CUSTOMERS AND SUPPLIERS

The aggregate sales attributable to the Group’s five largest
customers were less than 30% of the total sales. The aggregate
purchases attributable to the Group’s five largest suppliers were
less than 30% of the total purchases.

SHARE CAPITAL AND WARRANTS

Details of movements of share capital and warrants of the
Company during the year are set out in notes 26 and 27 to the
financial statements.

PURCHASE, SALE OR REDEMPTION OF LISTED
SHARES

During the year, neither the Company nor any of its subsidiaries
purchased, sold or redeemed any of the Company’s listed shares.

PROPERTY, PLANT AND EQUIPMENT

During the year, property, plant and equipment with an aggregate
net book value of approximately HK$901 million were disposed
of as a result of the disposal/dilution of the Group's interest in
subsidiaries.

The Group incurred expenditure of approximately HK$269 million
on acquisition of property, plant and equipment.

Details of these and other changes in the property, plant and
equipment of the Group and the Company during the year are set
out in note 13 to the financial statements.
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Directors’ Report .

SUBSIDIARIES AND ASSOCIATES

In January 2003, China Enterprises Limited (“China Enterprises”),
a non-wholly owned subsidiary of the Company, entered into a
conditional sale and purchase agreement (as subsequently
amended in September 2003) with Ningxia Yinchuan Rubber
Manufacturing (“Ningxia Yinchuan”), a substantial shareholder
of Yinchuan C.S.1., (Greatwall) Rubber Company Limited (“Yinchuan
C.S.1."), to dispose of its entire 51% interest, in Yinchuan C.S.I. for
a consideration of RMB29 million (equivalent to approximately
HK$27 million).

In May 2003, the Group disposed of approximately 9.55% interests
in China Velocity Group Limited (“China Velocity”, formerly known
as Rosedale Hotel Group Limited) which its shares are listed on
The Stock Exchange of Hong Kong Limited (“Hong Kong Stock
Exchange”) for a consideration of approximately HK$19 million
and the Group'’s interest in China Velocity was decreased from
32.20% to 22.65%.

In June, 2003, China Enterprises and Hangzhou Industrial &
Commercial Trust & Investment Co., Ltd. (“Hangzhou | & C")
entered into an agreement, pursuant to which China Enterprises
agreed to dispose of its 25% interest in Hangzhou Zhongce Rubber
Co., Ltd. (“Hangzhou Zhongce"), a 51% owned subsidiary of China
Enterprises, to Hangzhou | & C for the consideration of
approximately RMB165 million (equivalent to approximately
HK$155 million). Upon completion of the disposal, China
Enterprises’s interest in Hangzhou Zhongce was reduced from 51%
to 26%, and Hangzhou Zhongce becomes an associate of China
Enterprises thereafter.

In August 2003, China Velocity announced that the following group
reorganisation (the “China Velocity Group Reorganisation”) and
completed in December 2003:

(i) Apex Quality Group Limited (“Apex”), a wholly-owned
subsidiary of China Velocity, acquired from China Velocity
certain subsidiaries carrying on the hotel and leisure-related
business; intra-group balances between China Velocity and
those subsidiaries acquired by Apex were waived; and loan
advanced to China Velocity by the Group were assigned
from China Velocity to Apex;

(i) Apex issued 277,408,596 new shares to China Velocity to
satisfy (i);
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Directors’ Report...

SUBSIDIARIES AND ASSOCIATES (Cont’d)

(iii)  China Velocity distributed the issued shares of Apex, in
specie to the shareholders of China Velocity whose names
appeared on the register of members of China Velocity on
11th December, 2003, on the basis of one share of Apex for
each consolidated issued share in China Velocity held by
the shareholders.

Upon completion of the China Velocity Group Reorganisation, the
Group held 22.65% interest both in China Velocity and Apex.

China Velocity continued to be a listed company concentrating on
property investment and development in the People’s Republic of
China (“PRC"). Companies carrying on the hotel and leisure related
businesses are grouped under Apex which continued to be
operated by the existing management of China Velocity.

In July, 2003, the Group disposed of its 50% interest in its wholly-
owned subsidiary, Pacific Wins Development Ltd. for a
consideration of HK$24 million. Pacific Wins Development Ltd.
becomes an associate of the Group upon completion of the
disposal.

Details of principal subsidiaries and associates at 31st December,
2003 are set out in notes 16 to 17 to the financial statements
respectively.

