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BUSINESS REVIEW

Although the outbreak of SARS has caused inevitable challenges for
the economies of both the PRC and Hong Kong during the first half of
2003, the situation has improved significantly and returned to normal
shortly after July. Given its unique competitive advantages, the PRC
market succeeded in picking up and booming again rapidly during the
year under review. In particular, the demand for energy and
transportation surges significantly when SARS is under control, which
made a significant contribution to the development and revenue of our
infrastructure businesses. Also environmental problem is becoming a
concern in the PRC and the government has implemented numerous
incentive policies to stimulate the development of environmental
protection business. Moreover, the outbreak of SARS has not only
heightened the public awareness of health and environmental protection,
but also made it clear to the PRC Government the pressing need for
the development of environmental protection projects. In addition,
during the year under review, the PRC Government further intensified
the reform of urban public utilities. The Group has timely responded
to this situation and actively capitalized on the business opportunities
in developing the environmental protection business, which resulted in

a significant breakthrough for our development.

OPERATIONAL RESULTS

During the year under review, the Group completed its business
restructuring by disposing of the loss-making timber business and
expanded its foothold in the environmental protection regime, with
infrastructure and property investment as its steady revenue backup.
During the year under review, after a complete consolidation of
businesses, the infrastructure and property investment businesses
continued to serve as the main source of profit and cash inflow for the
Group, while several new environmental protection projects have been
signed, projecting a new income source and growth driver for the

Group in future.
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The Group’s consolidated turnover for

AEE B AR

Profit/(Loss) attributable to shareholders

2003 amounted to HK$83,613.000, a w6000 gmpmirmR /(A5 H) ARG BB N
decrease of 68% as compared to ' ’30‘00‘? 56,837 83,613,0007C > & X 4F
HKS$261,049,000 of last year. The o 2 261,049,000 7¢
decrease is mainly attributable to the 30,000 TEk68% o BT
disposal of the timber business. fzzzz F 2 iR R
However, following the official 0 — Vo T o A BEE AR M
commencement of operation of the 0 111 /T: O K AE B A4 N IE 2
Fuzhou Qingzhou Toll Bridge during the :ZZZZ RCOR - I b 96 SR BRAR 3
year and the establishment of 600,000 o TS EEE B
environmental protection business, it is -800,000 u B BT AR

expected that turnover will gradually 1000000 948,14

increase in the coming years. Profit
attributable to shareholders for the year amounted to HK$56,837,000,
a huge increase as compared to the restated profit of HK$1,009,000 of

last year.

During the year under review, the Group has made substantial amount
of provision in certain investments after a prudent review of existing
businesses. These include the following: i) Notwithstanding the
completion of debt restructuring of Hong Kong Construction (Holdings)
Limited (“HK Construction”), which converted substantial amount of
indebtedness into share capital, the Group has made a further provision
of HK$29,495,000 on this investment in view of the uncertainties of
its future operation; ii) Due to fluctuations in property prices during
the year, the Group and its associate revalued its property investments
and recorded revaluation deficit of HK$15,850,000 for Hong Kong
properties and HK$14,518,000 for the PRC properties. Notwithstanding
the provision and revaluation deficit have reduced the profit for the
year, the Group believes that the quality of assets after provision has
been completely enhanced that will provide room of growth for our

future earnings.
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INFRASTRUCTURE INVESTMENT

During the year under review,

Mawan Power
BEE D
Volume of electricity sold

Shenzhen Mawan Power Company billion

B I 5 kw hour
Limited (“Mawan Power”) generated T 1
a total of 5.22 billion kilowatt-hour
of electricity, which represented an

