DIRECTORS’ REPORT

The Directors present their report and the audited financial

statements for the year ended 31st December, 1999.

PRINCIPAL ACTIVITIES

During the year, the Company acted as an investment holding
company and its subsidiaries were principally engaged in
property investment and development, securities investment

and money lending.

TURNOVER AND CONTRIBUTION BY SEGMENT
The Group’s turnover and contribution to profit from

operations analysed by principal activity are as follows:
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Property investment and development MERERER 1,196,337 495,403
Securities investment and investment holding HEHFE RFEHER 137,443 42,040
Money lending and others B B HAlb 66,557 66,557
1,400,337 604,000

Other revenue HAt g A 81,927
Administrative expenses TEB X (174,751)
Other operating expenses H A8 B X (104,378)
Profit from operations 28 i R 406,798

Substantially all of the activities of the Group during the year
were carried out in Hong Kong. Accordingly, a geographical

analysis of turnover is not included.

SUBSIDIARIES AND ASSOCIATES
Details of the Company’s principal subsidiaries and associates
as at 31st December, 1999 are set out in notes 40 and 41

respectively to the financial statements.
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RESULTS
The results of the Group for the year ended 31st December, 1999

are set out in the consolidated income statement on page 48.

DIVIDENDS

No interim dividend was paid for the year (1998: Nil). The
Board has resolved not to recommend the payment of any final
dividend for the year ended 31st December, 1999 (1998: Nil).

1999 AND 2000 WARRANTS

The bonus subscription warrants issued for the year ending
31st December, 1998, namely 1999 warrants and 2000
warrants, commenced trading on The Stock Exchange of Hong
Kong Limited (the “Stock Exchange”) on 25th November,
1998. Each of the 1999 warrant and 2000 warrant will entitle
the holders to subscribe for one fully-paid share of HK$0.10
each of the Company (the “Share”) at an initial subscription
price of HK$0.97 and HK$1.02 per Share before the close of
business on 24th November, 1999 and 24th November, 2000
respectively. During the year ended 31st December, 1999,
184,054,076 units of 1999 warrants and 291,560 units of 2000
warrants were exercised to subscribe for a total of 184,345,636
Shares at total subscription moneys of HK$178,829,844.92

which has been used as additional working capital of the Group.

PROPERTY, PLANT AND EQUIPMENT
Movements in property, plant and equipment during the year

are set out in note 16 to the financial statements.

INVESTMENT PROPERTIES

During the year, the Group acquired certain leasehold
properties in Hong Kong for a total consideration of
approximately HK$832,290,000 (1998: HK$455,011,000) in
order to replenish the Group’s operating capacity. Investment
properties with an aggregate net book value of approximately
HK$558,218,000 (1998: HK$443,498,000) were disposed of

during the year.

Details of these and other movements in investment properties

during the year are set out in note 17 to the financial statements.

E S
FEEBE-NANET_AZ+—HILEE
ZEBBREBEZGERERA -

kB
AEEWRIREPHRE (—INUNE : 8]) -
EHGORABENRERE-NAWNANAETZAZ
T— HILFEZAAMARBEE (—LILE
) -

— AWM ER-ZZZEEIRER
NEE—NANEFTA=1+—HILEEHT
ZEFRBAER - LN ERRERER
ERBFEIRER ER— N IANEF+—AZ
THHREBH ST AERAR (W)
HIFEE - B — WA NERRERREHZ
ZETERREZBZHEALHEETRR—L
ANE+—AZ+NEER-=FEEE+—AZ
9 B R R 4 TROAT AR 2 SR R E B A% 0.97
WL R 1.02% TR B’ A AR BB EHE0.10
BT EERS (] - BE—JULLET
ZAZ+—BHIEFEERN > 184,054,076/ — L
FUIERR IR 291,560 B EFERE
R BT RS 35184,345,636 Mk fhy »
HRIEIIE 5 178,829,844.921 7T » fEBAE
BENEEESZH -

V¥ - BERRE
REERNZYE - BB REEZ EEHIER
Bt RS R M RE L6 -

REW=

AEERN > AL B LA R(EA832,290,000%
JC (—JUJLALE © 455,011,000800) BBAE T
NREBZHEYE > VZESEMZEER
H o AFERNTEELREFMESD
558,218,000% 7T (— JLIL/\4E : 443,498,000
BT 2 BEYE -

AREEEN Bk R B A5 G Y2 FE B RN
B RMEELT -

ENBERE —AANFFR




DIRECTORS’ REPORT

PRINCIPAL PROPERTIES
Details of the principal properties of the Group as at 31st
December, 1999 are set out on pages 98 to 112.