DIRECTORS

The directors of the Company during the year and up to the date
of this report were:

Executive directors:

Dr. Chan Kwok Keung, Charles
Chairman and Chief Executive Officer
Dr. Yap, Allan
Vice-Chairman
Mr. Li Wa Kin
Deputy Managing Director
Ms. Chau Mei Wah, Rosanna
Ms. Chan Ling, Eva

Alternate director to Dr. Chan Kwok Keung, Charles:

Mr. Chan Kwok Hung
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DIRECTORS (Cont’d)

Alternate director to Dr. Yap, Allan:

Mr. Lui Siu Tsuen, Richard

Alternate director to Ms. Chau Mei Wah, Rosanna:

Mr. Lau Ko Yuen, Tom (resigned on 11th June, 2003)

Independent non-executive directors:

Mr. David Edwin Bussmann
Ms. Fung Wan Yiu, Agnes (appointed on 4th July, 2003)

Ms. Choy Hok Man, Constance (resigned on 4th July, 2003)

In accordance with Article 116 of the Company’s Articles of
Association, Dr. Chan Kwok Keung, Charles and Mr. Li Wa Kin
retire at the forthcoming Annual General Meeting by rotation. In
addition, in accordance with Article 99 of the Company’s Articles
of Associations, Ms. Fung Wan Yiu, Agnes who was appointed
during the period from the last Annual General Meeting to the
date of this report, retires at the forthcoming Annual General
Meeting. All retiring directors, being eligible, offer themselves
for re-election.

The directors proposed for re-election at the forthcoming Annual
General Meeting do not have any service contract which is not
determinable by the Group within one year without payment of
compensation (other than statutory compensation).

The term of office of each non-executive director is the period up
to the retirement by rotation in accordance with the Company’s
Articles of Association.
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Directors’ Report...

BRIEF DETAILS IN RESPECT OF DIRECTORS AND
SENIOR MANAGEMENT STAFF

Directors

Dr. Chan Kwok Keung, Charles, aged 49, is the chairman and
chief executive officer of the Company. Dr. Chan holds an
honorary degree of Doctor of Laws and a bachelor’s degree in
civil engineering and has over 24 years’ international corporate
management experience in the construction and property sectors
as well as in strategic investments. He joined the Company in
2000. Dr. Chan is also the chairman of ITC Corporation Limited,
Paul Y. - ITC Construction Holdings Limited, Hanny Holdings
Limited and Dong Fang Gas Holdings Limited, companies whose
shares are listed on the Hong Kong Stock Exchange and China
Enterprises Limited whose shares are traded on the OTC Bulletin
Board in the United States of America. He is also an executive
director of Wing On Travel (Holdings) Limited (formerly known as
Ananda Wing On Travel (Holdings) Limited), a company whose
shares are listed on the Hong Kong Stock Exchange and a non-
executive director of Downer EDI Limited, a company whose shares
are listed on the Australian Stock Exchange and the New Zealand
Stock Exchange.

Dr. Yap, Allan, aged 48, is the vice chairman of the Company. He
obtained the honorary degree of Doctor of Laws and has over 22
years’ experience in finance, investment and banking. Dr. Yap
joined the Company in 2000. He is the managing director of
Hanny Holdings Limited and the vice chairman of China Enterprises
Limited and Dong Fang Gas Holdings Limited and an executive
director of Wing On Travel (Holdings) Limited. Dr. Yap is also the
chairman and chief executive officer of Burcon NutraScience
Corporation, a company whose shares are listed on the TSX Venture
Exchange and the Frankfurt Stock Exchange, and an executive
chairman of PSC Corporation Limited and Intraco Limited, both
public listed companies in Singapore.

Mr. Li Wa Kin, aged 48, is the deputy managing director of the
Company. He is also a President of the Greater China Division of
the Company. Mr. Li has more than 23 years experience in
international trade, investment and management. He is very
familiar with the PRC investment environment and legal system.
Mr. Li joined the Company in 1998.
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Directors’ Report .

BRIEF DETAILS IN RESPECT OF DIRECTORS AND
SENIOR MANAGEMENT STAFF (Cont'd)

Directors (Cont’d)

Ms. Chau Mei Wah, Rosanna, aged 49, is an executive director of
the Company. She has over 24 years’ experience in international
corporate management and finance. Ms. Chau holds a bachelor’s
degree and a master’s degree in commerce and is a member of
the Hong Kong Society of Accountants, the CPA Australia and the
Certified General Accountants’ Association of Canada. She joined
the Company in 2000. Ms. Chau is the managing director of ITC
Corporation Limited and an executive director of Paul Y. - ITC
Construction Holdings Limited and a director of Burcon
NutraScience Corporation.