increase of 4.8% as compared to 4.98
4 3.93 3.86

billion kilowatt-hour of last year. -

Mawan Power underwent a
comprehensive maintenance in 2003

and in January and February,

maintenance work was carried out on
all generation facilities. In March, the
outbreak of SARS also inevitably
affected the demand for electricity power from the tourism and
transportation industries during the period and thus the sales of
electricity for the first half of the year was affected too. However, the
demand surged during the peak season in the second half of the year,
which required full capacity of Mawan Power and the sales of electricity
achieved a record high. As such, despite the downward adjustment of
electricity tariff in Guangdong province since 1 July 2002, attributable
profits from Mawan Power still amounted to HK$82,910,000 for the
year and it generated a cash inflow of HK$63,594,000 for the Group.
As at 31 December 2003, Mawan Power recorded a strong financial
health with cash on hand of Rmb1,316,496,000 and no bank borrowings,
which made it well positioned to undertake new investment for
expansion of revenue. During the year, Mawan Power successfully
acquired 87.5% stake in Huizhou Natural Gas Company (H{ H #% & 2A
A]), which has started to contribute profit to Mawan Power. Looking
ahead, the PRC’s economy will continue to expand, pushing up demand
for electricity power from commercial and residential users in the
Pearl River Delta Region. With its excellent operational and managerial
efficiency and stringent cost and safety control, Mawan Power will
maintain its growth momentum and serve as a major revenue source

for the Group.
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Fuzhou Qingzhou Bridge
BMNEMNKE
Traffic flow for 2003
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Fuzhou Qingzhou Bridge commenced operation on 29 December 2002.
During the year under review, the traffic flow achieved a significant
increase of 95% and jumped from 7,992 standard vehicles per day in
the beginning to 15,613 per day, among which the ratio of passenger
to cargo vehicles was 61:39. Attributable operating profit from this
investment totalled HK$10,213,000, together with a profit of
HK$25,947,000 recognised on the recovery of prior years’ pre-operating
revenue, an attributable profit after taxation of HK$36,160,000 was
recorded. This represented a significant increase of 16 times from
HK$2,132,000 of last year. The daily traffic flow was significantly
increased throughout the year, mainly attributable to the cessation of
operation of Fuzhou Minjiang Bridge since July and the opening of
the section of “Tungsan Expressway” in Fujian province, which spurred
the overall cargo and passenger flow along our toll bridge. Following
the completion of the section of “Tungsan Expressway” in Zhejiang
province in 2004, the cargo flow on our toll bridge from the provinces
of Zhejiang, Fujian and Guangdong is expected to grow rapidly. The
Group is confident that the steady growth of traffic flow and efficient
operational management will generate promising returns and cashflow

for the Group.
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PROPERTY INVESTMENT

Sino Villa Holdings Limited (“Sino Villa”)

holds a four-storey commercial podium in
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Sino Villa Holdings Limited
(['Sino Villa] ) F¢A i A I
Hh L AE B 22 DY R R SRR 2

Shenzhen Zhongshan Garden, which I?%_‘%.t‘__jgﬁ

generates steady rental income and cash flow ,!|5' E-::-'?-h“;‘:::'r"‘ AW REEE 2 HE WA
to the Group. During the year under review, ﬂr;':*- E—‘:l'"";‘f B B4 U & o A T B AF A
a total of 14,096 square meters of the E:EE{* Wy 2 49 14,096°F 7 >k 2 T R
property were leased to Walmart, Park’n ,':.\I'_:,- H:_-':: ST IRES - A
Shop, McDonald, Agricultural Bank etc., E:"ﬁtmﬁ B N R ERAT R WIHE A
contributing to an operating profit of E:’.:._ 48 [ 27 A s ¥97,261,0007C 2
HK$7,261,000 to the Group. After deducting :“ R BRI A e 1R

the revaluation deficit of HK$1,196,000,
Sino Villa showed a net profit amounted to
HK$6,065,000. In view of the steady
operation of Sino Villa, the Group acquired
95% interest in Shenzhen Zhongshan Property Management Company
Limited (EII 1L 7 28 A BR A 7)) on 31 October 2003 at zero
consideration in accordance with the option provided by the acquisition
of Sino Villa in 1999. The legal registration of the above transaction
was completed in March 2004. Through the acquisition of the
management company, the Group believes it can enhance the property
management of Sino Villa and further improve the overall operational

efficiency.

The Group owns approximately 25% interest in Shanghai Kerry
Everbright City, which comprises two towers for office and residential
use and a shopping mall. During the year under review, the sold and
leased areas for the office buildings increased as compared to that of
last year, with 95% for Tower 1 (an increase of 7% as compared to last
year’s 88%), 97% for Tower 2 (an increase of 1% as compared to last
year’s 96%), and 100% for the shopping mall. Attributable profit from
this project totalled HK$12,984,000 for the year. Although the Shanghai
property market continued to achieve steady development and witnessed
satisfactory demand, the Group cautiously evaluated the market value
of Shanghai Kerry Everbright City during the year and hence, recorded
a share of revaluation deficit of HK$13,322,000. The Group also holds
approximately 14% interest in Shanghai Trade Square and International
Apartments, in which the sold and leased areas was 94%, a decrease

of 2% as compared to last year’s 96%.

