DIRECTORS’ REPORT

R

The Directors present their report together with the audited
financial statements for the year ended 31st December, 2000.

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 activities are set out in note 4 to the
financial statements.

SUBSIDIARIES AND ASSOCIATES

Particulars of the Company’s principal subsidiaries and
associates as at 31st December, 2000 are set out in notes 45
and 46 to the financial statements respectively.

RESULTS
The results of the Group for the year ended 31st December, 2000
are set out in the consolidated income statement on page 49.

DIVIDENDS

No interim dividend was paid for the year (1999: Nil). The
Board has resolved not to recommend the payment of any final
dividend for the year ended 31st December, 2000 (1999: Nil).
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2000 WARRANTS

The bonus subscription warrants, namely 2000 warrants,
issued for the year ending 31st December, 1998 and traded
on The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”) would entitle the holders to subscribe for one
fully-paid share of HK$0.10 each of the Company (the
“Share”) at a subscription price of HK$1.02 per Share before
the close of business on 24th November, 2000. During the
year, 96,258,901 units of 2000 warrant were exercised to
subscribe for 96,258,901 Shares at a total subscription money
of HK$98,184,079.02 which has been used as additional
working capital of the Group. The 94,756,438 units of
outstanding 2000 warrant lapsed upon expiry.

Movements in 2000 warrants of the Company during the year
are set out in note 33 to the financial statements.

CONVERTIBLE BONDS

On 21st March, 2001, the Company issued convertible bonds
in the aggregate principal amount of HK$200 million bearing
an interest of 3% per annum due on 20th March, 2003 (the
“Convertible Bonds”), of which the principal amounts of
HK$180 million and HK$20 million were issued to a company
ultimately beneficially owned by a discretionary trust of which
certain family members of Mr. Joseph Lau, Luen-hung were
eligible beneficiaries and to a company wholly-owned by Mr.
Thomas Lau, Luen-hung respectively.

Bondholders are entitled to convert the Convertible Bonds into
Shares at HK$1.08 each (subject to adjustment) before the
close of business on the business day immediately preceding
20th March, 2003.

The Company has an overriding right to redeem the Convertible
Bonds for cash instead of issuing further new Shares at a
premium which can provide the bondholders an effective rate
of return equal to 8% per annum (including interest of 3%
per annum) for the Convertible Bonds.

The Convertible Bonds are neither be converted nor redeemed
up to the date of this report.
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PROPERTY AND OTHER FIXED ASSETS
Movements in property and other fixed assets during the year
are set out in note 17 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$476,184,000 (1999: approximately
HK$832,290,000) in order to replenish the Group’s operating
capacity. Investment properties with an aggregate net book
value of approximately HK$2,919,000 (1999: approximately
HK$558,218,000) were disposed of during the year.

Details of these and other movements in investment properties
during the year are set out in note 16 to the financial
statements.

PRINCIPAL PROPERTIES
Details of the principal properties of the Group as at 31st
December, 2000 are set out on pages 108 to 120.

SHARE CAPITAL

During the year, the authorised share capital of the Company
was increased from HK$230,000,000 to HK$310,000,000 by
the creation of an additional 800,000,000 Shares ranking pari
passu in all respects with the existing issued and unissued
Shares in the capital of the Company.

In November 2000, arrangements were made for a placement
of 95,000,000 issued Shares and a subscription for 212,300,000
new Shares by Golden Game Overseas Limited and Mr. Joseph
Lau, Luen-hung both at HK$0.80 per Share representing a
discount of 9.71% to the average closing prices of HK$0.886
per Share of the ten trading days ended 22nd November, 2000.
A total of approximately HK$168 million, net of expenses,
was raised for the Group for repayment of loans of the Group
and for general working capital.

Movements in the share capital of the Company during the
year are set out in note 32 to the financial statements.