Ms. Chan Ling, Eva, aged 38, is an executive director of the
Company. Ms. Chan has 16 years’ experience in auditing,
accounting and finance in both international accounting firms
and listed companies. She is a member of the Institute of
Chartered Accountants in Australia, a fellow member of the
Association of Chartered Certified Accountants and also a certified
public accountant in Hong Kong. Ms. Chan joined the Company
in 1996. She is also the group financial controller of Wing On
Travel (Holdings) Limited.

Mr. David Edwin Bussmann, aged 50, has been appointed as an
independent non-executive director of the Company since February
2000. Mr. Bussmann holds has more than 21 years experience in
the investment and finance field, and is very familiar with
investment issues related to China, as well as sectors such as
technology, real estate, and direct investment. Mr. Bussmann is
also an independent non-executive director of China Enterprises
Limited. He previously worked at Salomon Brothers, Citibank, Bank
of America and Prudential Asia.

Ms. Fung Wan Yiu, Agnes, aged 39, joined the Group as an
independent non-executive director in July, 2003. She graduated
from the University of Hong Kong with a Bachelor of Law degree
and was admitted as a solicitor in Hong Kong and Singapore. She
is a partner of Messrs. Vincent T. K. Cheung, Yap & Co. and has
been practicing in the legal field for nearly 15 years.
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Directors’ Report...

BRIEF DETAILS IN RESPECT OF DIRECTORS AND
SENIOR MANAGEMENT STAFF (Cont'd)

Directors (Cont’d)

Mr. Chan Kwok Hung, aged 45, has been appointed an alternate
director of the Company since July 2001. He holds a diploma in
arts and has over 19 years’ experience in trading business in China.
Mr. Chan is an executive director of ITC Corporation Limited, Hanny
Holdings Limited and Dong Fang Gas Holdings Limited. He is the
younger brother of Dr. Chan Kwok Keung, Charles, the chairman
and chief executive officer of the Company.

Mr. Lui Siu Tsuen, Richard, aged 48, has been appointed an
alternate director of the Company since July 2001. He is a qualified
accountant and worked for an international accounting firm for
over 12 years and has previously held senior financial positions in
both private and public listed companies. Mr. Lui is the deputy
managing director of Hanny Holdings Limited. He is also an
executive director of Wing On Travel (Holdings) Limited and PSC
Corporation Limited.

Senior Management

Ms. Law, Dorothy, aged 34, is a director of China Enterprises
Limited. She received her Bachelor of Commerce and Bachelor of
Laws degrees from the University of British Columbia in Canada.
Ms. Law is a Barrister and Solicitor licensed to practice law in
British Columbia and has also been admitted as a Solicitor of the
High Court of Hong Kong. Ms. Law is also a director of Burcon
NutraScience Corporation and corporate counsel of Hanny Holdings
Limited.

Ms. Cheung Sze Man, Sharen, aged 33, joined the Group as
Financial Controller in September 2002. She holds a Bachelor of
Commerce degree and Bachelor of Arts degree from the University
of Auckland in New Zealand, and is a member of both the Hong
Kong Society of Accountants and CPA Australia. Prior to the joining
the group, Ms Cheung has worked in Hong Kong and overseas,
and has accumulated diversified experience in audit and financial
management in both private and public companies.
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Directors’ Report .

DIRECTOR’S INTERESTS IN SHARES

As at 31st December, 2003, the interests of the directors of the
Company and their associates in the share, underlying shares and
debentures of the Company and its associated corporations (within
the meaning of Part XV of the Securities and Futures Ordinance)
as recorded in the register required to be kept by the Company
pursuant to section 352 of the Securities and Futures Ordinance
or as otherwise notified to the Company and to the Hong Kong
Stock Exchange pursuant to the Model Code for Securities
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Long positions #RE
(i) The Company (i) ¥ AT
Number of Approximate
ordinary shares shareholding
Name of director Capacity held percentage
EERS EH FGRERNE @#vERaESL
(Note 1)
(Ktat1)
Dr. Chan Kwok Keung, Interest held by controlled 258,819,795 30.21%
Charles (Note 2) corporation
PR B 58 18 + (A 77 2) REERAF#ERS
(ii) Associated corporation (i) KHEBEZE
Number of Approximate
Name of ordinary shareholding
Name of director associated corporation Capacity shares held percentage
EEkR HREERE HH FsEERNE BHiKkastt
Dr. Chan Kwok Keung, Wing On Travel Beneficial 17,280,000 0.10%
Charles (Holdings) Limited owner (Note 3)
PR B 58 18 (“Wing On") EnERA (Kt at3)
KR TR i (15 %)
BRAGR ([K&R])
Dong Fang Gas Beneficial 2,520,900 0.22%
Holdings Limited owner (Note 4)
("Dong Fang Gas") EnEEA (Hia4)
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DIRECTOR'S INTERESTS IN SHARES (Cont’d)
Long positions (Cont’d)

