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In this circular, unless the context otherwise requires, the following expressions have the following

meanings:

‘‘Access Capital’’ Access Capital Limited, a company incorporated in Hong Kong and deemed

licensed to conduct Types 1 (dealing in securities), 4 (advising on

securities), 6 (advising on corporate finance) and 9 (asset management)

regulated activities pursuant to the SFO, the independent financial adviser

appointed to advise the Independent Board Committee in relation to the

Settlement, the Whitewash Waiver and the Chen Family Special Deal;

‘‘acting in concert’’ has the meaning ascribed thereto in the Takeovers Code;

‘‘associates’’ has the meaning ascribed thereto in the Listing Rules;

‘‘Board’’ the board of directors of LSD;

‘‘Bonds Security’’ the package of security to be afforded to the Bondholders as part of the

Bonds Settlement as set out under the heading ‘‘Further details about the

Bonds Security’’;

‘‘Bonds Settlement’’ settlement of the outstanding indebtedness due to the Bondholders on the

principal terms set out in this circular;

‘‘Bondholders’’ the Exchangeable Bondholders and the Convertible Bondholders;

‘‘Bondholder Settlement

Shares’’

the 3,800,040,000 new Shares to be allotted and issued by LSD to the

Bondholders as part of the Bonds Settlement;

‘‘Bonds’’ the Exchangeable Bonds and the Convertible Bonds;

‘‘Chen Family’’ Nice Cheer, Mr. Chen Din Hwa and their respective associates;

‘‘Companies Ordinance’’ the Companies Ordinance (Chapter 32 of the laws of Hong Kong);

‘‘Completion’’ completion of the Settlement Agreement and completion of the Bonds

Settlement, which are expected to occur simultaneously and no later than 1st

November, 2004 or such other date as the parties shall agree from time to

time;

‘‘connected person’’ has the meaning ascribed thereto in the Listing Rules;

‘‘Convertible Bondholders’’ holders of the Convertible Bonds;

‘‘Convertible Bonds’’ the US$150 million 4% convertible guaranteed bonds originally due 2002

issued by Lai Sun International Finance (1997) Limited (a wholly-owned

subsidiary of LSD) and guaranteed by LSD, as constituted by the trust deed

dated 4th August, 1997 as amended from time to time;

‘‘Diamond String’’ Diamond String Limited, a company incorporated in Hong Kong and a 65%

indirectly owned subsidiary of LSD with the remaining 35% held by third

parties independent of LSD and eSun and their respective connected

persons;
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‘‘EGM’’ the extraordinary general meeting of LSD to be held at The Harbour Room,

3/F., The Ritz-Carlton Hong Kong, 3 Connaught Road Central, Hong Kong

on Wednesday, 13th October, 2004 at 4 : 00 p.m., the notice of which is set

out on pages 200 to 204 of this circular;

‘‘eSun’’ eSun Holdings Limited, a company incorporated in Bermuda and whose

registered office is situated at Clarendon House, 2 Church Street, Hamilton

HM11, Bermuda, the shares of which are listed on the Stock Exchange and a

company in which LSD has an indirect shareholding interest of

approximately 42.54%, comprising 285,512,791 shares of HK$0.50 each

in the capital of eSun;

‘‘eSun Debt’’ the amount of HK$1,500,040,041;

‘‘eSun Debt Deed’’ the intercompany debt deed entered into by LSD, eSun, Furama Hotel

Enterprises and Golden Pool on 30th June, 2000;

‘‘eSun Group’’ eSun and its subsidiaries;

‘‘eSun Loan’’ the proposed 5 year interest-bearing term loan, at a rate of 4.5% per annum,

in the principal amount of HK$225 million owed by Furama Hotel

Enterprises to Golden Pool;

‘‘eSun Settlement Shares’’ the 5,200,000,000 new Shares to be allotted and issued by LSD to Golden

Pool or its nominee pursuant to the terms of the Settlement Agreement;

‘‘eSun SGM’’ the special general meeting of shareholders of eSun to be convened on the

same day as the EGM shall be convened for the purposes of considering and

approving resolution(s) relating to the Settlement Agreement;

‘‘eSun Independent

Shareholders’’

the shareholders of eSun other than LSD, LSG and their respective

associates;

‘‘Exchangeable

Bondholders’’

holders of the Exchangeable Bonds;

‘‘Exchangeable Bonds’’ the US$115 million 5% exchangeable guaranteed bonds originally due 2004

issued by Lai Sun International Finance (Cayman Islands) Limited (a

wholly-owned subsidiary of LSD) and guaranteed by LSD, as constituted by

the trust deed dated 28th February, 1997 as amended and supplemented from

time to time;

‘‘First Tranche Shares’’ 1,000,600,000 Shares to be allotted and issued to the Bondholders at

Completion in accordance with the terms of the Bonds Settlement;

‘‘Furama Hotel Enterprises’’ Furama Hotel Enterprises Limited, a company incorporated in Hong Kong

and an indirect wholly-owned subsidiary of LSD;

‘‘Golden Pool’’ Golden Pool Enterprise Limited, a company incorporated in Hong Kong and

an indirect wholly-owned subsidiary of eSun;
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‘‘HK$’’ Hong Kong dollars;

‘‘Hong Kong’’ the Hong Kong Special Administrative Region of the People’s Republic of

China;

‘‘HSBC’’ The Hongkong and Shanghai Banking Corporation Limited;

‘‘Independent Board

Committee’’

the independent committee of the board of directors of LSD comprising its

independent non-executive directors and established for the purpose of

advising the Independent Shareholders in relation to the Settlement, the

Whitewash Waiver and the Chen Family Special Deal;