MEREMWEEEE
Yy 2 T L Al ] 78 L A AR AT B N 2 B
DL A TS R R M R 17 -

REWE

ARAEFEN - A E DA E 476,184,000
#BI6 (—ILILILAE © £9832,290,000 #0)
WAL TNREBZHEYE  UBEAR
LW EERRS) o TN IR AR
FEA 2,919,000 870 (—JLILILAE + &
558,218,000 #5J0) 2 EWE -

gl R Al A 2 A A AT B N 2 B
O B R SE 16 -

FEMR
$%@é:$ii@+ A=t—Az
YR HL S 108 B 120 HA -

Bg 7=

ARAEFER » AN ) 2 P AR 230,000,000
ST E 310,000,000 9 70 - BE Ab 1R
800,000,000 8 e A5 = 5% 58 M Aoy I 4% 7 1 B
RO F AR R O 8T SR AT B
H R -

W _EEFEERFE LA -BERWE
95,000,000/ © #F 17 B 13 » Lh & Golden
Game Overseas Limited 5 B 88 Jo A4 72 0%
212,300,000 37 B 4 (W 3 35 4% 19 I e 4y
0.80Ms TChL & Ml i @ 2 — XX RE+
—AZ P ZHIIE TS B2 BT E
08867 TUHTED. 71%) > A KR E ILEG
#1168,000,000% 70 (EFNBRBAS2) - A EE
EASEER KB E— g E -

AN T AR A A T TR 2 S LR B
B EMEE 32 N -

CHINESE ESTATES HOLDINGS LIMITED Annual Report 2000



DIRECTORS’ REPORT

RESERVES

Movements in the reserves of the Group and the Company
during the year are set out in note 34 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.

PURCHASE, SALE OR REDEMPTION OF
LISTED SECURITIES

During the year ended 31st December, 2000, the Company
purchased and cancelled a total of 8,376,000 Shares on the
Stock Exchange with details as follows:
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Trading Number of Highest Lowest (before expenses)
Month Shares Purchased Price Paid Price Paid Fr{yE & 4858
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HK$ HK$ HK$
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January —H 6,060,000 1.73 1.59 10,028,360
May §iE| 2,316,000 0.95 0.92 2,152,800
8,376,000 12,181,160

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$679,000 (1999: HK$1,685,000).
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DIRECTORS
The Directors of the Company during the year and up to the
date of this report were :

Mr. Thomas Lau, Luen-hung

Mr. Joseph Lau, Luen-hung

Mr. Peter Sit, Kien-ping*

Mr. Raymond Cheung, Yuet-man*

*  Independent Non-Executive Director

Mr. Raymond Cheung, Yuet-man 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.

DIRECTORS AND CHIEF EXECUTIVES
INTERESTS IN THE SECURITIES OF THE
COMPANY AND ASSOCIATED CORPORATIONS
As at 31st December, 2000, 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:

|.  The Company A2 F

5%
AAF N B BB A AL > AR
ZHEPFHHMT

ik Rva

BB e

P P 5B A *
RIS *
*EHIEPTEE

RARA AR Z 2 FAAIEE 111 > Rl S
Se e A A B R AT 2 IR AR R b
FIR o MRS AT

ESERFETHRAEBRAR2AR
HEZE & FES

NCEREEBERFELTH=AH ARAE

HREFATHANBRA N R LA E
AR ARG IR A RN FIR
R (BUERmELR) MRU (1 Bariesa ik
1) 5 A Uk AT 2 8 RO T Pk R
BT 2% R R R AL BRI Sy R JE N A
K FEI RIS

Number
Name of Director / X/ of Shares
Chief Executive FETBABHRSE RGOEE
Mr. Joseph Lau, Luen-hung BIBEME SRR
- Personal interests - M8 AHERR 330,344,119
- Other interests - HoAbME R 987,933,549  (note a) (Miika)
Total st 1,318,277,668
Mr. Thomas Lau, Luen-hung BRI e
- Other interests - HoAbE AR 206,379,187  (note b) (Kzt b)
Miss Rosaline Wong, Wing-yue SN il
- Personal interests - A HE R 100,000
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DIRECTORS AND CHIEF EXECUTIVES
INTERESTS IN THE SECURITIES OF THE
COMPANY AND ASSOCIATED CORPORATIONS

(continued)
Notes :

The 987,933,549 Shares were indirectly owned by a discretionary
trust of which certain family members of Mr. Joseph Lau, Luen-
hung are eligible beneficiaries.