SHARE CAPITAL AND WARRANTS
Movements in share capital and warrants of the Company
during the year are set out in notes 28 and 29 to the financial

statements respectively.

RESERVES
Movements in the reserves of the Group and the Company
during the year are set out in note 30 to the financial

statements.

PRE-EMPTIVE RIGHTS
No pre-emptive rights exist at law in Bermuda, being the

jurisdiction in which the Company is incorporated.

SHARE OPTION SCHEME
Details of the Company’s share option scheme are set out in

note 31 to the financial statements.

PURCHASE, SALE OR REDEMPTION OF
LISTED SECURITIES

During the year ended 31st December, 1999, the Company
purchased and cancelled a total of 16,248,000 Shares on the

Stock Exchange with details as follows:
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Trading Month Shares Purchased Price Paid Price Paid FR&EE
X A& fB iR 40 B B FR A3 B S A& FR A3 B AR A% (1B A AT)
HK$ HK$ HKS$

September LA 132,000 1.25 1.25 165,000
October TA 3,532,000 1.24 1.11 4,178,000
November +—A 3,416,000 1.17 1.06 3,797,840
December +—H 9,168,000 1.82 1.19 15,545,440
16,248,000 23,686,280
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The Directors considered that the aforesaid shares were
purchased at a discount to the net asset value per share and
resulted in an increase in the net asset value per share then in

issue.

Save as disclosed herein, the Company and its subsidiaries
have not purchased, sold or redeemed any of the Company’s

listed securities.

CHARITABLE DONATIONS
Charitable donations made by the Group during the year
amounted to HK$1,685,000 (1998: HK$6,240,000).

DIRECTORS
The Directors of the Company during the year and up to the

date of this report were:

Mr. Thomas Lau, Luen-hung
(elected as Chairman on 18th November, 1999)
Mr. Joseph Lau, Luen-hung
(relinquished as Chairman on 18th November, 1999)
Mr. Peter Sit, Kien-ping*
Mr. Raymond Cheung, Yuet-man*

* Independent Non-executive Director

Mr. Joseph Lau, Luen-hung will retire from office by rotation
at the forthcoming Annual General Meeting and, being
eligible, will offer himself for re-election in accordance with

Bye-law 111 of the Bye-laws of the Company.
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DIRECTORS’ AND CHIEF EXECUTIVES’
INTERESTS IN THE SECURITIES OF THE
COMPANY AND ASSOCIATED CORPORATIONS
As at 31st December, 1999, the interests of the Directors and
Chief Executives of the Company in the equity and debt
securities of the Company and its associated corporations as
recorded in the register kept by the Company pursuant to
Section 29 of the Securities (Disclosure of Interests)
Ordinance (the “SDI Ordinance”) or as otherwise notified to
the Company and the Stock Exchange pursuant to the Model
Code for Securities Transactions by Directors of Listed

Companies were as follows:

I. The Company
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EAT
Units of 2000
Number of Warrants (rote b)
Name of Director/ B/ Shares —BBRF
Chief Executive FTETBRABRKR ;&g i ¢=] EREEHMA (mb)
Mr. Joseph Lau, Luen-hung BIEHEEE
- Personal interests -8 ARE R 24,513,038 2,451,303
- Corporate interests - TR 84,494,835 7,458,502
- Other interests - H {2 949,999,995 86,279,995 (note a) (¥ xa)
Total e 1,059,007,868 96,189,800
Miss Rosaline Wong, Wing-yue FREF/MA
- Personal interests - AR 100,000 10,000
Notes: Bt ¢

a. The 949,999,995 Shares and 86,279,995 units of the 2000
warrants were indirectly owned by a discretionary trust of
which certain family members of Mr. Joseph Lau, Luen-hung

are eligible beneficiaries.

b. The 2000 warrants were issued on 23rd November, 1998 and
each unit of 2000 warrant gives a right to subscribe for one
fully-paid Share at HK$1.02 during the period from 25th
November, 1998 to 24th November, 2000.

c. During the year, 101,279,153 units of the 1999 warrants were
exercised by Mr. Joseph Lau, Luen-hung and his associates to
subscribe for 101,279,153 Shares at subscription price of
HK$0.97 per Share.
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II. Associated Corporations of the Company