‘‘Independent

Shareholders’’

the shareholders of LSD other than LSG, members of the Lim Family,

members of the Chen Family, the directors of LSD and eSun who hold

Shares, any other Shareholder who is interested or involved in the Settlement

(other than being merely a Shareholder) and their respective associates;

‘‘Informal Committee’’ an informal committee of the Bondholders;

‘‘Latest Practicable Date’’ 10th September, 2004, being the latest practicable date prior to the printing

of this circular for ascertaining certain information contained in this circular;

‘‘Lim Family’’ Mr. Lim Por Yen, Madam U Po Chu (being the spouse of Mr. Lim Por Yen),

Mr. Lam Kin Ming (being a son of Mr. Lim Por Yen) and Mr. Peter Lam

(being a son of Mr. Lim Por Yen) together with their respective associates;

‘‘Listing Rules’’ the Rules Governing the Listing of Securities on the Stock Exchange;

‘‘LSD’’ Lai Sun Development Company Limited, a company incorporated in Hong

Kong, the Shares of which are listed on the Stock Exchange;

‘‘LSD Group’’ LSD and its subsidiaries;

‘‘LSG’’ Lai Sun Garment (International) Limited, a company incorporated in Hong

Kong, the shares of which are listed on the Stock Exchange;

‘‘Majestic Transaction’’ the sale by LSD, and purchase by Eternal Force Limited, of 50% of the

issued share capital in, and shareholders’ loans owed by, Fortune Sign

Venture Inc., for an aggregate consideration of HK$185 million, completion

of which took place on 31st July, 2004;

‘‘Mr. Peter Lam’’ Mr. Lam Kin Ngok, Peter, a member of the Lim Family;

‘‘Nice Cheer’’ Nice Cheer Investment Limited, a company indirectly controlled by

Mr. Chen Din Hwa as to 100% of its share capital, and a substantial

Shareholder as to 20.86% of the total issued share capital of LSD as at the

Latest Practicable Date;

‘‘Ritz-Carlton, Hong Kong’’ The Ritz-Carlton Hong Kong, which is 100% owned by Diamond String;
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‘‘Ritz-Carlton Security’’ the package of security to be afforded to Golden Pool, and shared in part

with the Bondholders as set out under the heading ‘‘Further details about the

eSun Loan and the Ritz-Carlton Security’’;

‘‘Ritz-Carlton Security

Adjustment’’

has the meaning set out on page 12 of this circular;

‘‘Second Tranche Shares’’ 2,799,440,000 Shares to be allotted and issued to the Bondholders at

Completion;

‘‘Settlement’’ the Bonds Settlement and completion of the Settlement Agreement;

‘‘Settlement Agreement’’ the agreement dated 28th June, 2004 between LSD, eSun, Furama Hotel

Enterprises and Golden Pool relating to the settlement of the outstanding

principal indebtedness of approximately HK$1,500 million owed by Furama

Hotel Enterprises, and guaranteed by LSD, to Golden Pool (as amended and

supplemented by a supplemental agreement dated 31st August, 2004 which

provides that the latest date for fulfilment of all conditions may be such

other date as the parties to the Settlement Agreement shall agree in writing);

‘‘SFC’’ the Securities and Futures Commission of Hong Kong;

‘‘Shares’’ ordinary shares of HK$0.50 each in the capital of LSD;

‘‘Shareholder(s)’’ holder(s) of the Shares;

‘‘Stock Exchange’’ The Stock Exchange of Hong Kong Limited;

‘‘Surearn’’ Surearn Profits Limited, a company incorporated in the British Virgin

Islands and an indirect wholly-owned subsidiary of LSD;

‘‘Takeovers Code’’ the Hong Kong Code on Takeovers and Mergers;

‘‘Three Planned Sale

Interests’’

the Waterfront Security Interest, the Caravelle Security Interest and the

Danang Security Interest collectively (which shall have the meanings set out

on page 20 of this circular); and

‘‘Whitewash Waiver’’ the waiver by the executive director of the Corporate Finance Division of the

SFC of the obligations of eSun to make a mandatory offer to acquire the

entire issued share capital of LSD not otherwise owned by eSun and parties

acting in concert with it upon Completion pursuant to the provisions of Rule

26 of the Takeovers Code, such waiver to be unconditional or subject to such

conditions as are customary or which are reasonably acceptable to eSun

including the approval of the Independent Shareholders pursuant to a vote

conducted by way of poll having been obtained at the EGM and in full

compliance with the provisions of the Takeovers Code.
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To the Shareholders

Dear Sir or Madam,

PROPOSED SETTLEMENT OF INDEBTEDNESS

OWED BY FURAMA HOTEL ENTERPRISES, AND GUARANTEED BY LSD,

TO GOLDEN POOL,

AN INDIRECT WHOLLY-OWNED SUBSIDIARY OF eSUN,

PROPOSED SETTLEMENT OF INDEBTEDNESS

OWED BY LSD TO BONDHOLDERS

CONSTITUTING

A MAJOR TRANSACTION AND

CONNECTED TRANSACTIONS,

INCREASE IN AUTHORISED SHARE CAPITAL, ISSUE OF NEW SHARES,

APPLICATION FOR WHITEWASH WAIVER BY eSUN

FROM OBLIGATIONS TO MAKE A GENERAL OFFER

FOR SHARES OF LSD AND APPLICATION FOR CONSENT

OF THE SFC FOR THE CHEN FAMILY SPECIAL DEAL

INTRODUCTION

The Board announced on 2nd July, 2004, that on 28th June, 2004, LSD entered into the Settlement

Agreement with the eSun Group and reached an ‘‘in principle’’ agreement with the Informal Committee in

respect of the total indebtedness owed to the eSun Group and the Bondholders respectively.
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Shareholders will recall that LSD has (i) through Furama Hotel Enterprises, debts due and owing to

Golden Pool, an indirect wholly-owned subsidiary of eSun, in the principal amount of approximately

HK$1,500 million and (ii) through other wholly-owned subsidiaries, debts due and owing to the

Bondholders in the principal amount of approximately US$196 million (equal to approximately HK$1,529

million). Although repayment of the indebtedness owed to Golden Pool was formally due for repayment on

31st December, 2002, Golden Pool was, on an informal basis, willing to defer enforcement of the due

payment of the debt to the same time as the indebtedness fell due to Bondholders. These debts fell due for

repayment on 31st March, 2003, since which date LSD’s creditors, including Golden Pool and the

Bondholders, have refrained from taking enforcement action against LSD and LSD has been operating on

the basis of an ‘informal standstill’.