The 206,379,187 Shares were indirectly owned by another
discretionary trust of which certain family members of Mr.
Thomas Lau, Luen-hung are eligible beneficiaries.

During the year, 50,000,000 units of 2000 warrant were

exercised by Mr. Joseph Lau, Luen-hung to subscribe for
50,000,000 Shares at subscription price of HK$1.02 per Share.

Associated Corporations of the Company
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ART 2B EE
Name of Associated Corporation Name of Director Number of shares  Units of warrants
Vst Rt BEEHS R &8 AREEYE
1. Chi Cheung Investment Mr. Joseph Lau, Luen-hung 2,650,000,000 594,261,068
Company, Limited - Corporate interests (notes a & d) (notes a, b & d)
(“Chi Cheung”) PR (Hita & d) (Hika, b & d
EREEARAR - AR
([ZFED
2. Evergo China Holdings Limited Mr. Joseph Lau, Luen-hung 1,112,582,621 N/A
(“Evergo China”) - Corporate interests (note ¢) AN
(TEERTE]) PR (KaEc)
- AR
3. The Kwong Sang Hong Mr. Joseph Lau, Luen-hung 513,746,047 N/A
International Limited - Corporate interests (note d) AN
(“Kwong Sang Hong") el e (Hakd)
([EAFT]) - AR
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DIRECTORS AND CHIEF EXECUTIVES
INTERESTS IN THE SECURITIES OF THE
COMPANY AND ASSOCIATED CORPORATIONS

(continued)
Notes :

a. These securities include direct interests in 2,044,715,460
shares and 46,957,791 units of warrants and indirect interests
in 605,284,540 shares and 547,303,277 units of warrants. The
indirect interests in the securities are derived from the
obligation of the Company and its wholly-owned subsidiary,
Billion Up Limited, to purchase or procure purchase of the
shares and warrants at HK$0.10 each and HK$0.01 each
respectively upon exercise of put options by creditors pursuant
to the scheme of arrangement of Chi Cheung (the “ Scheme”)
within 6 months from 20th November, 2000.

b.  The warrants were issued on 20th November, 2000 pursuant
to the Scheme and every unit of the warrant gives a right to
subscribe for one fully-paid share of Chi Cheung at HK$0.10
each during the period from 21st November, 2000 to 20th
November, 2003.

C. Mr. Joseph Lau, Luen-hung by virtue of his 55.36% and 53.52%
deemed interests in the share capital of the Company and
Kwong Sang Hong as disclosed in paragraphs | and 13 above
respectively, is deemed to be interested in the shares of Evergo
China.

d.  Mr. Joseph Lau, Luen-hung by virtue of his 55.36% interest
in the share capital of the Company as disclosed in paragraph
| above, is deemed to be interested in the shares of Kwong Sang
Hong and securities of Chi Cheung.

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, 2000
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.
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SUBSTANTIAL SHAREHOLDERS' INTERESTS
IN THE COMPANY

As at 31st December, 2000, 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
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Number of Shares

RERAH KRB B

Golden Game Overseas Limited 987,933,549 (note) (B )
Credit Suisse Trust Limited as trustee fE4yZit A 987,933,549 (note) (B
Note : P32 ¢

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 shares held by Golden
Game Overseas Limited.