(ii) Associated corporation (Cont'd)

Notes:
1. Share(s) of HK$0.10 each in the capital of the Company.
2. Dr. Chan Kwok Keung, Charles is deemed to be interested

in 258,819,795 shares of the Company held by Calisan
Developments Limited (“Calisan”) by virtue of his interest
in Chinaview International Limited (“Chinaview”) which has
a controlling interest in Calisan. Details of which are
disclosed under the heading “Substantial Shareholders”.

3. Share(s) of HK$0.01 each in the capital of Wing On.

4. Share(s) of HK$0.40 each in the capital of Dong Fang Gas.

Save as disclosed above as at 31st December, 2003, none of the
Company’s directors or their associates had any interests or short
positions in the shares, underlying shares of the Company or any
of its associated corporations that was required to be recorded
pursuant to section 352 of the Securities and Futures Ordinance
or as otherwise notified to the Company and the Hong Kong
Stock Exchange pursuant to the Model Code for Securities
Transaction by Directors of Listed Companies.
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DIRECTORS’
DEBENTURES

RIGHTS TO ACQUIRE SHARES OR

Particulars of the Company’s share option schemes are set out in
note 28 to the financial statements.

The Company

The following table discloses the movement in the Company’s
share options held by a director during the year:

EEREARMNAARGZEN

ARAERETE  FBHER R BHRERN
28

ARAR

FARBAARZEREFIRTESEZE
BEFENT :

Number of shares under option

MRESRZEHBE
Surrendered/
Outstanding lapsed  Outstanding
Exercise at during at
Name of director  Date of grant  Exercisable period price 1.1.2003 the year 31.12.2003
RZBEZH RZB2ZE
—A—H ERHE +-A=+-H
£ 3:%4 #HAM ATEER fTER AR ITE /&R KT
HKS$
ET
Ms. Chan Ling, Eva 12.1.2000 18.1.2000 to 17.1.2005 3.145 75,000 (75,000) -
B rt e “ZTTE-A+N\BE
—A+=H “ZZRF-A++H

As at 31st December, 2003, there were no shares available for
issue under the Company’s share option scheme.

China Enterprises

Details of the share option scheme of China Enterprises are set
out in note 28 to the financial statements.

Save as disclosed above, at no time during the year was the
Company or any of its subsidiaries a party to any arrangements to
enable the directors of the Company to acquire benefits by means
of the acquisition of shares in, or debentures, of the Company or
any other body corporate.
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Directors’ Report...

SUBSTANTIAL SHAREHOLDERS

The register of substantial shareholders maintained by the
Company pursuant to Section 336 of the Securities and Futures
Ordinance shows that as at 31st December, 2003 the following
shareholders had notified the Company of relevant interest in the
issued share capital of the Company.

i
dlinl
T
TEp
—HH
p=cu
I
i

FERR

REESRREHEIIEBKRRTATRELZ
TERRECMAE  R-_FE=F1+_A
=t—B TIBRRAMEADAAEREELLD
AEBRTRAEMEES

Long positions jrady=y
Approximate
shareholding
Name Capacity Notes Number of shares percentage
1 Sk
& :31 i3 B E Bl
Calisan Beneficial owner 1 258,819,795 30.21%
ERBEAA
Great Decision Limited Interest held by controlled corporation 1 258,819,795 30.21%
REBRAAER
Paul Y. - ITC Investments Group Limited Interest held by controlled corporation 1 258,819,795 30.21%
REBRAAER
Paul Y. - ITC Construction Holdings Interest held by controlled corporation 1 258,819,795 30.21%
(B.V.) Limited BEERAR RS
Paul Y. - ITC Constuction Holdings Interest held by controlled corporation 1 258,819,795 30.21%
Limited REBRAAER
REBGHEREREARAA
Hollyfield Group Limited Interest held by controlled corporation 1 258,819,795 30.21%
REBRAAER
ITC Investment Holdings Limited Interest held by controlled corporation 1 258,819,795 30.21%
REBRAAER
ITC Corporation Limited Interest held by controlled corporation 1 258,819,795 30.21%
BECEEEFRRAT REBRAAER
Galaxyway Investments Limited Interest held by controlled corporation 1 258,819,795 30.21%
REBRAAER
Chinaview Interest held by controlled corporation 1 258,819,795 30.21%
REBRAAER
Dr. Chan Kwok Keung, Charles Interest held by controlled corporation 1 258,819,795 30.21%
FREI&E RABERARER
Ms. Ng Yuen Lan, Macy Interest held by family 2 258,819,795 30.21%
mmERt RERKER
Well Orient Limited Beneficial owner 3 258,819,794 30.21%
BfRmAERAR ERBEAA
Powervote Technology Limited Interest held by controlled corporation 3 258,819,794 30.21%
RAEBERARER
Hanny Magnetics (B.V.1.) Limited Interest held by controlled corporation 3 258,819,794 30.21%
RABERARER
Hanny Holdings Limited Interest held by controlled corporation 3 258,819,794 30.21%