LSD has been in discussions with both eSun and the Informal Committee for much of the past year in

respect of such indebtedness. LSD has now (i) entered into the Settlement Agreement with, inter alia, eSun

and (ii) reached an agreement ‘‘in principle’’ with the Informal Committee concerning the restructuring of

indebtedness owed by LSD, through Furama Hotel Enterprises to Golden Pool, and to the Bondholders,

respectively. It should be noted that the Informal Committee has no rights or authority to bind the

Bondholders generally.

BRIEF DETAILS OF THE EXISTING INDEBTEDNESS OWED TO THE eSUN GROUP

Shareholders may recall from LSD’s previous annual reports and circulars that on 11th February,

1999, eSun and its wholly-owned subsidiary, Golden Pool, entered into an agreement (the ‘‘Development

Agreement’’) with LSD and its wholly-owned subsidiary, Furama Hotel Enterprises, with respect to the

purchase by Golden Pool of the retail and hotel portions to be developed of the Furama Hotel, Hong Kong

(‘‘the Furama Hotel’’), which was a property under construction situated in Hong Kong to be redeveloped

into a composite retail, hotel and office building.

The consideration of HK$1,900,000,000 for the purchase of the retail and hotel portions of the Furama

Hotel was fully paid by Golden Pool to Furama Hotel Enterprises in 1999. According to the Development

Agreement, the prepaid consideration bore interest at the higher of 8% or LIBOR plus 2% per annum for an

amount of HK$964,923,000, and at the three-month deposit rate offered by the eSun Group’s principal

banks plus 1% per annum for the remaining HK$935,077,000.

On 1st June, 2000, eSun and LSD entered into a reorganisation agreement (the ‘‘Reorganisation

Agreement’’). Pursuant to the Reorganisation Agreement, the Development Agreement was cancelled on

29th June, 2000 upon approval by the shareholders of eSun and LSD. Accordingly, the prepaid

consideration of HK$1,900,000,000 became immediately due from Furama Hotel Enterprises.

In connection with the Reorganisation Agreement, eSun transferred certain hotel and ancillary assets,

through the disposal of certain subsidiaries, associates and a long term investment, with an aggregate value

of HK$685,409,826, to LSD. At the same time, LSD transferred certain technology-oriented assets with an

aggregate value of HK$1,085,369,785 to eSun. The excess consideration of HK$399,959,959 payable by

eSun to LSD in respect of such assets transfer was deducted from the outstanding principal amount of

indebtedness of HK$1,900,000,000, which Furama Hotel Enterprises owed to Golden Pool, as a result of the

cancellation of the Development Agreement as mentioned above. The amount due from Furama Hotel

Enterprises was therefore reduced to HK$1,500,040,041 (the ‘‘eSun Debt’’). Such transactions were

approved pursuant to resolutions passed by the then Shareholders at an extraordinary general meeting of

LSD held on 29th June, 2000.
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Pursuant to the eSun Debt Deed, eSun agreed to defer the settlement of the eSun Debt to the earlier of

31st December, 2002 or the day on which the Bonds were repaid in full and the eSun Debt bore interest at

5% per annum. LSD guaranteed the repayment of the outstanding principal and accrued interest payable to

Golden Pool. eSun was also entitled to share, on a pari passu and pro rata basis with the Bondholders, the

following security and pledge:

(i) a second charge over 6,500 shares of HK$1.00 each in the issued share capital of Diamond

String (which owns 100% of the interest of the Ritz-Carlton, Hong Kong), representing 65% of

the entire issued share capital of Diamond String, indirectly beneficially owned by LSD; and

(ii) a negative pledge given by LSD, pursuant to which LSD agreed not to create additional security

over certain major properties of the LSD Group without the prior consent of eSun and the

Bondholders (such negative pledge lapsed in early 2003 according to the terms of the covenants

and undertakings given by LSD).

Although repayment of the indebtedness owed to Golden Pool was formally due for repayment on 31st

December, 2002, Golden Pool was, on an informal basis, willing to defer enforcement of the due payment of

the eSun Debt to the same time as the indebtedness fell due to Bondholders. These debts fell due for

repayment on 31st March, 2003, since which date LSD’s creditors, including Golden Pool and the

Bondholders, have refrained from taking enforcement action against LSD and LSD has been operating on

the basis of an ‘informal standstill’.

As mentioned in the ‘‘Introduction’’ section of ‘‘Letter from the Board’’ in this circular, the eSun Debt

due by Furama Hotel Enterprises to Golden Pool remained outstanding and overdue as at the Latest

Practicable Date.

Reference is made to (i) the sections of ‘‘Letter from the Board’’ in this circular headed ‘‘Brief details

of the existing indebtedness owed to the eSun Group’’, details of which have been extracted from the

published annual reports of LSD for the years ended 31st July, 1999 to 2003, as appropriate and ‘‘Brief

history in relation to the existing terms of the Bonds’’, details of which have been extracted from the

published annual report of LSD for the year ended 31st July, 2003; and (ii) the financial information set out

in Appendix I of this circular which provides details as to the total indebtedness owed to the Bondholders

and Golden Pool.