All the above said shares are the same parcel of shares 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”.
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DIRECTORS INTERESTS IN COMPETING EERBEEER cESR
BUSINESSES

Pursuant to Rule 8.10 of the Rules Governing the Listing of
Securities on the Stock Exchange (the “Listing Rules”) , as
at 31st December, 2000, the following Directors of the
Company declared interests in the following companies with

businesses which compete or are likely to compete, either

ANTEREBERETTH=AH o BRI
Jir g S B AL ([ B AL 568,10 f6
TOAR LS R E A B B A B S
LA B ] 4 A AL T S T B A A 2
B 2 AR AT A

directly or indirectly with the businesses of the Group:

Name of Directors

EENE

Name of companies

REER

Nature of business
considered to

compete or likely

to compete with the
businesses of the Group
BRAREXEEER
BRBEFH RN
BEZEBME

Nature of interest of the
Directorsin the companies
EENBE AR
EanE

Mr. Joseph Lau,
Luen-hung

B

*Chi Cheung and

its subsidiaries
Z I A

Kwong Sang Hong
and its subsidiaries

Property investment and
development

WL Rk R

Property investment and
development, securities

Director and having certain
deemed interests
in Chi Cheung

EH LR EEEA AT A
P B

Director and having certain
deemed interestsin

JEE A= AT B A v investment and money Kwong Sang Hong
lending ER R E AT
WL B AT R AR 2 R
B B fR
Mr. Thomas Lau, *Chi Cheung and Property investment and Director
Luen-hung its subsidiaries development HH
BIBRS Bt RN E AT ES YL g
Kwong Sang Hong Property investment and Director
and its subsidiaries development, securities #HH

JEAEAT B LR 2

investment and money
lending

ESVEY T I
RSB MR

* non wholly owned listed subsidiary of the Company

ANE XA F LT BN
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DIRECTORS INTERESTS IN COMPETING
BUSINESSES (continued)

Mr. Joseph Lau, Luen-hung and Mr. Thomas Lau, Luen-hung
are brothers (collectively the “Lau Brothers”) and also have
personal interests in private companies engaged in businesses
consisting of property development and investment in Hong
Kong, securities investment and money lending. As such, they
are regarded as being interested in such businesses which
compete or may compete with the Group. However, when
compared with the dominance and size of operations of the
Group, such competing businesses are immaterial .

Other than the businesses of the private companies of the Lau
Brothers, the above-mentioned businesses are managed by
separate publicly listed companies with independent management
and administration. In this respect, coupled with the diligence
of its independent non-executive directors (whose views carry
significant weight in the Board’s decisions) and the independent
Audit Committee, the Group is capable of carrying on its
businesses independently of, and at arm’s length from, the
businesses of the above companies.

Other than as disclosed above, none of the Directors are
interested in any business apart from the Company’s business
which competes or is likely to compete, either directly or
indirectly, with the Company’s business.

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 interests, 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 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 during the year.

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, 2000, no payment was made to the Group
(1999: Nil) as the Evergo China Group did not
request such services from the Group.

(i) 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. As at 31st
December, 2000, the indemnity in respect of the
PRC income tax and LAT amounted to
HK$8,704,000 (1999: HK$8,704,000) and
HK$23,144,000 (1999: HK $23,144,000) respectively.
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INTERESTS IN CONTRACTS AND CONNECTED
TRANSACTIONS (continued)
(iii) The Group through its wholly-owned subsidiary,

(iv)

Chinese Estates, Limited (“CEL"), sub-leased to a
wholly-owned subsidiary of Asian Win Realty
Holdings Limited (“Asian Win"), which is a non
wholly-owned subsidiary of Evergo China, Room
201 on 2nd Floor of MassMutual Tower, 38
Gloucester Road, Wanchai, Hong Kong as head
office and principal place of business in Hong Kong
of Asian Win and its subsidiaries by a sub-lease
agreement dated 3rd March, 1999. The sub-leased
premises occupy approximately 1,320 square feet
and the sub-lease is on normal commercial terms
for the period from 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.