1,196,0007C - # 15 & F] i ¥
6,065,00070 ° A5 B2 it /1 1L A6 [
W2 £ 1 DL RG> A4
2 A% B — JL LU 4Rl B Sino
VillaFf 2 T RN XX =41+ =
T — H AR A R BRI L A
HRA A Z95% M 4 A B A8 ) 2 B
CA R FIAFE=H 58 B - i i i) 8
RN T AR B ARAS W0 St T AR B

BB S 4R T A A A o

AL B 5 BAROIRA 25%0E 55 H
47 T R N SRR T R — R R
s [0 A BE T 0 A B B R L A T R
R JSAE SN o 88 — R 15 95% » B A
88% L Ft7% » S HEL9T% - BREAFE 2 96% b
F1% » iR TEY 5 R 55 100% o i 8] RAF B
N T B 3% Bk 15 R A 2R s KK 12,984,000
TG o HE SR b W S T B R RS R e i R
T SR IR SRAR > {F A A2 1 A A T R 1 b AR S b
T8 F B 7R3 10 T (L > NI R B T L R R R AR
JRE Ak At 5 48 5 85 13,322,0007C © B Ak > AR 4E
B HE A 14%0E 25 2 1 i 7 B R R B R
e O KA 594% - B AF 2 96%
T 2%

15



16

Chief Executive Officer’s Report 1T I 42 # &5

The property market in Hong Kong during the year was sluggish, with
a downward adjustment for rental and valuation. Despite the rebound
in the fourth quarter, the Group still recorded a revaluation deficit of
HK$15,850,000.

Looking ahead, the Group is confident that the property market for
major PRC cities has the potential for further growth and development,
and rental occupancy and rental income are expected to remain steady.
Following the signing of Closer Economic Partnership Agreement
between Hong Kong and the PRC and the introduction of “Individual
Visit Scheme”, the property market in Hong Kong has recently seen a
rebound after several years’ slump. The Group will grasp potential
opportunities arising from the robust economic boom of the PRC
market, so as to further solidify its property projects in different regions

to generate steady long-term revenue for the Group.
ENVIRONMENTAL PROTECTION

During the year under review, the Group
continued to develop the environmental
protection business and obtained
approvals from Shenzhen Municipal
Government to establish Everbright
Environmental Protection Industry
(Shenzhen) Company Limited (O K 3¢
RE % EY) AR A) (“Everbright
Environmental Protection”) and
Everbright Environmental Protection
Venture Capital (Shenzhen) Company Limited Ot K IR A £ &
(BEYN) £ BR 2 \]) respectively, with a registered capital of
US$10,000,000 each, to serve as platforms for various undertaking of
investment and management of environmental protection business and
hi-tech environmental entrepreneurial enterprises in the PRC. The Group
strove to build up a competent project team in environmental protection
business and nourish its core competency. During the year, the Group
successfully set up a professional team with high calibre staff members
to help develop environmental protection projects focusing on areas of
waste-to-energy incineration, urban sewage treatment and water supply.
Moreover, Everbright Environmental Protection entered into a
cooperation agreement with the Shenzhen Branch of Agricultural Bank
of China for a credit line of Rmb600,000,000 approved by the bank to

support the future development of its environmental protection business.

FBWETE FRNMETERS  HE &
f (B~ 34 o 4R B A SR IO 2= BT i 2 L [l
T8 > M A A2 1) A T 0 2 IRF A7 85 A5 F A s 1R
5 1515,850,0007C °

Ji& BOR A AR BIARAR B Rk T 2 3T
B AT SRR P A TR S R A R A
SN AT RIFTRE - 2R T W BE
5 A s L P B R AT o R AR B R PR
b TN i 3651 2 AT SEA A B A 8 [
R 22 AR 2 W) 36 TH A8 Bt ) BUAR BE R R o A
A5 1 S DTSR o [ 0 2 ST 3 R 22 OB - A Y
T o 7 45 3 I 1 ) S TH > LA A AR B3
Z AR AT o