TERMS OF THE PROPOSED SETTLEMENT BETWEEN LSD AND eSUN

Settlement Agreement

On 28th June, 2004, LSD and eSun (and their respective wholly-owned subsidiaries, Furama Hotel

Enterprises and Golden Pool) entered into the Settlement Agreement concerning the settlement of the

indebtedness due from Furama Hotel Enterprises, and guaranteed by LSD, to Golden Pool in the principal

amount of approximately HK$1,500 million.
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Principal Terms of the Settlement Agreement

The total indebtedness in the amount of approximately HK$2,845 million, representing the principal

amount of the eSun Debt of approximately HK$1,500 million, owed by Furama Hotel Enterprises to Golden

Pool and an agreed settlement premium, as agreed during the course of negotiations in respect of the

Settlement Agreement in the amount of approximately HK$1,345 million (such settlement premium having

been arrived at after arms’ length negotiations between the relevant parties and representing the value in

excess of the settlement package in favour of Golden Pool over the book value of the principal amount of

the eSun Debt in the amount of approximately HK$1,500 million owed by Furama Hotel Enterprises to

Golden Pool) is to be settled on the basis of the following elements:

(i) Golden Pool will receive a cash repayment of HK$20 million. Such sum will be paid from the

internal resources of LSD;

(ii) Golden Pool will extend a five year interest-bearing term loan, at a rate of 4.5% per annum, in

the principal amount of HK$225 million to Furama Hotel Enterprises (being the eSun Loan),

secured on the basis of a package of security (being the Ritz-Carlton Security) comprising LSD’s

indirect interest in the Ritz-Carlton, Hong Kong, which Golden Pool will share with the

Bondholders, as described in further details below; and

(iii) Golden Pool, or its nominee, will have allotted and issued to it, by LSD, 5,200 million new

Shares (being the eSun Settlement Shares) at par value of HK$0.50 each Share and to be credited

as fully paid and rank pari passu in all respects with the then issued share capital of LSD,

representing an aggregate nominal value of HK$2,600 million. As at the Latest Practicable Date,

eSun holds no Shares in LSD.

Having taken into consideration the opinion of Richards Butler, LSD’s Hong Kong legal advisers,

dated 13th September, 2004, the Board is satisfied that there are no provisions under the Companies

Ordinance or under the articles of association of LSD or other relevant laws in Hong Kong prohibiting the

allotment of Shares to eSun or its subsidiary by LSD, as eSun is not a subsidiary of LSD, and that the

allotment of the eSun Settlement Shares, in part cancellation of the eSun Debt and the settlement premium

of approximately HK$1,345 million, will represent a lawful and valid allotment of Shares, at par value and

should not be treated as being allotted at a discount, which will breach neither LSD’s articles of association,

the Companies Ordinance nor other relevant laws in Hong Kong. Further, according to the legal opinion of

Conyers Dill & Pearman dated 13th September, 2004, the legal advisers to LSD on Bermuda law, under

Bermuda law, a subsidiary may hold shares in its holding company, and there is no prohibition against the

cross shareholdings between eSun and LSD under the bye-laws of eSun. Accordingly, eSun may, under

Bermuda law, hold shares in the capital of LSD while LSD is a shareholder of eSun and LSD may, under

Bermuda law, hold shares in the capital of eSun while eSun is a shareholder of LSD.
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The outstanding indebtedness owed by the LSD Group of approximately HK$1,500 million is, by

agreement between the parties, to be increased to approximately HK$2,845 million by virtue of a settlement

premium of approximately HK$1,345 million, representing an increase in the LSD Group’s liability to repay

the eSun Group immediately prior to Completion. As the Board considers that such settlement premium

serves no future economic benefit to LSD, such amount will be charged to the consolidated profit and loss

account of LSD for the financial year ending 31st July, 2005 as expenses (assuming that Completion shall

take place on or before 1st November, 2004) as detailed in pages 133 to 136 in Appendix II of this circular.

Such treatment is in accordance with Statement 2.01 ‘‘Framework for the Preparation and Presentation of

Financial Statements’’ issued by the Hong Kong Institute of Certified Public Accountants. The aggregate

debt is then compromised by virtue of a settlement package comprising (i) cash repayment of HK$20

million; (ii) the eSun Loan of HK$225 million; and (iii) the issue of 5,200 million Shares at HK$0.50 each,

being Shares that are to be issued for a total consideration of HK$2,600 million.

HK$’ million

Outstanding principal due to the eSun Group 1,500

Settlement premium 1,345

Total indebtedness due to the eSun Group 2,845

HK$’ million

Value of the Settlement package

— cash repayment 20

— eSun Loan 225

— 5,200 million Shares @ HK$0.50 each

(based on par value of LSD’s ordinary Shares) 2,600

Total value of the Settlement Agreement package 2,845

The value of the settlement package as regards the Settlement Agreement based on the market value of

the Shares of HK$0.132 per Share as at 25th June, 2004, being the last trading day prior to the date of the

Settlement Agreement is approximately HK$931 million (representing cash repayment of HK$20 million,

eSun Loan of HK$225 million and 5,200 million Shares valued at HK$0.132 per Share of approximately

HK$686 million). The value of the settlement package as regards the Settlement Agreement based on the

market price of the Shares of HK$0.132 per Share as at the Latest Practicable Date is approximately

HK$931 million (representing cash repayment of HK$20 million, eSun Loan of HK$225 million and 5,200

million Shares valued at HK$0.132 per Share of approximately HK$686 million). The value of the

settlement package as regards the Settlement Agreement after taking into account the increased

indebtedness resulting from the settlement premium has been calculated by reference to the cash

repayments, relevant residual outstanding indebtedness owed and the value of the eSun Settlement Shares to

be issued at par to eSun or its subsidiary.