EATZHRBAT

Name of Associated Corporation Name of Director Number of shares
BMERATEE EEpS BRH®E
1. Evergo China Holdings Mr. Joseph Lau, Luen-hung
Limited (“Evergo China”) - Corporate interests
(MEXx\PE]) BIEMEEE
- TR 1,111,001,237 (note a) (K ita)
2. The Kwong Sang Hong Mr. Joseph Lau, Luen-hung
International Limited - Corporate interests
(“Kwong Sang Hong”) HE g3 e
(TEA&AT)) - A r s 394,442,047 (note b) (W3ib)
Notes: W3t

a.  Mr. Joseph Lau, Luen-hung by virtue of his 50.88% and 64.29%
deemed interests in the share capital of the Company and
Kwong Sang Hong as disclosed in paragraphs I and Il 2 above
respectively, is deemed to be interested in the share capital of
Evergo China.

b.  Mr Joseph Lau, Luen-hung by virtue of his 50.88% interest in
the share capital of the Company as disclosed in paragraph [
above, is deemed to be interested in the share capital of Kwong
Sang Hong.

Save as disclosed herein, none of the other Directors and Chief
Executives of the Company had or were deemed under the
SDI Ordinance to have any interest in the securities of the
Company or any of its associated corporations (within the
meaning of the SDI Ordinance) as at 31st December, 1999
and none of the Directors or Chief Executives of the Company
nor their spouses or children under 18 years of age were
granted or had exercised any right to subscribe for any
securities of the Company or any of its associated corporations

during the year.

a. Fh P XHIAINBERKE - 218844
B A ALAE S B A A A B R B AT AR 2
50.88% % 64.29% %  HAER AN T LS
TEBEAT RS o

b. Ehe P X FIRAWE  FEALEBRBEA L
AE AP 50.88%Z A B 0 MR AN K E
ATRAT AR -

BRACEBEES - R—ANAE+ A=+
—H > ARFARHMERERERTHABMER
B BRI R PR A A A A R S
EMBRAT (ERAKRBEESRE) 2 BHZ
fEMHE > WRAFER > FAFEEREER
TR B SRS 2 i@+ /L T2 T2l
IR AT (R AR (T T SR B A 4 R SR (T B2
NRZAEAIRE SR Z R -

ENBERE —AANFFR




DIRECTORS’ REPORT

SUBSTANTIAL SHAREHOLDERS’ INTERESTS
IN THE COMPANY

As at 31st December, 1999, so far as are known to the
Directors, the following persons (other than a Director or
Chief Executive of the Company) were recorded in the register
kept by the Company under Section 16 of the SDI Ordinance
as being directly or indirectly interested in 10% or more of

the nominal value of the issued share capital of the Company:

Name of Shareholder B R B8

FERFRRAELAFA Z##

BEZERH > A —AAALFET+A=+—
H » #AARMBEEESEOIEIEERZ
FERMAzisk  BREARIZEEREET
ANES > BEESMBEFEFARIEBTREAE
H10%E L FfERZ AT -

Number of Shares {3 #H

Golden Game Overseas Limited
Credit Suisse Trust Limited
as trustee fE&Z 5t A

949,999,995 (note) (Htiz)

949,999,995 (note) (htiz)

Notes:

Credit Suisse Trust Limited as trustee of a family trust is the holding
company of Golden Game Overseas Limited and therefore was
regarded as interested in the same parcel of securities held by

Golden Game Overseas Limited.

All the above said securities are the same parcel of securities
referred to in “other interests” of Mr. Joseph Lau, Luen-hung under
“Directors’ and Chief Executives’ Interests in the Securities of the
Company and Associated Corporations”.

DIRECTORS’ AND CONTROLLING
SHAREHOLDERS’ INTERESTS IN CONTRACTS
Apart from the agreements disclosed under the headings
“Interests in Contracts and Connected Transactions” and
“Management and Consultancy Agreement” below, there were
no other contracts of significance in relation to the Company’s
business, to which the Company or any of the Company’s
subsidiaries was a party, subsisting at the end of the year or
at any time during the year, and in which a Director had,
whether directly or indirectly, a material interest, nor there
were any other contracts of significance in relation to the
Company’s business between the Company or any of the
Company’s subsidiaries and a controlling shareholder or any

of its subsidiaries.
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ARRANGEMENTS TO PURCHASE SHARES OR
DEBENTURES

Apart from the share option scheme as shown in note 31 to the
financial statements and the warrants held as shown under
“Directors’ and Chief Executives’ Interests in the Securities of
the Company and Associated Corporations” above, there were no
other arrangements to which the Company or any of the Company’s
subsidiaries was a party 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.

