NOTES

GENERAL AND COMPARATIVE INFORMATION

The Company is incorporated in Bermuda as an exempted company with limited
liability with its shares listed on The Stock Exchange of Hong Kong Limited.

The Company’s ultimate holding company is China Strategic Holdings Limited (“CSH”
and formerly known as China Internet Global Alliance Limited), a company which is
incorporated in Hong Kong with its shares listed on The Stock Exchange of Hong
Kong Limited.

The Company is an investment holding company. The activities of its principal
subsidiaries are set out in note 40 to the financial statements.

In 1999, a bank balance of HK$82,280,000 was classified as bank, balances with
restricted use, consequently, the comparative figure in the current year's consolidated
cash flow statement is restated as cash and cash equivalents to reflect a more
proper presentation.

SIGNIFICANT ACCOUNTING POLICIES

The financial statements have been prepared under the historical cost convention as
modified for the valuation of investment properties, certain items of property, plant
and equipment and investments in securities.

The financial statements have been prepared in accordance with accounting principles
generally accepted in Hong Kong. The principal accounting policies adopted are set
out below.

Basis of consolidation
The consolidated financial statements incorporate the financial statements of the
Company and its subsidiaries made up to 31st December each year.

The results of subsidiaries acquired or disposed of during the year are included in
the consolidated income statement from the effective date of acquisition or up to the
effective date of disposal, as appropriate.

All significant inter-company transactions and balances within the Group have been
eliminated on consolidation.

Goodwill

Goodwill represents the excess of the purchase consideration over the fair value
ascribed to the Group’s share of the net assets at the date of acquisition of a
subsidiary and is written off to reserves immediately on acquisition. Negative goodwill,
which represents the excess of the fair value ascribed to the Group’s share of the
separable net assets at the date of acquisition of a subsidiary over the purchase
consideration is credited to reserves.

Any premium or discount arising on the acquisition of an investment in an associate,
representing the excess or shortfall respectively of the purchase consideration over
the fair value ascribed to the Group’s share of the separable net assets of the
associate at the date of acquisition, is dealt with in the same manner as that described
above for goodwill.

On disposal of investments in subsidiaries or associate, goodwill previously eliminated
against or credited to reserves is included in the determination of the profit or loss
on disposal of the subsidiary or associate.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

Property, plant and equipment (Continued)
Hotel property

Hotel property includes interests in land and building and its integral fixed plant.
Hotel property is stated at the open market value based on professional valuation at
the balance sheet date. No depreciation or amortisation is provided on hotel property.
No depreciation is provided on hotel property or on its integral fixed plant. It is the
Group’s policy to maintain this assets in a continual state of sound repair and
maintenance and to extend and make improvements thereto from time to time, and
accordingly the directors consider that given the estimated lives of these assets and
their high residual values, any depreciation would be insignificant.

Any surplus or deficit arising on the revaluation of the hotel property is credited or
charged to the asset revaluation reserve unless the balance on this reserve is
insufficient to cover a deficit, in which case, the excess of the deficit over the
balance on the asset revaluation reserve is charged to the income statement. Where
a deficit has previously been charged to the income statement and a revaluation
surplus subsequently arises, this surplus is credited to the income statement to the
extent of the deficit previously charged.

The gain or loss arising on the disposal or retirement of hotel property is determined
as the difference between the sale proceeds and the carrying amount of the asset
and is recognised in the income statement.

Other property, plant and equipment

Property, plant and equipment, other than properties under construction, construction
in progress and hotel property, is stated at cost less depreciation. The cost of an
asset comprises its purchase price and any directly attributable costs of bringing the
asset to its present working condition and location for its intended use. Expenditure
incurred after the assets have been put into operation, such as repairs and
maintenance and overhaul costs, is normally charged to the income statement in the
period in which it is incurred. In situations where it can be clearly demonstrated that
the expenditure has resulted in an increase in the future economic benefits expected
to be obtained from the use of the asset, the expenditure is capitalised as an
additional cost of the asset.