Upon Completion, eSun and parties acting in concert with it, comprising LSG, its subsidiaries and

associates, members of the Lim Family and their respective directors who hold Shares, will be interested in

the eSun Settlement Shares, representing approximately 40.8% of the entire issued share capital of LSD as

enlarged by the allotment and issue of the eSun Settlement Shares and the Bondholder Settlement Shares.

Accordingly, eSun, together with parties acting in concert with it, will hold, in aggregate, approximately

54.86% of the voting rights of LSD and therefore, eSun and parties acting in concert with it may increase

their shareholdings in LSD without incurring any further obligation under Rule 26 of the Takeovers Code to

make a general offer. The Settlement Agreement constitutes a connected transaction under the Listing Rules
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for eSun. The eSun independent shareholders who shall be entitled to vote at the eSun SGM as regards the

Settlement Agreement will be advised by an appointed independent financial adviser, being Somerley

Limited.

Under Rule 26 of the Takeovers Code, as a result of the eSun Group acquiring more than 30% of the

voting rights of LSD, upon Completion, eSun and parties acting in concert with it will be required to make

an unconditional mandatory offer for all issued Shares not already owned or agreed to be acquired by eSun

or parties acting in concert with it. An application has been made by eSun to the SFC for the Whitewash

Waiver which if granted, will be subject to the approval of the Independent Shareholders being obtained by

way of a vote conducted by poll at the EGM. If the Whitewash Waiver is not obtained, the Settlement

Agreement (and consequently, the Settlement as a whole) will lapse and Completion will not occur.

Conditions to completion of the Settlement Agreement

Completion of the Settlement Agreement is conditional upon:

(i) the Independent Shareholders approving the terms of the Settlement Agreement, the Bonds

Settlement (including the Bondholders’ option to put Shares to Mr. Peter Lam and the Bonds

Security, as set out herein), the Whitewash Waiver and any and all matters contemplated

thereunder (including the Chen Family Special Deal (as such term is defined and described

below in the section of ‘‘Letter from the Board’’ in this circular headed ‘‘Special Deal’’)) at the

EGM;

(ii) the eSun independent shareholders approving the terms of the Settlement Agreement at the eSun

SGM;

(iii) the Exchangeable Bondholders approving the terms of a settlement in respect of LSD’s

indebtedness under the Exchangeable Bonds, on the principal terms referred to below;

(iv) the Convertible Bondholders approving the terms of a settlement in respect of LSD’s

indebtedness under the Convertible Bonds, on the principal terms referred to below;

(v) the SFC granting the Whitewash Waiver and consenting to the Chen Family Special Deal;

(vi) the Stock Exchange granting approval of the listing of and permission to deal in the eSun

Settlement Shares;

(vii) the minority shareholders of Diamond String consenting to arrangements in relation to the Ritz-

Carlton Security;

(viii) HSBC, which also has an interest in the Ritz-Carlton Security, consenting to the arrangements in

relation to the Ritz-Carlton Security and the Ritz-Carlton Security Adjustment (as defined

below), as necessary;

(ix) each of LSD and eSun having obtained any and all other consents, permits, approvals,

authorisations and waivers necessary or appropriate for the entering into and consummation of

the transactions contemplated by the Settlement Agreement;

(x) once given, none of the consents, permits, approvals, authorisations or waivers provided having

been revoked, withdrawn or modified at any time before Completion;
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(xi) each of the warranties set out in the Settlement Agreement remaining true and correct on and as

of Completion as though such warranties were made on and as of Completion;

(xii) LSD retaining the listing status of its Shares (other than for suspensions of a routine nature); and

(xiii) the conditions to completion of the Bonds Settlement being fulfilled or waived.

If each of the above conditions shall not have been fulfilled, or only in the case of conditions (x), (xi)

and (xiii) to the extent that such conditions to completion of the Bonds Settlement do not relate to

completion of the Settlement Agreement, waived by the respective party, by 1st November, 2004 or such

other date as the parties shall agree from time to time, the Settlement Agreement will terminate.

Shareholders should note in particular that condition (v) above is not a condition that will be waived by

eSun. Completion of the Settlement Agreement is conditional on the Bonds Settlement going unconditional

and vice versa.

Further details about the eSun Loan and the Ritz-Carlton Security

The eSun Loan, in the principal amount of HK$225 million, will exist with effect from Completion

and will be owed by Furama Hotel Enterprises to Golden Pool. It will be due for repayment five years after

Completion and will be interest bearing, at a rate of 4.5% per annum, payable semi-annually. The

obligations of Furama Hotel Enterprises will be guaranteed by LSD.

The Ritz-Carlton Security will comprise the following:

(i) a second charge over LSD’s 65% indirect shareholding interest in Diamond String (the company

which wholly beneficially owns the Ritz-Carlton, Hong Kong) to be afforded to Golden Pool and

shared with the Bondholders on a pari passu basis (but in the case of the Bondholders, up to a

maximum potential recovery of HK$120 million when aggregated with any sums recovered

under the first charge over the shares of Surearn as mentioned herein). A first charge over these

shares already exists in favour of HSBC as part of the security afforded to HSBC in relation to a

loan by HSBC to Diamond String, the outstanding indebtedness under which was HK$240

million as at the Latest Practicable Date.

