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OVERVIEW

Hong Kong's recessionary climate dictated that the
2002-2003 financial year was a difficult one and, to
some degree, an unpredictable year for the Hang Lung
Group. Global events and local situations like the
outbreak of Severe Acute Respiratory Syndrome (SARS)
accentuated the situation. Nevertheless, Hang Lung
Group continued to operate to prudent commercial
policies and ended the year with a slight increase in
turnover. Overall turnover stood at HK$3,421.4 million
primarily due to a 28% increase in property sales at
the New Haven development where 242 units were sold
during the year. Sales were down at Garden Terrace
where just six units were sold, compared to 27 units
sold in the previous financial year. Our new single-block
development, Napa Valley, was marketed and 78 of the
98 available units were sold to date. These however,

had only a minor impact on total income.
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Our rental revenue in Hong Kong increased slightly.
However, unexpected expenditure arose as a direct
result of the SARS outbreak. This expenditure
included cleaning operations at various commercial
and residential properties to limit the risk of the SARS
virus spreading, the waiving of rents for tenants in
one shopping mall who were facing severe difficulties
because of the SARS, and corporate promotions for
our commercial portfolio aimed at reviving market
confidence. Fortunately, income from our two projects

in Shanghai recorded a considerable growth.

Net profit attributable to shareholders decreased
29.5% to HK$488.0 million and we have proposed a
final dividend of 32 cents per share, which is the same
as last year. Total dividend for the year is 44 cents

per share, same as last year.

In October 2002, we sold our shareholding of 73.7%
in Grand Hotel Holdings Limited, which owned two
hotel buildings, Grand Plaza Hotel and Grand Tower
Hotel, to our listed subsidiary, Hang Lung Properties
Limited through the exercise of privatization. Now,
Grand Hotel Holdings is a wholly owned subsidiary
of Hang Lung Properties after compulsory
acquisition. The listing of their Aand B shares on The
Stock Exchange of Hong Kong Limited has been
withdrawn, with effect from 25 February 2003. Hang
Lung Group still holds 62% of the shareholding of
Grand Hotel through Hang Lung Properties. The main
objective of this reorganization is to convert the two
properties into serviced apartments and an office
building respectively, thus maximizing the income
generated by both properties.
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PROPERTY DEVELOPMENT AND
SALES

HONG KONG

Two projects - New Haven and Napa Valley have been
completed and released for sale. Construction work
on our other four properties is progressing on
schedule, and the marketing and sales programmes
for some of these developments will commence in
the last quarter of 2003. Each of these developments
now contains additional provisions to lessen the risk
of contagious bacteria spreading through buildings.
New generation pipe and drainage systems and UVC
in-duct air purifiers have been installed to overcome

the potential problems.

Superstructure work at Carmel-on-the-Hill at
Carmel Village Street, Ho Man Tin, is underway. This
24-storey residential tower, which is built over a
4-storey car park and retail podium, will provide 188
units ranging in size from 55 sqg mto 110 sq m. The
work is expected to be completed by October 2003.
Show flats are being constructed and units will be

marketed for sale around October of 2003.

The HarbourSide at the Airport Railway Kowloon
Station consists of three blocks of 80-storey
residential towers over a 5-storey car park podium.
This development will offer 1,122 residential units
comprising 1,062 standard units, 24 combined units
and 36 duplex units. Some units have balconies, and
the apartments generally ranging in size from 96 sq m
to 272 sq m. The occupation permit has been issued
in July 2003, and our marketing and sales programme

will commence in the last quarter of 2003.
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Aqua Marine, situated at Sham Shing Road on the West
Kowloon Reclamation, is on schedule for completion
in the fourth quarter of 2003. All concreting work has
been completed and the interior-finishing work is
progressing smoothly. We have an 85% shareholding
in the development which consists of five residential
towers built over a 3-storey car parking/retail podium
and one level basement, and includes clubhouse and
recreational facilities. The residential towers contain
1,616 units ranging in size from 46 sqg m to 119 sq m.
This development is one of the Government’s two pilot
mixed-housing schemes, and about 30% of the
residential area was to be returned to the Government

for sale as subsidized housing.