INTERESTS IN CONTRACTS AND CONNECTED

TRANSACTIONS

(1) (i) Under the terms of the Spin-off Agreement dated
28th October, 1996 entered into between the
Company and Evergo China (the “Spin-off
Agreement”), the Group agreed to provide Evergo
China and its subsidiaries (the “Evergo China
Group”) with financial, managerial, administrative
and accounting services as may be requested by the
Evergo China Group from time to time and the
Group would be reimbursed by the Evergo China
Group in respect of such services at cost. For the
year ended 31st December, 1999, no payment was
made to the Group (1998: Nil) as the Evergo China

Group did not request such services from the Group.

(ii) Pursuant to an indemnity deed dated 28th October,
1996 entered into between the Company and Evergo
China, the Group, subject to certain exceptions,
agreed to indemnify the Evergo China Group in
respect of any diminution in the value of the Evergo
China Group and any liability arising due to, inter
alia, land appreciation tax (“LAT”), PRC income
tax, land costs, failure to effect tax registration and
tax return filing and estate duty. For the year ended
31st December, 1999, the indemnity in respect of
the PRC income tax and LAT amounted to
HK$8,704,000 (1998: HK$8,704,000) and
HK$23,144,000 (1998: HK$23,144,000)

respectively.

BEROERRFZZH

R A RS SRR MRS 1 BT s 2 I AR R ] £ S
[EERERETHABRFLFARBRAFZ
I | P 5H Z RR IR S > AL F]
B o AL B 2 IR At Ho At 22 4k > DA
AL FEREREE AL A BUEM AL E
B BB AR Ay B R 2 T A A5 4R o

EHRaRBERS

(1) () BERARBEEEFHER—AL
ANE+HZ N BESLZ AR i
([ririheR]) 2 6% > AEERE
BEERTRELIRZERAEES
FEEEMBAR ((EERPEE
M) R - B - ATERER
W% > MEERFRERENALE
BEAZEREZBRAER - BE
—AAREF+ZA=+—A1E
B> AnEES PEE I EER
AR MR At Bl IRES - ik AT

7 EALRIE (— LILAEFE
') -

(iiy WEARXAR—ANAETAZT
NBHEEZEPETLZHEHEE
B> EETOIMERZHBT » &
SECREMR HHaHE) LgE
B (L3 EBL) - PEPTEH -
T RAS ~ REEEFTRLES B Rk
PHBERERBEER WS I REE
o5 o B 4 B 7 AR AT 8 R AT AT
B m R PR EEELBER
FBoHE-NAANFETZ_A=+—
HILEE > BRI PR E 10
W (BB 2 B 18 43 Bl 258,704,000
JC (—JLILAE ¢ 8,704,000¥ 75)
$23,144,000% 7T (— JLILAEE ¢
23,144,000¥70) °

ENBERE —AANFFR




DIRECTORS’ REPORT

(iii) Keep Fine Investment Limited (“Keep Fine”), a

wholly-owned subsidiary of Asian Win Realty
Holdings Limited (“Asian Win”) which is a non-
wholly owned subsidiary of Evergo China, has
entered into a licence agreement dated 22nd
December, 1998 with Chinese Estates (Harcourt
House) Limited (“CEHH”), a wholly-owned
subsidiary of the Company. Pursuant to the licence
agreement, CEHH agreed to grant to Keep Fine the
right to use the office premises of approximately
3,565 square feet situate at Rooms 2407-8, 24th
Floor, Harcourt House, 39 Gloucester Road,
Wanchai, Hong Kong, which was used as the head
office and principal place of business in Hong Kong
of Asian Win and its subsidiaries, on normal
commercial terms up to 28th February, 1999, at a
monthly licence fee of HK$124,775 and a monthly
service charges of HK$16,113.80. After expiry of
the said licence, the Group through its wholly-
owned subsidiary, Chinese Estates, Limited
(“CEL”), has sub-leased Room 201 on 2nd Floor of
CRC Protective Tower, 38 Gloucester Road,
Wanchai, Hong Kong to Keep Fine by a sub-lease
agreement dated 3rd March, 1999. The new sub-
leased premises occupy approximately 1,320 square
feet and the sub-lease is on normal commercial
terms commencing on 1st March, 1999 to 3rd
February, 2001 at a monthly rental of HK$39,600
and a monthly management fee of HK$6,956.40.
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(iv) Evergo Holdings (China) Company Limited

(“Evergo BVI”), a wholly-owned subsidiary of
Evergo China, has entered into a sub-lease
agreement dated 17th March, 1997 with CEL
pursuant to which CEL agreed to sub-lease to
Evergo BVI an office premise of approximately
1,619 square feet situate at Room 701 on 7th Floor
of CRC Protective Tower as head office and
principal place of business of the Evergo China
Group (other than Asian Win and its subsidiaries)
in Hong Kong, on normal commercial terms for two
years commencing on 17th March, 1997 at a
monthly rental of HK$67,998 and a monthly
management fee of HK$8,528.08.