The gain or loss arising on the disposal or retirement of an asset is determined as
the difference between the sale proceeds and the carrying amount of the asset and
is recognised in the income statement.

Where the recoverable amount of an asset has declined below its carrying amount,
the carrying amount is reduced to reflect the decline in value. In determining the
recoverable amount of assets, expected future cash flows are not discounted to their
present values.

Depreciation is provided to write off the cost of the assets over their estimated
useful lives, after taking into account their estimated residual value, using the straight
line method, at the following rates per annum:

Leasehold improvements 20% or the term of the lease or land use
rights, if shorter
Furniture, equipment 12.5% - 20%

and motor vehicles
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13. PROPERTY, PLANT AND EQUIPMENT (continued)

(a) The construction in progress is situated outside Hong Kong and represents the
Group’s interest in a toll highway under construction in Shenzhen (“Shenzhen
Highway”). With reference to the valuation made by American Appraisal
Hongkong Limited, an independent firm of professional property valuers, on an
open market basis under a discounted cash flow method, taking into
consideration of the expected future cost to complete Shenzhen Highway and
of the traffic projections and studies conducted by Scott Wilson (Hong Kong)
Limited, an independent traffic consultant, Shenzhen Highway was stated at
cost less impairment in value at 31st December, 2000. A subsidiary of the
Group has been granted the right to operate and manage the Shenzhen Highway
for a period of 20 years following the commencement of its operations.

(b) The properties under construction are situated in the PRC and are held under
medium-term land use rights. With refererce to the valuation made by CB
Richard Ellis Limited, an independent firm of professional property valuers, on
an open market basis, the Group’s properties under construction are stated at
cost less impairment in value at 31st December, 2000.

(c) The valuation of the Group’s hotel property at 31st December, 2000 was carried
out by CB Richard Ellis Limited, on an open market value basis.

The hotel property is situated in the PRC and is held under medium-term land
use right. A subsidiary of the Group has been granted the right to operate and
manage the hotel for a period from January 1987 to January 2017, and subject
to certain conditions to be fulfilled, the operating period may be extended for a
further 20 years.

(d) At 31st December, 2000, included in net book value of construction in progress
is interest capitalised of HK$43,240,000 (1999: HK$15,039,000).

14. PROPERTIES UNDER/HELD FOR DEVELOPMENT

THE GROUP

2000 1999
HK$’'000 HK$’000

AT COST LESS IMPAIRMENT
At 1st January 329,601 329,382
Development costs incurred during the year 540 219
Acquired on acquisition of a subsidiary 26,000 —
Transfer to properties held for sale (43,008) —
Impairment in value for the year (155,732) —

At 31st December 157,401 329,601
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16.

17.

18.

NOTES

INVESTMENT IN AN ASSOCIATE (continued)
Details of the associate which is held indirectly by the Company at 31st December,
2000 are as follows:
Proportional of
nominal value of
issued capital

held by the
Place of Company
Name of associate incorporation indirectly Principal activity
Wintime Property British Virgin 35% Property investment
Developments Limited Islands (“BVI") in Hong Kong

(“Wintime")

Pursuant to an agreement dated 5th May, 2000 entered between, inter alia, Wintime,
Lead Victory Investments Limited (“Lead Victory”), a wholly-owned subsidiary of the
Company, and Continental Property Limited (“Continental”), a shareholder of Wintime,
had assigned individual units of properties (“assigned properties”) to Lead Victory
and Continental respectively and Wintime shall distribute the sales proceeds, rents,
profits and monies in respect of the assigned properties, which are held by a wholly
-owned subsidiary of Wintime and are situated in Hong Kong, to Lead Victory and
Continental respectively.

INVESTMENTS IN SECURITIES

THE GROUP
2000 1999
HK$’000 HK$’000
Other investments outside of Hong Kong

Listed equity security 10,807 12,596
Unlisted debt security 603 603
Total and reported as non-current 11,410 13,199
Market value of listed security 10,807 12,596

The carrying value of the listed equity security at 31st December, 2000 represents a
16.8% interest in Austindo Resources Corporation N. L. (“ARX"), a company
incorporated in Australia and listed on the Australian Stock Exchange. The Group’s
interest in ARX was subsequently diluted to 9.0% on 3rd January, 2001 as a result
of a rights issue.