Long Beach, which also rests on West Kowloon
Reclamation at Hoi Fai Road, is being built on a prime
sea view site. The eight-tower, 46-storey residential
development comprises a total of 1,823 units ranging
in size from 62 sq m to 132 sq m. It also contains a
three-storey car park, office and retail podium and a
4,000 sq m detached clubhouse with recreational
facilities. The project is expected to be completed in

the second quarter of 2004.

New Haven in Sha Tsui Road, Tsuen Wan, consists of
three 36-storey residential towers over a 2-storey car-
parking podium with clubhouse and recreational
facilities. The development contains 658 residential
units ranging in size from 50 sq m to 68 sq m. A total
of 556 units had been sold to date. We are receiving
favourable comments from buyers as we hand over

the units.
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Napa Valley at Fu Tei in Tuen Mun comprises a
14-storey residential tower over a 3-storey car-
parking podium with clubhouse and recreational
facilities. The 98 residential units ranging in size from
56 sq m to 60 sq m were completed and placed on
the market in June 2003. We were pleased to note
that 78 units had already been sold.

Package One of the MTRC Tung Chung Station
Development comprises three sites - Site One, Tung
Chung Crescent; Site Two, Citygate; and Site Three,
Seaview Crescent. 2,084 units of the 2,158 units in
Tung Chung Crescent have been sold up to end of
June 2003. Seaview Crescent units have been
launched on market during this financial year, and
out of 1,536 units, 1,045 units have been sold. Citygate
consists of a 9-storey office tower and a 5-storey retail
podium, which are now ready for lease. The
development of a hotel is currently being studied. The

Group holds a 20% share in this whole development.

As previously reported, the completion of the sale of
The Bay Bridge in Yau Kom Tau at Tsuen Wan did not
take place on 30 June 1998 as stipulated. The litigation
relating to the wrongful repudiation of the agreement
by the purchaser involves mutual claims and is now

being dealt with by our solicitors.

SHANGHAI

The foundation for Office Tower 2 at Plaza 66 in Nan
Jing Xi Lu was being laid. This tower, with a gross
floor area of 81,400 sq m, is the latest phase in the
development, which includes a major shopping mall,
and twin office towers. The 66-storey Office Tower 1
has been completed, and is now fully leased. The
new 51-storey Office Tower 2 is linked to the Office
Tower 1 by a specially designed bridge and is
anticipated to be completed in 2006.
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The Grand Gateway development in Xujiahui
comprises a shopping mall, two residential buildings,
two office towers and a block of serviced apartments.
The shopping mall and a residential building (The
Grand Gateway Garden |} have been completed.
Construction work on the second residential building
- The Grand Gateway Garden Il with a gross floor area
of 32,300 sq m; two office towers with a gross floor
area totaling 124,000 sq m; and serviced apartments
with a gross floor area of 19,200 sq m is progressing
smoothly, and is anticipated to be finished in June
2005. The Group's interest in this development has
increased from approximately 47% to 66%. The Group
will hence enjoy a greater share of rental income and
sales proceeds. Also, Hentra International Limited
("Hentra"), the outgoing shareholder of this project,
has agreed to purchase one office tower which is now
under construction. As part of the above
arrangements, Hentra will pay a purchase price of
US$124 million to the joint venture company holding
The Grand Gateway. It is expected that the
construction will be completed by March 2006 and
the purchase will be completed by September 2006.

PROPERTY LEASING

Our rental revenue is generated from commercial,
office, residential/apartment, industrial/office and car
park sectors. Although Hong Kong's rental market in
all sectors has experienced downward adjustments in
the past few years, our revenue over the last financial
year in Hong Kong increased slightly by 1% to
HK$1,806.9 million. In the last quarter of 2002, the
status of the Grand Hotel Holdings changed from being
directly owned by us to indirectly owned by us through
our listed subsidiary, Hang Lung Properties. The two
hotel properties are being converted into serviced
apartments and office floors. As a result, approximately
65,275 sq m of investment property is added to our
existing property portfolio. Our two Shanghai projects,
Plaza 66 and The Grand Gateway generated sound

levels of income at a total of HK$435.2 million, which
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increased 18% compared with previous year. Total
rental income therefore increased by 3% over the last
year. Occupancy rates in our Hong Kong portfolio stood
at a satisfactory level of 89% whereas rental rates
dropped by 4.7%. The occupancy rates for our Shanghai
developments were maintained at nearly 100% with a

rise in average rents.
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HONG KONG

Commercial and Retail Sector

In our commercial and retail sector, an already
shrinking retail market suffered further difficulties
with the outbreak of SARS. Some tenants requested
assistance through rental concessions, and a few
large chain stores closed non-core shops as a result
of fewer visitor arrivals and reduced local consumer
spending. Despite these, revenue from our
commercial and retail sector increased 0.5% to

HK$996 million during the year under review.