Due to office re-allocation of the Group, Evergo
BVI has surrendered the aforesaid premises and a
new sub-lease agreement was entered into on 3rd
March, 1999 for sub-leasing to Evergo BVI an
office premises of approximately 1,619 square feet
situate at Room 1006 on 10th Floor of CRC
Protective Tower as head office and principal place
of business of the Evergo China Group (other than
Asian Win and its subsidiaries) in Hong Kong on
normal commercial terms commencing on 26th
February, 1999 to 30th September, 2000 at a
monthly rental of HK$48,570 and a monthly
management fee of HK$8,532.13.
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(v) Under the Spin-off Agreement (in case of the

Company) and the non-competition agreement (in
case of Mr. Joseph Lau, Luen-hung and Mr. Thomas
Lau, Luen-hung) entered into between the said
parties and Evergo China dated 28th October, 1996,
the Company, Mr. Joseph Lau, Luen-hung and Mr.
Thomas Lau, Luen-hung (together, the
“Covenantors”) have undertaken to the Evergo
China Group, subject to certain qualifications set
out below, not to directly or indirectly participate
in, hold any right or interest in or otherwise be
involved in any property project in the PRC (other
than through Evergo China):

(a) The investment in each PRC property which
is below HK$50 million and is for own use

and not for immediate resale.

(b) The project which is rejected by the
independent non-executive directors of Evergo
China, provided that the reasons of rejection
are properly minuted and the principal terms

of the investment are disclosed.

(c) The investment in shares of a listed company
which competes with the Evergo China Group
provided that the shareholding does not exceed
15% of such listed company’s issued share
capital and further provided that the
Covenantors are not entitled to appoint
directors of that listed company to such
number exceeding 15% of the total number of

directors.

(d) The joint venture project with the attributable
total investment cost is greater than 15% of
the consolidated net asset value of Evergo
China as shown in its latest audited balance

sheet.

(v)
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(vi) Under the Spin-off Agreement, Evergo China
allotted, will allot and issue, credited as fully paid,
shares to the Company or its nominee (Oriental
Master Ltd.) or as it may direct on the following

terms:

(a) with respect to Huangsha Station Lot E,
Guangzhou (“Lot E”) and Zhong Shan
Building, Qingdao (“Zhong Shan Building”)
or any of them (together, the “Deferred
Projects”), 1,693,593 shares (“Initial Shares™)
representing approximately 10% of the total
number of shares were allotted and issued by
the Evergo China Group as a capitalisation
issue in respect of advances made by the
Group in relation to the Deferred Projects on
15th November, 1996;

(b) up to a maximum number of 15,245,614
additional shares (“Balance Shares™)
representing approximately 90% of the total
number of shares to be allotted and issued by
the Evergo China Group as a capitalisation
issue in respect of advances made by the
Group in relation to the Deferred Projects
provided the following conditions are
fulfilled:

(1) certain outstanding matters relating to
Lot E, including payment of an overdue
registered capital contribution of
HK$29.2 million (representing the
Evergo China Group’s attributable
contribution thereto) in relation to the
joint venture company which holds the
Evergo China Group’s attributable
interest in Lot E, are resolved to the
satisfaction of the independent non-

executive directors of Evergo China; and

(vi) R > BEREFELUT
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(©)

(2) certain outstanding matters relating to
Zhong Shan Building, including payment
of an overdue registered capital
contribution of US$450,961 (equivalent
to approximately HK$3.5 million)
(representing the Evergo China Group’s
attributable contribution thereto) in
relation to the joint venture company
which holds the Evergo China Group’s
attributable interest in Zhong Shan
Building, are resolved to the satisfaction
of the independent non-executive

directors of Evergo China.