The Group through CEL sub-leased to Evergo
Holdings (China) Company Limited (“Evergo BV1"),
a wholly-owned subsidiary of Evergo China, an
office premises of approximately 1,619 square feet
situate at Room 1006 on 10th Floor of MassM utual
Tower as head office and principal place of business
of the Evergo China Group (other than Asian Win
and its subsidiaries) in Hong Kong by a sub-lease
agreement dated 3rd March, 1999 on normal
commercial terms for the period from 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. The sub-lease was renewed for a
period of 2 years from 1st October, 2000 at a
monthly rental of HK$48,570 with rent free for 3
months in 2001 and 2 months in 2002 and a monthly
management fee of HK$8,532.13 for the 3 months
from October to December 2000 and HK$9,001.64
effective from January 2001.
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INTERESTS IN CONTRACTS AND CONNECTED
TRANSACTIONS (continued)

)

(vi)

Evergo China executed a deed of guarantee dated
3rd July, 1997 (as supplemented and amended by
a deed of confirmation dated 15th October, 1998)
in favour of Hua Chiao Commercial Bank Limited
(“Hua Chiao Bank”) to guarantee the repayment by
Asian Win of up to US$3 million, which is in
proportion to its shareholding in Asian Win, in
respect of a bank loan granted to Asian Win of a
principal amount of US$5 million.

The aforesaid bank loan was reduced to a principal
amount of US$3 million and the final maturity date
of the bank loan was further extended to 27th March,
2001 pursuant to the Fourth Deed of Variation and
Supplement to Loan Agreement entered into between
Asian Win and Hua Chiao Bank. The amount of
liability of Evergo China under the aforesaid
guarantee was revised to US$1.8 million pursuant
to the Third Deed of Confirmation dated 15th
December, 2000 executed by Evergo China in
favour of Hua Chiao Bank.

Under the Spin-off Agreement (in the case of the
Company) and the non-competition agreement (in
the 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.
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INTERESTS IN CONTRACTS AND CONNECTED
TRANSACTIONS (continued)

(b)

(c)

(d)

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.

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.

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.

(vii) 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;
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INTERESTS IN CONTRACTS AND CONNECTED
TRANSACTIONS (continued)

(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)

(2

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 theindependent
non-executive directors of Evergo Ching;
and

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, areresolved 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.
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INTERESTS IN CONTRACTS AND CONNECTED
TRANSACTIONS (continued)

(c)

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;

(2) with respect to 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;
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R

INTERESTS IN CONTRACTS AND CONNECTED
TRANSACTIONS (continued)

(d)

(e

()

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 (c) 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;

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
(i) the approval by the independent non-
executive directors of Evergo China. Immediately
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INTERESTS IN CONTRACTS AND CONNECTED EHREZRBERS (E)

TRANSACTIONS (continued)

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
Chinato put a value on the projects at that time given
the outstanding conditions set out in (b)(1) and (2)
above. 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 (c) above for 24 months
(“Deferral™).

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 have 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 has been approved by the independent
non-executive directors of Evergo China on 24th
November, 1999.
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INTERESTS IN CONTRACTS AND CONNECTED
TRANSACTIONS (continued)

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 Chinato Copper King Investment
Limited, a wholly-owned subsidiary of the Company,
on 10th January, 2000.

On 8th March, 2001, a joint venture company in
which the Evergo China Group has a 33.33%
interest agreed to enter into early termination
agreements with Guangzhou Metro Corporation in
relation to the joint venture contract and the articles
of association of Guangzhou United Property
Development Limited (“GUPD”) respectively. GUPD
is a sino-foreign co-operative joint venture formed
for the development of Lot E. This deferred project
will be dealt with in accordance with the terms to
be agreed between the Company and Evergo China
Group.

(viii) Grandhall Secretarial Services Limited, a wholly-

owned subsidiary of the Company, provides general
company secretarial servicesto 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, 2000, the aggregate
payment made to the Group for the above services
amounted to HK$490,000 (1999: HK$494,000).

The Directors expect that transactions (i) to (viii) will
continue in the foreseeable future on the terms described
above.
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INTERESTS IN CONTRACTS AND CONNECTED EHREZRBERS (E)

TRANSACTIONS (continued)

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, 2000, the Group
provided financial assistance to Dollar Union Limited
(“Dollar Union™) which is currently owned as to 75% by
the Group and 25% by the group of Kwong Sang Hong,
an associate of the Company :

(i) Aggregate advances made by the Group to Dollar
Union amounted to HK$1,049 million (1999: HK $987
million). The advances were unsecured, interest
free and have no fixed repayment date.