Causeway Bay still commands its position as the
dominant shopping area, especially for younger local
people and tourists. At Fashion Island/Fashion Walk,
rental income recorded a decrease of 1% and the
occupancy level stood at 98%. Hang Lung Centre has
undergone a change in tenant mix, and a famous
Japanese household store has moved into its second

floor. By the end of the financial year, it was 97% let.

Shopping malls in Quarry Bay target residents from
nearby residential towers. Kornhill Plaza situated
conveniently above the Taikoo Mass Transit Railway
Station successfully maintained at 100% occupancy

rate and an 8.3% increase in rental income.

The Peak Galleria at The Peak performed
satisfactorily by attaining 93% occupancy rate after

we adjusted the tenant mix.

Amoy Plaza at Ngau Tau Kok experienced serious
hardship in the second quarter of this year during the
SARS outbreak. Variety shows have been organized
to generate customer traffic, and we are pleased to
see that the flow of people through the Plaza has
returned to normal. Meanwhile, we have taken this
chance to improve the tenant mix. The occupancy rate
has been maintained at 91%, but rental revenue
dropped 9.8%, a direct result of our decision to waive

20 days rent for commercial premises.
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Grand Tower Arcade, the shopping mall in Mongkok
together with the former hotel floors above which have
since been converted into office floors, has been
renamed Grand Tower. The entire complex now
comprises 14 floors of office space, seven floors of
retail space and one floor of car parks. Conversion
work began in January 2003 and was substantially
completed. Interest from potential tenants was
encouraging during the pre-marketing stage. At
present, 70% of retail space has been rented out. Ritz
Building, Park-In Commercial Centre and Hollywood
Plaza are also situated in this popular shopping
district and offer easy access to the Mass Transit
Railway Station. Occupancy rates dropped to 88% in
last financial year.

Office Sector

The demand for rental office space has continued to
slacken as corporate downsizing and restructuring
impact the marketplace. Rents dropped a further
2.5% compared with 2001/2002 as a result of new office
developments coming on to the market. Despite this,
we are pleased with the occupancy rates we have been
able to sustain. However, because of the oversupply of
office space, particularly in Central, we do not expect

the office market to improve in the coming years.

Rental income for our four office buildings in Central
recorded an 8.8% decrease over the previous year’s
figures while occupancy rates remained at a
satisfactory 92%. Office rent at Shui On Centre in
Wanchai has softened further and we have offered
tenants incentive packages such as rent-free periods
and new office fit-outs. Hang Lung Centre in
Causeway Bay held onto a comfortable occupancy
level of 95% due to its prime location while rental
income remained steady. Our offices in Quarry Bay
and Kornhill maintained a 90% occupancy level

throughout the year.
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Leasing activity remained strong for our office
buildings in Mongkok and Tsimshatsui. Overall
occupancy rates were recorded at 91% while income
decreased by 3.5%. The occupancy rate for Park
Building in Cheung Sha Wan stood at 94%.

Residential/Apartment Sector

Rental revenue from our residential/apartment
property sector was adversely affected by the
increasing supply of competitive properties and the
diminishing corporate housing budgets. However, the
leasing of units in The Summit, together with income
generating from the newly converted apartment
property, resulted in the total revenue from the rental
of residential/apartment properties increasing 40.2%
to HK$150.3 million.

Our luxury property, The Summit on Stubbs Road,
Hong Kong Island is equipped with state of the art
appliances, home automation and telecommunication
systems and has been marketed to top executives of
multinational corporations. Leasing activities of the
development’s duplex and double duplex apartments
has been maintained at a reasonably high rate, and
more than half of the 54 duplex units were let since

its launch last June.

Burnside Estate in Hong Kong South maintained its
average occupancy at 91% although rental revenue

dropped by 3.4% from the previous year.