The carrying value of the unlisted debt security at 31st December, 2000 represents
a convertible note issued by ARX (“Austindo Convertible Note”). The Austindo
Convertible Note is unsecured, interest-free and entitles the holder at any time after
27th February, 1998 up to and including 28th February, 2003 to convert the principal
amount of the Austindo Convertible Note into shares of ARX at A$0.11 per share. If
the Austindo Convertible Note is not converted by 28th February, 2003, it will be
redeemed by the note issuer in cash on the following business day after the expiry
date.

LOANS FROM/TO MINORITY SHAREHOLDERS OF SUBSIDIARIES

The Group

The amounts are unsecured, interest-free and will not be repaid within one year and
are therefore shown as non-current.
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23. SHARE CAPITAL

Number
of shares Value
HK$’000
Authorised
Ordinary shares of US$0.02 each
Balance at 31st December, 1999
and 31st December, 2000 1,900,000,000 296,400
Issued and fully paid
Ordinary shares of US$0.02 each
At 1st January, 1999 789,519,295 123,165
Issue of new shares 257,900,000 40,232
At 31st December, 1999 1,047,419,295 163,397
Issue of new shares 189,000,000 29,484
Repurchase of shares (100,000,000) (15,600)
At 31st December, 2000 1,136,419,295 177,281

The movements in the ordinary share capital for the year ended 31st December,
2000 are as follows:

()

(if)

89,000,000 ordinary shares of US$0.02 each were issued and alloted to
institutional and/or professional investors at a price of HK$0.198 per share,
representing a discount of approximately 7.04% on the closing price of HK$0.213
per share on 2nd December, 1999, under a private share placement. These
shares were issued under the general mandate granted to the directors of the
Company on 25th June, 1999. The placing was completed on 6th January,
2000. The net proceeds of approximately HK$17 million were used for repayment
of loans from financial institutions and settlement of liabilities and other creditors.

Pursuant to a resolution passed at a special general meeting on 27th June,
2000, the Company issued and alloted 100,000,000 ordinary shares of US$0.02
each to PKU Cyberport Limited on 7th July, 2000 at a price of HK$0.90 per
share (the “Consideration Shares”), as partial consideration for the acquisition
of the entire issued share capital of Osgood Investment Limited (the
“Acquisition”) at an aggregate consideration of HK$300,000,000. The balance
of the consideration for the Acquisition was settled by the issue of a convertible
note at an aggregate principal amount of HK$210,000,000, convertible into the
shares of the Company at an initial conversion price of HK$0.90 each.

As detailed in the announcement dated 24th November, 2000, the Company
and PKU Cyberport Limited entered into a termination agreement to unwind
the Acquisition. Accordingly, the Consideration Shares were cancelled by way
of a repurchase by the Company from PKU Cyberport Limited on 28th December,
2000 and the convertible note was cancelled by way of a deed of release on
23rd November, 2000.
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23. SHARE CAPITAL (continued)

Details of the repurchase of the shares of the Company through a private
arrangement are as follows:

Month of Number of ordinary Price Aggregate
Repurchase shares of US$0.02 per share consideration paid
December, 2000 100,000,000 HK$0.90 HK$90,000,000

The above shares were cancelled upon repurchase.

All the shares issued during the year rank pari passu in all respects with the then
existing ordinary shares.

The movements in the ordinary share capital for the year ended 31st December,
1999 were as follows:

(i) 157,900,000 ordinary shares of US$0.02 each were issued and alloted to
institutional and/or professional investors at a price of HK$0.246 per share,
representing a discount of approximately 8.9% on the closing price of HK$0.27
per share on 7th May, 1999, under a private share placement. These shares
were issued under the general mandate granted to the directors of the Company
on 23rd June, 1998. The placing was completed on 7th June, 1999. The net
proceeds of approximately HK$38 million were used for the repayment of
unsecured loans of the Group.