BRR¥EK

A B TR A BE T 5 AR A [ 4
MR R IR R T I
HE VRN TT BORT LU > 43 7
TG R BRREE (I
) A RA A (TR
R BOER IR A%
& (HEID AHRRAF W
RN Z M EARK L
2 4:10,000,0007C > #F 4
AR £ 42 18 75 o B AT
REEENETH AP BAMNESE
WEZ VA -ALEHB MBI REE &1
AE R B RREFNZOBT I ER
AL R A — B A R
R AT > Sl 25 7 7 3% 56 R R~ V5 K B K
W B AR OK B RE S I RIRRIEE -
A > o K BR AR o B AP B BB SRR AT RN A AT B
#1 A AE T > 2 it R %5600,000,000 70 2 1%
FHE - EhARRBRBRERZ -



Chief Executive Officer’s Report 1T B 42 & R &

During the year under review, the Group has made significant business
achievements in both waste-to-energy incineration as well as urban
sewage treatment. The waste-to-energy project in Hengtan, Shunde
District of Foshan City, the Group’s first environment project, has
commenced its construction as scheduled and it is expected to generate
power in the second quarter of 2004. To further accelerate its growth
in waste-to-energy incineration business, the Group also entered into
an agreement with Suzhou Municipal Government to develop a waste-
to-energy project in the city, which will be completed next year for
commencement of operation in 2006. Also, the Group has entered into
a conditional agreement with Wuhan Municipal Construction Committee
(R E T &% ZE B &) for the construction of a waste-to-energy plant
in Wuhan. The terms of the formal agreement are in the process of

negotiation.

In respect of urban sewage treatment business, during the year under
review, we have teamed up with the French Veolia Group to enter into
an agreement with Qingdao Municipal Government for setting up a
sewage treatment joint venture in Qingdao. This project has been
designated as one of the supporting infrastructural projects in Qingdao
for the 2008 Beijing Olympic Games. In addition, the Group has a
number of other environmental protection projects under negotiation

at present, including Guangzhou, Zhongshan, Dalian and Changzhou.

TIMBER BUSINESS

Adversely affected by the severe competition in the PRC timber market
in the past few years, Everbright Timber Industry (Shenzhen) Co.,
Ltd, (“SETI”) has demonstrated unsatisfactory performance and
remained in a loss position. For the first quarter of 2003, the Group
recorded an attributable loss of HK$5,534,000 from SETI. In view of
this, the Group decided to dispose of the timber business and reallocated
its resource to the infrastructure, property and environmental protection

businesses.
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On 21 March 2003, the Company entered into an agreement with China
Everbright Technology Limited for the disposal of 77.12% interest in
SETI for a cash consideration of HK$7,000,000. The disposal
constituted a connected transaction as defined in the Rules Governing
the Listing of Securities on The Stock Exchange of Hong Kong Limited
and the transaction was completed on 28 March 2003. Since SETI was
in a net deficit position prior to the disposal, the Group recorded a

gain on disposal of HK$19,576,000 from the transaction.

HK CONSTRUCTION

The Group holds approximately 10% interest in HK Construction as
strategic long-term investment. HK Construction is a leading contractor
in Hong Kong and the PRC and has participated in several renowned
construction and infrastructure projects. Due to the slowdown of the
construction industries in Hong Kong, HK Construction has been
making losses since 1999. In 2002, it began to experience liquidity
problems and failed to repay its loans when they were due. Since then,
HK Construction initiated a debt restructuring proposal with its financial
creditors. On 20 December 2003, the financial creditors entered into
the Debt Transfer and Exchange Agreement with Creator Holdings
Limited (“Creator”) for the disposal of substantially all of the
indebtedness owed by HK Construction to the financial creditors
(“Indebtedness”). On 11 February 2004, Creator entered into the Debt
Conversion Agreement and Yangpu Agreement (“Agreements”) with
HK Construction, under which HK Construction would fully settle the
Indebtedness owed to Creator by the issue of 1,340,555,276 new shares
and the granting of a call option to subscribe for an aggregate of up to
380,000,000 bonus shares, both as fully paid at HK$1.00 per share
each. The Agreements were approved by the shareholders on the
extraordinary general meeting on 3 April 2004. Upon completion of
Agreements, the Group’s interest in HK Construction will be diluted
to 3.1%, and further to 2.6% after the exercise of the call option. In
view of the uncertainties of the future operation of HK Construction,
the Group has made a further provision of HK$29,495,000 for this
investment. The net carrying value after the provision is
HK$32,812,000. The Group believes that the completion of the debt

restructuring, with the elimination of the Indebtedness and the
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introduction of a new controlling shareholder, will improve the working
capital position and enhance the capital base of HK Construction,

accordingly further downside risk in this investment is limited.