(if) 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
74,207 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
6th April, 2001, the aggregate advances made by the
Group to Dollar Union amounted to HK$1,060 million.
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INTERESTS IN CONTRACTS AND CONNECTED
TRANSACTIONS (continued)

Total development cost of the Tai Yuen Street Project is
estimated to be HK$3 billion, of which HK$1,400 million
has been paid up to date. Estimated future development
cost is HK$1,600 million and the Group’s share thereof
is HK$1,200 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 2007 and
will be funded by further advances from the respective
shareholders of Dollar Union and/or bank borrowings.

On 25th August, 2000, Global Smart Ltd., a wholly-
owned subsidiary of the Company, conditionally agreed
to acquire from Eastern Hall Limited (“Eastern Hall")
the entire issued share capital of Sunny Ocean Limited
(trading in Hong Kong as Sunny Ocean Investments
Limited) (“Sunny Ocean”) and all the outstanding
amounts due from Sunny Ocean to Eastern Hall. The
principal asset of Sunny Ocean was portions of the
Excelsior Plaza in Causeway Bay known as shops nos.
1to 3, 6 to 12 on ground floor and units nos. 6 to 11
on the first floor of Yee On Building, shops nos. 21, 23
and 24 on ground floor of Chee On Building with total
gross floor area of approximately 6,530 square feet.

The acquisition was approved by independent shareholders
of the Company on 25th September, 2000 and was
completed on 27th September, 2000. The aggregate
consideration payable was approximately HK$338 million,
of which HK$150 million was paid with the balance was
payable within 6 months after completion bearing an
interest rate of HIBOR. The balance payment was made
by the end of the year.

Eastern Hall was 90% ultimately owned by a discretionary
trust of which certain family members of Mr. Joseph Lau,
Luen-hung were eligible beneficiaries and 10% ultimately
owned by Mr. Thomas Lau, Luen-hung.
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R

INTERESTS IN CONTRACTS AND CONNECTED EHREZRBERS (E)

TRANSACTIONS (continued)

The Directors believed that the acquisition would provide
an opportunity to widen and enhance the Group’s
investment portfolio in retailing properties in Hong Kong
and the property had a good potential for upward
appreciation both in term of value and rental income.

On 7th February, 2001, Paul Y. Holdings Company
Limited, a wholly-owned subsidiary of the Company,
conditionally agreed to acquire from Overseas Crown
Limited (“Overseas Crown”) and Nutmeg Point Ventures
Inc. (“Nutmeg”) the entire issued share capital of Gold
Horse Limited (“Gold Horse”) and all the outstanding
amounts due from Gold Horse to Overseas Crown and
Nutmeg. Gold Horse was indirectly holding portions of
the Excelsior Plaza in Causeway Bay known as shop no.
31 on the first floor, portions of shop no. 32 on ground
to second floors of Chee On Building, portions of shop
no. 32 on respective second floor of Yee On Building and
Annex Land Building and certain other portions with
total salable area of approximately 32,118 square feet.

The acquisition was approved by independent shareholders
of the Company on 19th March, 2001 and was completed
on 21st March, 2001. The aggregate consideration was
approximately HK$401 million, of which HK$200
million was settled by the Convertible Bonds and the
balance was settled in cash.

Gold Horse was 90% ultimately owned by a discretionary
trust of which certain family members of Mr. Joseph Lau,
Luen-hung were eligible beneficiaries and 10% ultimately
owned by Mr. Thomas Lau, Luen-hung.

The Directors believed that the acquisition represented
an opportunity to acquire significant property interests
on favourable terms and the property had good potential
for upward appreciation both in term of capital value and
rental income. The consolidation of the further units
acquired in 2000 was expected to give rise to enhanced
scope for realising value from the property and an
opportunity to rationalise operating costs in managing
the overall Excelsior Plaza investment.
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INTERESTS IN CONTRACTS AND CONNECTED
TRANSACTIONS (continued)

5.