We have continued our programme of selling units at
Garden Terrace in Mid-Levels. By the end of the fiscal
year, we had sold 6 of the 74 four-bedroom units in the

development. A total of 69 units have now been sold.
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The 5-storey Grand Plaza Hotel, which has changed
its operations to serviced apartments in 2003, and
the 7-storey Grand Plaza Apartments are now
together called Grand Plaza Apartments. Despite
plenty of serviced apartments on offer, this
conveniently-located property is sought after by local
small families and corporate tenants. Occupancy
levels were 75%, and room rates dropped 13.1% as a

result of competition.

Industrial/Office Sector

The overall occupancy level at our industrial/office
properties, primarily in Cheung Sha Wan and Kwai
Chung, during the financial year stood at 82%. Total
rental revenue however dropped 10% to HK$83.9 million.

Car Park Sector

Our car park operations are regarded as among the
best in Hong Kong. We have had a smooth year of
operation as a result of our investment in effective
in-house software and our adherence to the
internationally recognised 1SO 9002 quality system.
However, our car park business, like the property
sector, has inevitably been affected by the further
downturn of the economy. Total parking revenue
dropped 15.4% to HK$112.9 million.

SHANGHAI

We have achieved great success in Shanghai over the
years. Our two developments - Plaza 66 and The
Grand Gateway - meet the demands of the top end of
the Shanghai market. Plaza 66 attracts multinational
corporations as office and shop tenants and The
Grand Gateway shopping mall with its associated The
Grand Gateway Garden residential complex is both a
vibrant centre for shopping and entertainment and a
comfortable living environment. We are pleased to
report that leasing of these two projects continued to

perform very well, and occupancy rates reached
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nearly 100% over the past financial year with a
significant growth in rental income compared with
2001/02. Rental rates are expected to rise in the
coming year when leases are renewed. Total revenue
from the rental of our Shanghai properties increased
18% to HK$435.2 million.

Plaza 66 is located on Nan Jing Xi Lu, in the historic
Puxi district of Shanghai, a prestigious shopping
district. Tenants of the Plaza 66 shopping centre
include world renowned brands such as Cartier,
Chanel, Hermes and Louis Vuitton. The Centre is
attracting high traffic flows of customers, not only
from Shanghai but also from nearby provinces. The
66-storey office tower, topped by a magnificent glass
lantern structure, is the tallest building in Puxi and a
major contributor to the modern style of Shanghai.
Plaza 66's Grade A office tower is equipped with the
latest management and automation systems for
maximum efficiency and convenience, and is occupied
primarily by multinational companies. Hang Lung
holds an 89% interest in Plaza 66, which is fully leased.

The Grand Gateway development in Xujiahui
comprises a shopping mall, two residential buildings,
The Grand Gateway Garden I and Il, two office towers
and a block of serviced apartments. The shopping
mall and one residential building have been
completed, and the remainder of the development is
now under construction. The shopping complex,
located above Shanghai’s largest subway, Xujiahui
Station, is fully leased. It provides a total floor area of
101,924 sq m. and comprises a department store,
multiplex theatres, fully integrated family leisure
facilities, restaurants, exotic food court and
many specialty shops. The Grand Gateway Garden |,
a 32,300 sq m 34-storey residential tower with 268
two and three-bedroom luxuriously furnished
apartments, was 94% leased by the end of the

financial year.
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Hang Lung Group Limited

FINANCE AND TREASURY
OPERATIONS

As at 30 June 2003, the Group’s consolidated net bank
borrowings (after deducting cash and bank deposits)
totalled HK$8,153.3 million compared to HK$5,799.8
million last year. The increase was mainly attributable
to the capital expenditures on the Group's property
development projects, namely The HarbourSide, the

two West Kowloon projects and the Ho Man Tin project.

In June 2003, Hang Lung Properties completed a
HK$5.5 billion syndication loan facility with a group
of eighteen international and local banks. The facility
comprised a 5-year revolver of HK$3,666 million and
a 7-year term loan of HK$1,834 million. The success
of this transaction reflected the strong credit rating
of Hang Lung Properties and the confidence of the
banking community in the Group’s prudent financial

management.