In fact, eSun and the Bondholders have already been afforded a second charge over LSD’s 65%

indirect shareholding interest in Diamond String (pursuant to a second mortgage dated 19th

January, 2001) in connection with the existing indebtedness due from LSD to the eSun Group

and the Bondholders, as detailed in the section of ‘‘Letter from the Board’’ in this circular

headed ‘‘Brief details of the existing indebtedness owed to the eSun Group’’. Accordingly, the

subject matter of the security insofar as it relates to the eSun Group and to the Bondholders, to

all practical intents and purposes, remains unaltered, albeit a change in documentation is

necessary, amongst other things, to reflect a reduction in the maximum amount recoverable by

the Bondholders under the second charge over the shares of Diamond String and the first charge

over the shares of Surearn as mentioned below, to HK$120 million. Under the existing security

documents, the second charge dated 19th January, 2001 over the shares in Diamond String can

be released if LSD makes a payment to the Bondholders and eSun of (or provides alternative

security to a value of) approximately HK$429 million; and

(ii) a first charge over LSD’s indirect 100% shareholding interest in Surearn (the company which

owns 65% of Diamond String) and, by way of security, an assignment of all shareholders’ loans

owed by Surearn to the LSD Group, (such shareholders’ loans being non-interest bearing and no

fixed term of repayment and as at the Latest Practicable Date, the outstanding amount of
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shareholder loan owed by Surearn to the LSD Group is approximately HK$600 million) in each

case, to be afforded to Golden Pool and shared with the Bondholders on a pari passu basis (but in

the case of the Bondholders, up to a maximum potential recovery of HK$120 million when

aggregated with any sums recovered under the second charge over the shares of Diamond String

detailed in (i) above).

The unaudited consolidated total assets of both Surearn and Diamond String as at 31st January, 2004

as incorporated in the LSD Group’s consolidated accounts were HK$979 million which represented 13.9%

of LSD’s consolidated total gross assets as at 31st January, 2004. The unaudited consolidated net assets of

both Surearn and Diamond String as at 31st January, 2004 as incorporated in the LSD Group’s consolidated

accounts were approximately HK$457 million. The Ritz-Carlton, Hong Kong is the sole asset of Diamond

String and Surearn’s sole asset is its 65% shareholding interest in Diamond String.

The audited profit (both before and after taxation and extraordinary items) of the LSD Group

attributable to the Ritz-Carlton Security for the two financial years ended 31st July, 2002 and 2003 were

approximately HK$12 million and HK$6 million, respectively.

Expected completion of the Settlement Agreement

It is anticipated that completion of the Settlement Agreement and completion of the Bonds Settlement

will take place simultaneously and no later than 1st November, 2004 or such other date as the parties shall

agree in writing. Payment by LSD of the cash element of the Settlement (to both eSun and Bondholders) is

expected to occur within 5 business days of the last to occur of the conditions referred to in paragraphs (i) to

(iv) and (viii) (as necessary) above under the heading ‘‘Conditions to completion of the Settlement

Agreement’’. On completion of the cash element of the Settlement, the existing parties to the current second

charge over LSD’s 65% indirect shareholding interest in Diamond String in favour of Golden Pool and the

Bondholders will amend the existing second charge to adjust their respective security interests existing as at

the relevant date thereof to take account of the payments by LSD of HK$20 million to Golden Pool and

approximately HK$300 million to the Bondholders (the ‘‘Ritz-Carlton Security Adjustment’’).

Subject to Completion taking place, no interest will accrue after 31st December, 2002 in respect of the

eSun Debt owed to Golden Pool. If the cash element of the Settlement (applicable to both eSun and the

Bondholders) shall have taken place without completion of all remaining terms of the Settlement Agreement

occurring in accordance with the Settlement Agreement, all indebtedness owed by Furama Hotel Enterprises

and guaranteed by LSD less HK$20 million cash paid by LSD to Golden Pool pursuant to the Settlement

Agreement shall continue to be due and owing by LSD and Furama Hotel Enterprises to Golden Pool on the

terms existing as at the Latest Practicable Date including any interest on the whole of the eSun Debt in the

principal outstanding amount of approximately HK$1,500 million which has accrued after 31st December,

2002 at a rate of 5% per annum, being the normal interest rate under the existing terms of the eSun Debt,

which as from 1st January, 2003 up to 31st August, 2004, being the latest practicable date for the purpose of

ascertaining such accrued interest, amount to HK$125,140,327. In the event that Completion does not take

place, interest would have accrued at a rate of 7% per annum, being the default interest rate under the

existing terms of the eSun Debt with quarterly compound, which as from 1st January, 2003 up to 31st

August, 2004, being the latest practicable date, for the purpose of ascertaining such accrued interest, amount

to HK$184,191,860.

The LSD Group has accrued interest based on an interest rate of 4% per annum, being the same

interest rate as that charged on the Bonds, on the eSun Debt for the period since 1st January, 2003 in its

consolidated financial statements for the year ended 31st July, 2003 and six months ended 31st January,

2004. In respect of eSun, as disclosed in eSun’s 2003 annual report, no interest income in respect of the

eSun Debt since 1st January, 2003 was recognised in eSun’s consolidated financial statements as the
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directors of eSun were unable to estimate the amount of such interest income that may eventually be

realised due to the then financial situation of the LSD Group. In preparing the LSD Group’s consolidated

financial statements for both the year ended 31st July, 2003 and the six months ended 31st January, 2004,

LSD made adjustments to its financial statements to reflect such accrued interest when equity accounting

for its interest in eSun.