Billion Up Limited (“Billion Up”), a wholly-owned
subsidiary of the Company, entered into an agreement
dated 20th November, 2000 with Chi Cheung, a non-
wholly owned listed subsidiary of the Company since
20th November, 2000, in which HK$12,226,196.80 was
designated as a shareholder’s loan to Chi Cheung. This
loan formed part of the consideration for Chi Cheung to
acquire the shareholder’s loans of two property holding
companies from the Group pursuant to the restructuring
agreement with the Group on 11th April, 2000. The loan
was unsecured, interest free, due and payable on 20th
May, 2002.

The Company executed on 11th July, 2000 a several
guarantee of up to an amount of HK$250.4 million in
favour of Hang Seng Finance Limited as agent of
syndicated bankers in respect of 10% obligations of
Grace Sign Limited (“Grace Sign”) under a syndicated
loan facility of HK$2,504 million to Grace Sign for a
development project of site area of 387,569 square feet
with atotal development potential of 904,176 square feet
gross floor area comprising 8 blocks of luxurious
residential unitsin King's Park, Kowloon (“King's Park
Project”).

Grace Sign, which was indirectly owned as to 10% by
the Company and was indirectly owned as to 30% by New
World Development Company Limited (“New World"),
was a joint venture company formed in order to undertake
the King’s Park Project. The amount of the guarantee
was limited to the Group’s 10% equity interest in Grace
Sign. The terms of the loan facility were under normal
commercial terms and were agreed on an arm’s length
basis and were within the normal course of business.

By virtue of 70% interests of the Company and 30%
interests of New World in an unrelated property development
in Hong Kong, New World was a connected person of
the Company.
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DIRECTORS’ REPORT

SERVICE CONTRACTS OF DIRECTORS
None of the Directors has any service contract with the
Company or any of its subsidiaries not terminable by the
employing company within one year without payment of
compensation (other than statutory compensation).

MANAGEMENT AND CONSULTANCY
AGREEMENT

During the year, there existed a consultancy agreement with
Regent Rich Ltd., 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 27 and 28 to the financial statements.

No interest capitalised during the year by the Group (1999:
HK$2,737,000).

PENSION SCHEME
Details of pension scheme of the Group are shown in note 43
to the financial statements.

MAJOR SUPPLIERS AND CUSTOMERS

For the year ended 31st December, 2000, the aggregate
purchases attributable to the Group’s largest supplier and the
top five largest suppliers contributed approximately 46.3%
and 68.7% respectively to the total purchases of the Group
(1999: 22.6% and 55.2% respectively).

The Directors believe that the five largest customers of the
Group accounted for less than 30% of the total turnover of
the Group in the year.

One of the largest suppliers was a company 90% ultimately
owned by an associate of Mr. Joseph Lau, Luen-hung and 10%
ultimately owned by Mr. Thomas Lau, Luen-hung. Save as
disclosed, 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.
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R

POST BALANCE SHEET EVENTS
Details of significant post balance sheet events of the Group
are set out in note 44 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 21.

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, 2000 with the Code
of Best Practice as set out in Appendix 14 to the Listing Rules.

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, 6th April, 2001

LCERBEE
ENCAE g i MR A Y
FMEE 44 -

Bt 7 ¥ 7 B B8
FRALEEBNUHEER 2 & THME
BEAF 1828 21 H -

RIEEATA

WM 5L FF BUAT 3 S AR A 2 W) 22 2 m A
BUPEES 101 A7 i L A 4R 1T 37 S0 AT AT ]
Frg Mo > AR FRIREE T TLF+
“H=EA B E RS B AUk
B PO BT AR SR -

BB

AR 2 BATS R 0 T o BT
BT 36 1% = % A S TS B 507 2 e
SORLAE K 4 AR 4798 e B S
fE -

NEESFE
EN
2188

i >, “FEFIHNH

CHINESE ESTATES HOLDINGS LIMITED Annual Report 2000