The Group'’s liquidity position remains strong with
available undrawn bank facilities together with bank
deposits as at 30 June 2003 amounting to HK$8,903
million, which comprised HK$1,684 million bank
deposits, HK$5,768 million committed facilities and
HK$1,451 million demand facilities. The ample
financial resources available to the Group will provide
adequate funding for the Group’s operational
requirements and also put us in a favourable position

to take advantage of potential acquisitions.

Bank borrowings are unsecured, and it is the Group’s
policy to lengthen its debt maturity profile by
refinancing its debts with medium to long-term
committed facilities. Of the total bank borrowings as
at 30 June 2003, 6% was repayable within one year,
21% was repayable between 1 to 4 years and 73%

was repayable between 4 to 7 years.
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Borrowing methods used by the Group included
syndicated loans, term loans, floating rate notes and
revolving facilities with short to medium term
maturities, denominated mainly in Hong Kong dollars.
The interest rates for all borrowings were floating rate,
fixed periodically by reference to the Hong Kong
Interbank Offered Rate. When appropriate, the Group
used financial instruments to manage its exposure
to changing interest rates. In order to benefit from
the low interest rates prevailing in the Hong Kong
market, the Group concluded interest rate swap
agreements with reputable financial institutions to
hedge its floating rate interest exposure. As at 30 June
2003, 17% of the Group’s borrowings were hedged to
fixed interest rates.

EMPLOYEES

The continued success of the Hang Lung Group relies
on the skills, motivation and commitment of our staff in
all departments. At the year-end, Group employees
numbered 1,494. Of these 473 were employed in
Shanghai, and the remaining 1,021 located in Hong Kong.

As in past years, substantial resources have been
devoted to enhancing competency levels among staff,
and in particular to improving levels of customer
service. In this regard, training programmes arranged
during the year covered customer service skills and
courtesy training, as well as communication skills and
Putonghua. Other training programmes focused on
skills relevant to safeguarding the health and safety
of our employees and the users of our properties. A
Health Guide on Working with Display Screen
Equipment was developed to comply with new

regulatory requirements.
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Hang Lung Group Limited

In recognition of the high value we place on our
employees’ contribution, Long Service Awards were
introduced for those who have served 10 and 15 years,
supplementing the existing 20-year award. Qutside
the work environment, we continue to recognise the
importance of nurturing a community spirit among
staff members, through activities such as a weekend
cruise for staff members and their families. Our Staff
Social Club organised events which have included an
Ocean Park Family Day, a movie session and a course
in Chinese Calligraphy. A large number of staff and
their families also took part in the “Walk-A-Million”

to raise funds for the Community Chest.

We remain confident that our employees will continue
to provide a firm foundation for the success of the
Group and will maintain the high standards of service

for which we are known.

SOCIAL RESPONSIBILITY

The Hang Lung Group as a whole is committed to the
communities within which we operate. Over the past
year, we have refined a programme of financial and
practical support over a wide range of fields - cultural,
small business development and education. The
beneficiaries have been community groups and

individuals.

Our primary focus has been on education. In Hong
Kong, we have designed an innovative programme
aimed at encouraging the city’'s young entrepreneurs
to establish their own businesses. Forty shop units
have been set aside at our Amoy Plaza Complex. The
area will be known as Discovery Avenue and
applicants who produce creative ideas, feasible
business plans and show that they have the ability to
execute those plans, will each be offered a unit on a
very favourable rental terms. This, we believe, is a
unique way of ensuring that the “can do” philosophy
that has driven Hong Kong business in the past,

continues into the future.
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Other business education commitments we have
made over the past year include the Junior
Achievement Hong Kong, a tailor-made programme
for senior high school students. Hang Lung staff from
across the spectrum of the Group's activities
participate in seminars that give students an insight

into the multi-discipline work of the company.

Within the broader community, we continue to finan-
cially and morally support the Community Chest and
the newly formed Business Community Relief Fund
for Victims of SARS. We have also helped fund busi-
ness and community related research projects that
have been undertaken by research institutes such as
the One Country Two Systems Research Institute and
the China Foundation.

There are a myriad of other organisations in both our
Hong Kong and China marketplaces that we support,
both as a corporate entity and through specific staff
initiatives. This ethos will remain integral to our
philosophy of social responsibility.
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