It is a further requirement, in order to effect the Settlement, that the authorised share capital of LSD

will need to be increased in order to enable it to allot and issue the eSun Settlement Shares (and the

Bondholder Settlement Shares). Accordingly, it is proposed that, at the EGM, the approval of Shareholders

will be obtained to this aspect of the Settlement. If such increase in the authorised share capital of LSD is

approved, and subject to Completion taking place, it is the intention of the Board to allot and issue the eSun

Settlement Shares and the Bondholder Settlement Shares at Completion. Save for such allotment and issue

of the eSun Settlement Shares and the Bondholder Settlement Shares, the Board has no intention currently

of allotting and issuing any further Shares.

Lock-up

Each of eSun and Golden Pool has covenanted and undertaken to LSD not to dispose of (or to procure

that there is no such disposal of) the eSun Settlement Shares until the earlier of completion of the purchase

by Mr. Peter Lam of such of the Second Tranche Shares (as detailed below) as are put to him by the

Bondholders and 31st January, 2006. Such lock up undertaking does not prohibit:

(i) the eSun Settlement Shares from being transferred or sold to any member of the eSun Group

provided that if such transferee ceases to be a member of the eSun Group, the eSun Settlement

Shares shall be transferred back to any other member of the eSun Group;

(ii) the eSun Settlement Shares from being pledged or charged as security for a bona fide

commercial loan from an authorised institution (as defined in the Banking Ordinance) or from

any other company or person that is independent of and not connected with eSun; and

(iii) the eSun Settlement Shares from being tendered for transfer or sale, at eSun’s sole and absolute

discretion, to the relevant person(s) who makes an unconditional offer to purchase all of the

issued share capital of LSD in accordance with the provisions of the Takeovers Code.

BRIEF HISTORY IN RELATION TO THE EXISTING TERMS OF THE BONDS

The Exchangeable Bonds

Shareholders may recall from LSD’s previous annual reports that the Exchangeable Bonds were issued

on 28th February, 1997 by a wholly-owned subsidiary of LSD, Lai Sun International Finance (Cayman

Islands) Limited (the ‘‘EB Issuer’’) pursuant to a trust deed dated 28th February, 1997 (the ‘‘EB Trust

Deed’’) entered into between LSD, the EB Issuer and DB Trustees (Hong Kong) Limited (then known as BT

Trustees (Hong Kong) Limited) (the ‘‘EB Trustee’’). The Exchangeable Bonds are unconditionally and

irrevocably guaranteed by LSD. The Exchangeable Bonds initially bore interest on the principal amount

outstanding at the rate of 5% per annum.

Pursuant to a supplemental trust deed entered into between LSD, the EB Issuer and the EB Trustee on

19th January, 2001, unless previously redeemed, purchased and cancelled or exchanged, the Exchangeable

Bonds were to be redeemed at 151.4439% of their principal amount (the ‘‘EB Maturity Redemption

Price’’) on 28th February, 2004. The Exchangeable Bonds were redeemable at the option of the

Exchangeable Bondholders on 31st December, 2002 (the ‘‘EB Optional Redemption Date’’) at 139.1033%
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of their principal amount. In addition, the Exchangeable Bonds were redeemable at any time during the

period from 28th February, 1997 to 28th February, 2004 upon the occurrence of any of the certain other

events as defined in the related Exchangeable Bonds document at various pre-determined prices ranging

from 100% of the principal amount to the EB Maturity Redemption Price.

Pursuant to an extraordinary resolution passed on 17th December, 2002, the Exchangeable Bonds were

amended, as reflected by the terms of a second supplemental trust deed entered into between LSD, the EB

Issuer and the EB Trustee on 21st January, 2003. The Exchangeable Bonds ceased to accrue any further

redemption premium with effect from 31st December, 2002. The Exchangeable Bonds were to bear interest

at the rate of 4% per annum on an aggregate amount of the principal and accrued redemption premium with

effect after, and from, 31st December, 2002 respectively. The EB Maturity Redemption Price was amended

from 151.4439% to 139.1033% of the principal amount outstanding, and the EB Optional Redemption Date

was extended from 31st December, 2002 to 31st March, 2003.

The date of unconditional redemption at the option of the Exchangeable Bondholders was deferred to

31st March, 2003 but the Exchangeable Bonds have not been redeemed up to the Latest Practicable Date.

On 24th April, 2003, the LSD Group, through its wholly-owned subsidiary, repurchased part of the

Exchangeable Bonds with US$9,900,000 in principal and together with the related premium and interest of

US$4,030,000 from a bank for a consideration of US$12,771,000. The repurchased bonds were then

cancelled pursuant to the terms and conditions of the relevant Exchangeable Bonds documents. On 18th

July, 2003, extraordinary resolutions were passed by the Exchangeable Bondholders approving the sale by

the LSD Group of its shareholding interests in Asia Television Limited (‘‘ATV’’) and Houseman

International Limited (the ‘‘ATV Transaction’’), the release of the shares in ATV from the security created

by the mortgage of shares and security trust deed dated 19th January, 2001 between, inter alios, LSD and the

EB Trustee in favour of the Exchangeable Bondholders and the consequent modification to the terms and

conditions of the Exchangeable Bonds so that the Exchangeable Bondholders’ right to exchange their

respective Exchangeable Bonds into shares in ATV under the terms and conditions of the Exchangeable

Bonds shall have been irrevocably withdrawn and removed and LSD shall cease to be under any obligations

under the Exchangeable Bonds in respect of the exercise of such right. On 25th July, 2003, the ATV

Transaction completed and an aggregate amount of US$5,273,600 was repaid to the Exchangeable

Bondholders on 30th July, 2003 in part payment of the aggregate principal amount outstanding on the

Exchangeable Bonds. As a result of such partial repayment of the outstanding principal of the Exchangeable

Bonds, the EB Maturity Redemption Price for the Exchangeable Bonds was further amended to 141.6906%

of the principal amount outstanding in respect of such bonds.