(i) 100,000,000 ordinary shares of US$0.02 each were issued and alloted to
institutional and/or professional investors at a price of HK$0.255 per share,
representing a discount of approximately 7.27% on the closing price of HK$0.275
per share on 30th June, 1999, under a private share placement. These shares
were issued under the general mandate granted to the directors of the Company
on 25th June, 1999. The placing was completed on 2nd August, 1999. The net
proceeds of approximately HK$25 million were used for the Group’s working
capital.

24. SHARE OPTION SCHEME

The Company

Pursuant to the share option scheme of the Company adopted on 27th June, 2000
(the “Scheme”), the Company may grant options to executive directors and full time
employees of the Company or any of its subsidiaries to subscribe for shares in the
Company at a price equal to 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 Limited on the five trading days immediately preceding the date of the grant of
the options, subject to a maximum of 10% of the issued share capital of the Company
from time to time.

No option under the Scheme was granted or exercised during the year and no option
was outstanding as at 31st December, 2000.
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32.

33.

34.

CAPITAL COMMITMENTS

THE GROUP
2000 1999
HK$’000 HK$’000
Capital expenditure contracted for but not provided
in the financial statements relating to:

— properties under/held for development 23,640 1,205,429

— properties under construction 227,150 250,332

— construction in progress 173,849 253,789

424,639 1,709,550

OPERATING LEASE COMMITMENTS

At 31st December, 2000, the Group and the Company had no significant operating
lease commitment.

At 31st December, 1999, the Group had commitments to make payments of
approximately HK$2,189,000 in the following year under non-cancellable operating
leases which will expire within one year in respect of land and buildings.

CONTINGENT LIABILITIES

Guarantees

The Company has given guarantees to banks in respect of credit facilities granted to
subsidiaries amounting to HK$48,700,000 (1999: HK$68,700,000). The extent of
such facilities utilised by subsidiaries at 31st December, 2000 amounted to
approximately HK$29,780,000 (1999: HK$51,780,000).

Litigations

(@) In February, 1999, a contractor of a property development project in Guangzhou
(the “Contractor”), Jiangnan Centre (formerly named as Hongkong Macau
Centre), initiated legal proceedings against the Company and Guang Zhou
Jiang Nan Property Co., Ltd. (“JNP”) in respect of claim for payment of certain
site management fee of RMB7.7 million.

In January, 2000, the Contractor amended the legal claim against the Company,
JNP and also Eventic Limited (“Eventic”), a wholly-owned subsidiary of the
Company, to increase the claim for site management fee to RMB17.5 million
and also claimed for payments of construction costs of RMB65.1 million together
with accrued interest thereon. The Group strongly opposed the claims.
Subsequent to the balance sheet date, the Contractor made a settlement offer
to limit the total claim for payments to RMB65 million. After consultation with
legal counsel, the Group decided to accept the settlement offer. A provision of
RMB40 million for construction costs has already been included in properties
under construction in prior years and a further provision of RMB25 million
(equivalent to approximately HK$23 million) for construction costs has been
included in properties under construction for the year ended 31st December,
2000. The legal proceedings are still ongoing, and their outcome depends on
the finalisation of a formal settlement agreement.
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34. CONTINGENT LIABILITIES (continued)

Litigations (Continued)

(b) In August, 1999, the architect of Jiangnan Centre initiated legal proceedings
against Eventic in respect of claim for payment of service fees and other
expenses of HK$0.6 million and HK$6.6 million respectively.

Eventic vigorously defense the claims and made a counterclaim for loss and
damages suffered due to insufficient supervision services provided.

In view of the counterclaim made by Eventic, the architect amended its total
claims to HK$7.7 million. At the date of this report, the proceedings are still
ongoing. After taking into consideration the advice of the Group legal counsel,
the directors consider the outcome of the proceedings will not have material
adverse financial effect in the Group.

35. PLEDGE OF ASSETS
At 31st December, 2000 and 1999, the bank and other borrowings of the Group
were secured by the following assets:

(a) Investment properties with a carrying value of HK$32,130,000 (1999:
HK$77,930,000).