The conditions set out in (1) and (2) above
must be fulfilled within 24 months from the

date of the Spin-off Agreement.

if any of the conditions set out in (1) or (2) in
sub-paragraph (b) above in relation to Lot E
and Zhong Shan Building are not fulfilled
within 24 months from the date of the Spin-
off Agreement, then the number of Balance
Shares will be adjusted by reference to a
valuation of the relevant Deferred Project
prepared by independent professional valuers
and commissioned at the request of the
independent non-executive directors of Evergo

China, in which case:

(1) with respect to Lot E, up to 10,594,055
Balance Shares will be allotted and
issued to the Company or its nominee
(Oriental Master Ltd.) or as it may direct
in satisfaction of its entitlement to the
balance of the shares to be allotted under
the capitalisation issue in respect of
advances made by the Group in relation

to Lot E;

(c)

2) HFRRFLKEZF
TERFE > GFEEFE
EERTHEBEEMN S
WWkE#EREZ BN
B EBH R EZ
& A 450,961% 70
(F1 A% 7 3,500,000%%
76 EXEHERER
Btz HERE) > ©
EERPEB L ERT
EHTFTEEMR -

)y Ry BEr G H5
Ao B RS 248
ARER -

b3y Bl B2) Br
A BB K Il K E 2 AE
fa e R RE Y 4 Hr i ok 2 H
B4 A REAT - BIHE
BRHZEEH2E R B
B Lk A AT AT IR AR FRE R
FHEBLERTEEZE
KREFETZERREIER
ZAEETAE & A > FEMTE
WF -

(1) AREME » &2
10,594,055 % FL &R i
AL R BT TALF
Bk H L ¥ A (Oriental
Master Ltd.) B H 8 E
Z AL EAEMNRE
FEA £ BB EH B iR
HREFBERA BT
T BC 8 2 RS R R
i

CHINESE ESTATES HOLDINGS LIMITED ANNUAL REPORT 1999



DIRECTORS’ REPORT

(d)

(e)

(2) with respect of Zhong Shan Building, up
to 4,651,559 Balance Shares will be
allotted and issued to the Company or its
nominee (Oriental Master Ltd.) or as it
may direct in satisfaction of its
entitlement to the balance of the shares
to be allotted under the capitalisation
issue in respect of advances made by the
Group in relation to Zhong Shan

Building;

the Balance Shares determined as set out in
sub-paragraphs (b) and (c) above will be
allotted and issued, on the earlier of (aa) the
date on which the relevant condition is
satisfied or (bb) the date on which the relevant
joint venture enterprises are dissolved or
liquidated in accordance with the relevant laws
or (cc) the date on which the independent non-
executive directors of Evergo China resolve
to determine the number of Balance Shares by
reference to the valuation to be prepared as
mentioned in sub-paragraph (¢) above or, in

each case, as soon as practicable thereafter;

subject to sub-paragraph (f) below, the number
of shares determined by reference to the
valuation to be prepared as mentioned in sub-
paragraph (c) above is less than the number
of Initial Shares attributable to Lot E or Zhong
Shan Building, the Company will, within three
months following the receipt of the said
valuation report, pay to Evergo China in cash
a sum representing the difference between the
said valuation and the amount attributable to

the Initial Shares;

(d)

(e)
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(f) if the relevant valuation report as prepared by
the independent professional valuers pursuant
to sub-paragraph (c¢) above confirms that the
relevant Deferred Project has no commercial
value, the Company shall within three months
following the receipt of the said valuation
report have the option to require the Evergo
China Group to assign and novate all rights to
and obligations under the relevant Deferred
Project to the Company subject to the payment
of money as mentioned in sub-paragraph (e)
above. In addition, the exercise of such option
by the Company will be subject to (i) all
applicable requirements of the Stock
Exchange and other relevant rules and
regulations and (ii) the approval by the
independent non-executive directors of Evergo
China. Immediately after the exercise of such
option, the Evergo China Group will have the
first right of refusal to be appointed as the
project manager of the relevant Deferred
Project by the Company on normal

commercial terms to be agreed.