BEEEARLF

RERRARER
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SUBSTANTIAL SHAREHOLDERS (Cont’'d)

Long positions (Cont’d)
Note:

1. Dr. Chan Kwok Keung, Charles owns the entire interest of Chinaview
which in turn owns the entire interest in Galaxyway Investments
Limited (“Galaxyway"”). Galaxyway owns more than one-third of
the entire issued ordinary share capital of ITC Corporation Limited
("ITC"). ITC owns the entire interest of ITC Investment Holdings
Limited (“ITC Investment”) which owns the entire interest of
Hollyfield Group Limited (“Hollyfield”). Hollyfield owns more than
one-third of the entire issued share capital of Paul Y. - ITC
Construction Holdings Limited (“Paul Y. - ITC"). Paul Y. - ITC owns
the entire interest of Paul Y. - ITC Construction Holdings (B.V.l.)
Limited (“PYBVI”) which in turn owns the entire interest in Paul Y.
- ITC Investments Group Limited (“PYITCIG"). PYITCIG owns the
entire interest in Great Decision Limited (“GDL") which in turn
owns the entire interest in Calisan. Accordingly, GDL, PYITCIG,
PYBVI, Paul Y. - ITC, Hollyfield, ITC Investment, ITC, Galaxyway,
Chinaview and Dr. Chan Kwok Keung, Charles are deemed to be
interested in 258,819,795 shares in the Company which are held by
Calisan.

2. Ms. Ng Yuen Lan, Macy is a spouse of Dr. Chan Kwok Keung,
Charles and deemed to be interested in 258,918,795 shares of the
Company held by Calisan.

3. Well Orient Limited (“WOL") is wholly-owned by Powervote
Technology Limited (“PTL"”) which is in turn owned by Hanny
Magnetics (B.V.l.) Limited (“Hanny Magnetics”). Hanny Magnetics
is wholly-owned by Hanny Holdings Limited (“Hanny"). PTL, Hanny
Magnetics and Hanny are deemed to be interested in 258,819,794
shares in the Company which are held by WOL.

Save as disclosed above, the Company had not been notified of
any other interests or short position in shares and underlying
shares of the Company pursuant to section 336 of the Securities
and Futures Ordinance which representing 5 percent or more in
the issued share capital of the Company as at 31st December,
2003.
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CONNECTED TRANSACTIONS

In January 2003, China Enterprises entered into a conditional sale
and purchase agreement (as subsequently amended in September
2003) with Ningxia Yinchuan, to dispose of its entire 51% interest
in Yinchuan C.S.I. for a consideration of RMB29 million (equivalent
to approximately HK$27 million). Ningxia Yinchuan is a connected
person of the Company by virtue of its being a substantial
shareholder of Yinchuan C.S.I..

The transaction constitutes a connected transaction of the
Company under the Rules Governing the Listing of Securities of
the Hong Kong Stock Exchange (“Listing Rules”).

CODE OF BEST PRACTICE

In the opinion of the directors of the Company, the Company has
complied with the Code of Best Practice as set out in Appendix 14
of the Listing Rules throughout the year, except that the
independent non-executive directors of the Company are not
appointed for specific terms as they are subject to retirement by
rotation and re-election at the annual general meeting in
accordance with the Company’s Articles of Association.

POST BALANCE SHEET EVENT

Details of the significant post balance sheet events are set out in
note 40 to the financial statements.

AUDITORS

A resolution will be submitted to the Annual General Meeting of
the Company to re-appoint Messrs. Deloitte Touche Tohmatsu as
auditors of the Company.

On behalf of the Board

Dr. Chan Kwok Keung, Charles
CHAIRMAN

Hong Kong
23rd April, 2004
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