REDUCTION OF SHARE PREMIUM ACCOUNT

After the disposal of the loss-making business, the management is full
of confidence in the Group’s future business development as the
financial position of the Group has substantially improved with the
reflection of normal business earnings in the financial statements. In
view of this, the Group sought approval from shareholders in February
2004 for the reduction of share premium account to eliminate the
accumulated losses of HK$2,372,172,824. The petition of the reduction
of share premium account was approved by the High Court of Hong
Kong on 2 March 2004. With the above reduction, it indicates that the
Group has resumed the capability for distribution of dividend and

hence the Group has turned a new page.

FINANCIAL RESULTS

The Group’s consolidated turnover for 2003 amounted to
HK$83,613,000, a decrease of 68% as compared to HK$261,049,000
of last year. The decrease is mainly attributable to the disposal of the
timber business. Profit attributable to shareholders for the year
amounted to HK$56,837,000, a significant increase of 55.3 times as
compared to the restated profit of HK$1,009,000 of last year. The
substantial increase of profit is mainly attributable to (i) the disposal
of the loss-making timber business, which provided the Group a profit
of HK$19,576,000 from the disposal; (ii) the profit generated by the
official commencement of operation of the Fuzhou Qingzhou Bridge
this year and a profit of HK$25,947,000 recognized on the successful
recovery of prior years’ pre-operating revenue. During the year under
review, the Group and its associate prudently reviewed its various
investments and made a provision and revaluation deficit totalling
HK$59,863,000 based on the prevailing market conditions. These
comprised the revaluation deficit of HK$15,850,000 for Hong Kong
properties, HK$14,518,000 for the PRC properties, and a provision of
HK$29,495,000 for HK Construction. With the above provision and
revaluation deficit, the Group further enhances the quality of its assets.
Earnings per share were HK2.23 cents for the year, a significant

increase over HK0.04 cent of last year.
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FINANCIAL POSITION

As at 31 December 2003, the Group had total assets of approximately
HK$2,069,604,000. The net assets were HK$1,000,396,000 and the
net assets per share were HK$0.39. As at 31 December 2003, the
gearing ratio (calculated by dividing the total liabilities by the total
assets) was 52%. This represented a decrease of 7% over 59% of last
year. As at 31 December 2003, the Group had total cash balance of
HK$172,789,000.

The Group generally finances its operation with internally generated
cash flow and loan facilities from banks and from its ultimate holding
company. The Group strives to lower its debt level and finance costs.
By the disposal of 77.12% interest in SETI and repayment of bank
loans, the Group’s debt level has been lowered substantially and interest
cover improved. As at 31 December 2003, the Group had total
outstanding borrowings of approximately HK$943,439,000, a decrease
of 22% over HK$1,210,561,000 of last year. The borrowings comprised
secured bank loans of HK$365,294,000, other loans of HK$90,481,000
and loans from ultimate holding company of HK$487,664,000. With
respect to foreign exchange exposure, the risk is rather low as all of
the Group’s foreign currency assets and borrowings are denominated
in Renminbi and US dollars, which are relatively stable against Hong
Kong dollar. The impact of exchange rate fluctuations of these

currencies is rather insignificant to the Group.

PLEDGE OF ASSETS

As at 31 December 2003, the Group pledged cash, unlisted investments
and fixed assets with an aggregate net book value of approximately
HK$288,816,000 (2002: HK$332,708,000) to secure general banking

facilities to the Group.
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CONTINGENT LIABILITIES

As at 31 December 2003, there were contingent liabilities in respect
of guarantees given to banks by the Company for end user financing
guarantees and undertakings executed by an associate to banks

amounting to HK$246,000 (2002: HK$4,396,000).