(b) Properties held for sale with a carrying value of HK$Nil (1999: HK$27,956,000).

(c) Certain part of a hotel property with a carrying value of HK$40,529,000 (1999:
HK$44,132,000).

(d) Bank deposits of HK$8,427,000 (1999: HK$8,427,000).

(e) Listed equity securities outside Hong Kong with a carrying value of HK$Nil
(1999: HK$12,596,000).

During the year, Fameluxe Investment Limited, a wholly-owned subsidiary of the
Company has issued two debentures in favour of a bank by way of creating a first
floating charge on its entire interest in Shenzhen Longchen Xinyuan Industrial Co.,
Ltd., a subsidiary of the Company, which also has pledged its right to receive toll fee
income to another bank to secure the credit facilities.

36. RETIREMENT BENEFITS SCHEME

The Company and Ming Hung (Holdings) Limited, a wholly-owned subsidiary in
Hong Kong, participate in a pension scheme, which was registered under the
Mandatory Provident Fund Schemes Ordinance (the “MPF Ordinance”), for all its
employees in Hong Kong. The scheme is a defined contribution scheme effective
from December 2000 and is funded by contributions from employer and employees
according to the provisions of the MPF Ordinance. During the year under review, the
total amount contributed by the Group to the scheme and charged to the income
statement was insignificant and no contributions were forfeited.

The employees in the subsidiaries in the PRC are members of the state-sponsored
pension scheme operated by the government in the PRC. The subsidiaries in the
PRC are required to contribute a certain percentage of their payroll to the pension
scheme to fund the benefits. The only obligation of the Group with respect to the
pension scheme is to make the required contributions under the scheme.
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38. POST BALANCE SHEET EVENTS

The following events have occurred subsequent to the balance sheet date:

39.

(a)

(b)

(c)

(d)

On 17th April, 2001,a wholly-owned subsidiary of the Company entered into a
sale and purchase agreement with an independent third party to dispose of
certain of its investment properties situated in Hong Kong with an aggregate
carrying value of approximately HK$14 million at a consideration of HK$14
million.

During the year, certain subsidiaries of the Company entered into sale and
purchase agreements to dispose of properties held for sale, which are situated
in the PRC, at a consideration which approximates the carrying value of the
properties of HK$23 million at 31st December, 2000. The sale of these properties
was completed on 30th March, 2001.

On 18th January, 2001, a wholly-owned subsidiary of the Company entered
into a sale and purchase agreement with an independent third party for the
acquisition of the entire issued share capital of Silvercomb Property Limited
(“Silvercomb”), for a consideration of HK$106 million. Silvercomb is an
investment holding company with its principal subsidiaries mainly engaged in
property investment and trading in Hong Kong and elsewhere in the PRC. On
15th March, 2001, a wholly-owned subsidiary of Silvercomb entered into a sale
and purchase agreement with an independent third party to dispose of certain
leasehold properties in Hong Kong at a consideration of HK$36 million.

On 19th January, 2001 and 2nd March, 2001, the Company entered into
agreements with two wholly-owned subsidiaries of CSH to obtain loans amounted
to HK$120 million and RMB17.5 million for the acquisitions of property
investments and the general working capital of the Group. The loans are
unsecured, bear interest at Hong Kong Prime Rate and at 6% per annum
respectively, and are repayable in two years from the draw-down dates.

RELATED PARTY TRANSACTIONS AND BALANCES

During the year, a wholly-owned subsidiary of the Company entered into a conditional
sale and purchase agreement for the acquisition of 37.25% interest in the capital of
each of Berich Holdings Limited and Trade One Limited for the aggregate
consideration of HK$45,000,000 (the “Transaction”). Mr. Chung Chi Wah, a former
director of the Company, held 40% of the then issued share capital of both Berich
Holdings Limited and Trade One Limited. A cancellation agreement was entered into
on 31st March, 2000 to cancel the Transaction.

Details of the balances with related companies at the balance sheet date are disclosed

in notes 15 and 27 to the financial statements.
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