Lot E and Zhong Shan Building were classified as
“Deferred Projects” in the Spin-off Agreement as
it was impractical for either the Company or Evergo
China to put a value on the projects at that time
given the outstanding conditions set out in (b)(1)
and (2). As at 28th October, 1998, being the second
anniversary from the date of the Spin-off
Agreement, the conditions remain outstanding. The
independent board committee of Evergo China has
reviewed the situation and resolved to defer the
adjustment mechanism set out in (¢) above for 24
months (“Deferral”). The Directors of the Company
have considered the situation and agreed that it
would be in the interest of the Company to allow

the Deferral.
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On 31st March, 1999, Evergo China entered into
an agreement with South Sea Development
Company Limited (“South Sea”), an independent
third party, for the disposal of Zhong Shan Building
and other properties. The consideration was arrived
at after arm’s length negotiations and an
independent valuation (the “Independent
Valuation”) on Zhong Shan Building was
commissioned by South Sea. Given the value of
Zhong Shan Building, the executive directors of
Evergo China has proposed to adopt the
Independent Valuation as a reference for
determining any adjustment to the number of the
Balance Shares to be issued by Evergo China to the
Company upon completion of the disposal (the
“Adoption of Third Party Independent Valuation™).
Such proposal was approved by the independent
non-executive directors of Evergo China on 24th

November, 1999.

A supplemental agreement dated 29th December,
1999 was entered into between the Company and
Evergo China pursuant to which the parties agreed
to the Deferral and the Adoption of Third Party
Independent Valuation. Based on the Independent
Valuation, 1,581,384 shares were allotted and
issued by Evergo China to Copper King Investment
Limited, a wholly-owned subsidiary of the

Company, on 10th January, 2000.

In respect of Lot E, up to 10,594,055 Balance
Shares, the number of which depends on the
independent valuation to be commissioned by the
independent non-executive directors of Evergo
China, will be issued upon satisfaction of the

conditions under the Spin-off Agreement.
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(2)

(vii) Grandhall Secretarial Services Limited, a wholly-
owned subsidiary of the Compnay, provides general
company secretarial services to each of the
subsidiaries of (i) Evergo China and (ii) Asian Win
at a fee of HK$3,500 per annum for each subsidiary.
For the year ended 31st December, 1999, the
aggregate payment made to the Group for the above
services amounted to HK$497,000 (1998:
HK$497,000).

The Directors expect that transactions (i) to (vii) will
continue in the foreseeable future on the terms described

above.

The above transactions have been reviewed and
confirmed by the Independent Non-executive Directors
of the Company that the transactions are (a) in the
ordinary and usual course of business of the Group; (b)
on normal commercial terms or on terms no less
favourable than terms available to (from) independent
third parties; and (c) fair and reasonable so far as the
shareholders of the Company are concerned or in
accordance with the terms of respective agreements

governing such transactions.

For the year ended 31st December, 1999, the Group has
provided financial assistance to Dollar Union Limited
(“Dollar Union”) which is currently owned as to 75%
by the Group and 25% by group of Kwong Sang Hong,

an associated company of the Company:

(i) Aggregate advances made by the Group to Dollar
Union amounted to HK$987 million (1998:
HK$946 million). The advances are unsecured,

interest free and have no fixed repayment date.
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(ii)) The Company issued a several guarantee dated 29th
April, 1998 in favour of Land Development
Corporation (“LDC”) and Opalman Limited in
respect of 75% of performance and fulfilment of
obligations of Dollar Union under the development

agreement dated 8th March, 1996.

Dollar Union was formed to develop a site of
approximately 74,818 square feet bounded by Queen’s
Road East, Ruttonjee Hospital, Cross Street and Tai Yuen
Street in Wanchai, Hong Kong (“Tai Yuen Street
Project”) with LDC.

Development cost of Dollar Union is funded by advances
from all its shareholders in proportion to their equity
interest in Dollar Union and on a several basis. As at
27th April, 2000, the aggregate advances made by the
Group to Dollar Union amounted to HK$1,006 million.

Total development cost of the Tai Yuen Street Project is
estimated to be HK$3.4 billion, of which HK$1,340
million has been paid up to date. Estimated future
development cost is HK$2,060 million and the Group’s
share thereof is HK$1,545 million. Future development
cost to be incurred from time to time according to the
progress of the Tai Yuen Street Project from now to year
2006 and will be funded by further advances from the

respective shareholders of Dollar Union and/or bank
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MANAGEMENT AND CONSULTANCY
AGREEMENT

During the year, there existed a consultancy agreement with
Jade Pacific Limited, a company controlled by Mr. Joseph

Lau, Luen-hung and Mr. Thomas Lau, Luen-hung.

GROUP BORROWINGS AND INTEREST
CAPITALISED

Details of bank loans and overdrafts repayable within one year
or on demand are shown in the balance sheet. Details of long-
term secured and unsecured bank loans and floating rate notes

are shown in notes 24 and 25 to the financial statements.