EMPLOYEES AND REMUNERATION

As at 31 December 2003, the Group had a total of approximately 40
employees located in Hong Kong and the PRC. Employees are
remunerated according to qualification, experience, job nature and
performance, as well as market conditions. Apart from discretionary
performance bonus, the Group also provides other benefits such as
medical insurance cover and provident fund scheme to the employees
in Hong Kong. The share option scheme adopted by the Company on
30 September 1993 expired during the year. A new share option scheme
was approved at the extraordinary general meeting held on 26 May
2003, under which the directors of the Company are authorized to
grant share options to any employees including directors as incentives.
Details of the share option granted to the employees during the year

are disclosed in the Report of the Directors of this annual report.

CORPORATE GOVERNANCE

The Company has established an audit committee comprising of all
three independent non-executive directors. The audit committee has
reviewed with management the accounting principles and practice
adopted by the Group and discussed internal controls and financial
reporting matters including a full review of the audited financial

statements for the year ended 31 December 2003.

The Company has complied throughout the year with the Code of Best
Practice as set out in Appendix 14 to the Rules Governing the Listing
of Securities issued by The Stock Exchange of Hong Kong Limited
except that independent non-executive directors are not appointed for
a specific term as they are subject to retirement in accordance with the

Company’s Articles of Association.

FEEE

RoEFEZAEF HZ—HOARNFH—
Kk N ) [n) SR AT 5% L I O P RE 4 R
LR R T 1) AT B AR AT AR R AR TR S
R A A 246,000 (- FF ik
#4,396,0007C) -

18 & % B

HEEREZETF A=A AR
W KB S AR T A)40% B Lo MR B 2 H
P T AR 4% R ~ A AR YRR RBLLL KT
G DUt B - bR TS AE AL AL AR
R4 A AR A 7 7 v 1R B L4 B R OR
RATERH# - ALER — LU= LH =
- FBR A W BORE S 3 O 4F 0 28 T B
RS B R T =T R
HOBR AT 2 IR O B b T oA o o B8
Wb > AR ) S M TR A S R T A T
BB (BfhES) E AR F AR TRE 2
Sl IS W AR S A AR R 2 S O o

AE

B

al

A

ARFRIBOWIFEGCZR G K2l =4
Bar M ERAN - FRE RGO HREH
g — L 7 B A £ [ P PR AR 2 o e R R
1> 307 o s P PR 48 o R BB R R R B A
EWEFEMEE FET=FF A =1+—H
1k 4 B 2 AR A B R

AAFRRNBMEE -HEETHFBBHS LS
FT A7 B2 ) e 7 _E TR B Bk 14 B i 2 [
<y HI Lo o S R AT S AR A
) 2 ) A ) 2 i (L R - TSI T DA T A
Mg RAT-

21



22

Chief Executive Officer’s Report 1T I 42 # &5

BUSINESS OUTLOOK

Ever since its restructuring commenced in 2000, the Group leveraged
on the support of the parent company, China Everbright Holdings
Company Limited, as well as its management expertise, successfully
completed its assets restructuring and reformulation of business
strategies with major breakthrough in the development of environmental
protection business. Having disposed of the loss-making timber
business, the Group succeeded in returning to a healthy financial
position, paving the way for strong future business growth, with a new
corporate positioning as a conglomerate engaged in infrastructure
investment, environmental protection, and property investment as its
core businesses. We have clearly set our goal to become a leader in the

segments of infrastructure investment and environmental protection.

With the global economic rebound starting from 2004, the PRC will
maintain its strong momentum of economic growth and consumption
power. Looking forward, while consolidating its existing businesses,
the Group will further benefit from the growing demand for
environmental protection and infrastructure. The Group will actively
seek valuable investment opportunities in environmental protection
projects in regions with rapid economic growth, including the Yangtze
River Delta, the Pearl River Delta regions, and Bohai Bay Area (3% )
i ¥ ). Moreover, the Group will strengthen its management and
technological expertise by forming strategic cooperation with
internationally renowned corporations to jointly develop environmental
protection projects. With the establishment and promotion of the
Everbright Environmental Protection brand name, the Group is
determined to build up substantial growth centers for generating profits
that will not only create maximum return for shareholders but also

make contribution to society.
By Order of the Board
Chen Xiaoping

Chief Executive Officer

Hong Kong, 14 April 2004
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