Interest capitalised during the year by the Group amounted
to HK$2,737,000 (1998: HK$12,416,000).

PENSION SCHEME

The staff of the Group is covered under a staff provident fund
(the “Scheme”) which is a defined contribution scheme as
defined in the Occupational Retirement Schemes Ordinance.
The Scheme is for all full-time monthly-paid permanent staff
under the employment of the Group in Hong Kong. The assets

of the Scheme are managed by the trustee of the Scheme.

Contributions to the Scheme are made by the Group at 5%,
7.5% or 10% based on the staff’s basic salary depending on
the length of service. Staff members are entitled to 100% of
the employer’s contributions together with accrued interest
after completing 10 years of service or more, or attaining the
retirement age after any number of years of service, or at a
reduced scale of between 30% to 90% after completing a
period of service of at least 3 but less than 10 years. The
Scheme allows any forfeited contributions (made by the Group
for any staff member who subsequently leaves the Scheme
prior to vesting fully in such contributions) to be used by the

Group to offset the current level of contributions of the Group.
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The Group’s cost for the Scheme charged to income statement
for the year ended 31st December, 1999 amounted to
HK$3,390,000 (1998: HK$2,809,000). In addition, the total
amount of forfeited employer’s contributions amounted to
HK$727,000 (1998: HK$808,000) was utilised towards

reducing the Group’s contributions during the year.

MAJOR SUPPLIERS AND CUSTOMERS

For the year ended 31st December, 1999, the aggregate
purchases attributable to the Group’s largest supplier and the
top five largest suppliers contributed approximately 22.6%
and 55.2% respectively to the total purchases of the Group
(1998: less than 30% of the total purchases) .

For the year ended 31st December, 1999, the aggregate sales
attributable to the Group’s largest customer and the top five
largest customers contributed approximately 18.0% and 40.5%
respectively to the total turnover of the Group (1998: less than
30% of the total turnover).

None of the Directors, their associates or any shareholder
(which to the knowledge of the Directors owns more than 5%
of the Company’s issued share capital) has an interest in the

share capital of any of the five largest suppliers or customers.

POST BALANCE SHEET EVENTS
Details of significant post balance sheet events of the Group

are set out in note 39 to the financial statements.

FINANCIAL OPERATION REVIEW
Certain further information in relation to the Group’s results

and financial operations are shown on pages 18 to 23.
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CODE OF BEST PRACTICE

Except that the Independent Non-executive Directors are not
appointed for any specific terms as they are subject to
retirement by rotation in accordance with Bye-law 111 of the
Bye-laws of the Company, the Company has complied
throughout the year ended 31st December, 1999 with the Code
of Best Practice (the “Code”) as set out in Appendix 14 to the
Rules Governing the Listing of Securities on the Stock
Exchange, in particular, the establishment of an Audit
Committee on 1st January, 1999 as required by paragraph 14
of the Code.

YEAR 2000 ISSUE AND COMPLIANCE

As disclosed in the Group’s previous interim and annual
reports, the Group considers year 2000 (“Y2K”) compliance
as an important risk management issue and a designated
project team has been formed to deal with the issue since early

1998.

Since then, the Y2K issue has been defined, identified,
analysed and evaluated for the risks and uncertainties
associated with the Y2K problem. The project team has
developed action plans and programmes to resolve the
problem and has finalised the implementation and performed

the compliance testing.

As at the end of June 1999, the project team has completed
the modification and upgrading of all critical application
software (including property management systems,
accounting systems, securities investment systems, company
secretarial reporting systems and human resources systems),
all core processing servers, computers, and office automation
application to ensure Y2K compliance for all business units

of the Group.
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Full compliance has been achieved by June 1999. The Group
has developed and substantially completed a Y2K contingency
plan in September 1999 to enable continuity of the business
and operations in the event of any failure of mission-critical
systems. The cost of implementing the Group’s Y2K
programme up to 31st December, 1999 is approximately
HK$2,149,000.

At the turn of the century, the Group has functioned properly
with no interruptions caused by the Y2K problem. The
information technology systems of the Group and, as far as
the Group awares, its business associates have operated

smoothly through the Y2K critical dates.

AUDITORS

The financial statements for the year were audited by Messrs.
Deloitte Touche Tohmatsu who will retire at the conclusion
of the forthcoming Annual General Meeting, and being

eligible, will offer themselves for re-appointment.

On behalf of the Board
Thomas Lau, Luen-hung

Chairman

Hong Kong, 27th April, 2000
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