As at the Latest Practicable Date, the Exchangeable Bondholders still share:

(i) on a pari passu and pro rata basis, with the Convertible Bondholders the security of a second

charge over 285,512,791 shares of HK$0.50 each in the issued share capital of eSun indirectly

beneficially owned by LSD; and

(ii) on a pari passu and pro rata basis, with the Convertible Bondholders and eSun of a second charge

over the 6,500 shares of HK$1.00 each in the issued share capital of Diamond String directly and

indirectly beneficially owned by LSD.
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The Convertible Bonds

The Convertible Bonds were issued on 4th August, 1997 by Lai Sun International Finance (1997)

Limited (‘‘LSIF 1997’’), a wholly-owned subsidiary of LSD pursuant to a trust deed dated 4th August, 1997

entered into between LSD, LSIF 1997 and The Law Debenture Trust Corporation p.l.c. (the ‘‘CB Trustee’’)

with interest at a rate of 4% per annum on their principal amount. The Convertible Bonds are

unconditionally and irrevocably guaranteed by LSD.

Pursuant to the initial bond document of the Convertible Bonds entered into on 4th August, 1997 (the

‘‘CB Document’’), unless previously redeemed, purchased and cancelled or converted, the Convertible

Bonds were convertible into fully paid Shares in LSD at the option of the Convertible Bondholders at an

original conversion price of HK$11.50 per share at a fixed exchange rate of HK$7.80 = US$1.00 on

conversion, at any time from 4th September, 1997 to 24th June, 2002 (the ‘‘CB Maturity Date’’), both dates

inclusive. Pursuant to a third supplemental trust deed dated 19th January, 2001, the CB Maturity Date was

extended to 31st December, 2002 and the conversion price was amended to HK$1.10 per share. The

conversion price was subject to adjustments upon the occurrence of certain events as detailed in the CB

Document. Unless previously redeemed, purchased and cancelled or converted, the Convertible Bonds were

redeemable at 136.5927% of their outstanding principal amount (the ‘‘CB Maturity Redemption Price’’)

plus interest accrued at the CB Maturity Date.

Pursuant to an extraordinary resolution passed on 17th December, 2002, the Convertible Bonds were

amended, as reflected by the terms of a fourth supplemental trust deed entered into between LSD, LSIF

1997 and the CB Trustee on 21st January, 2003. The Convertible Bonds ceased to accrue any further

redemption premium with effect from 31st December, 2002. The Convertible Bonds were to bear interest at

a rate of 4% per annum on an aggregate amount of the principal and accrued redemption premium with

effect after and, from, 31st December, 2002 respectively. The CB Maturity Date was further extended from

31st December, 2002 to 31st March, 2003. The rights of the Convertible Bondholders to convert into Shares

have lapsed since the expiry of such CB Maturity Date.

The Convertible Bonds were due for redemption on 31st March, 2003 but were not so redeemed up to

the Latest Practicable Date. Similar to the resolutions passed by the Exchangeable Bondholders in July,

2003 as detailed in the section above regarding the Exchangeable Bonds, on 18th July, 2003, extraordinary

resolutions were passed by the Convertible Bondholders approving the ATV Transaction and the release of

the shares in ATV from the security created by the mortgage of shares and security trust deed dated 19th

January, 2001 between, inter alios, LSD and the CB Trustee in favour of the Convertible Bondholders. After

25th July, 2003 when completion of the ATV Transaction took place, an aggregate amount of US$7,500,000

was repaid to the Convertible Bondholders in part payment of the aggregate amount outstanding on the

Convertible Bonds. As a result of such partial repayment of the outstanding principal, the CB Maturity

Redemption Price was further amended to 138.9535% of each Convertible Bond’s outstanding principal

amount.

As at Latest Practicable Date, the Convertible Bondholders still share, on a pari passu and pro rata

basis, with the Exchangeable Bondholders, the security as described in paragraph (i) set out in the section of

this circular headed ‘‘The Exchangeable Bonds’’ and share with the Exchangeable Bondholders and eSun,

on a pari passu and pro rata basis, the security as described in paragraph (ii) set out in the section of this

circular headed ‘‘The Exchangeable Bonds’’.
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TERMS OF THE PROPOSED SETTLEMENT BETWEEN LSD AND THE BONDHOLDERS

Principal terms of the Bonds Settlement

Having reached an agreement ‘‘in principle’’ with the Informal Committee, LSD will convene

meetings of the Exchangeable Bondholders and the Convertible Bondholders at which resolutions will be

proposed to approve that the total indebtedness owed to the Bondholders, inclusive of the principal

indebtedness amount of US$196 million (equal to approximately HK$1,529 million), all accrued interest for

the period from 1st January, 2003 to 31st July, 2004 in the amount of approximately US$18 million (equal

to approximately HK$138 million) and accrued premia in the amount of approximately US$111 million

(equal to approximately HK$869 million) (such premia comprising accrued redemption premium in the

amount of US$78 million (approximately HK$612 million) in accordance with the terms of the Bonds and

an agreed settlement premium arrived at after arms’ length negotiations between the Informal Committee

and LSD in the amount of US$33 million (approximately HK$257 million), representing the value in excess

of the settlement package in favour the Bondholders over the total indebtedness owed by the LSD Group to

the Bondholders before the agreed settlement premium), which total is expected to be approximately

US$325 million (equal to approximately HK$2,536 million), be settled on the basis of the following

elements:

(i) Bondholders will receive an aggregate cash repayment of approximately US$38 million (equal

to approximately HK$300 million). Such sum will be paid from the internal resources of LSD;

(ii) residual principal indebtedness in the amount of approximately HK$266 million (the ‘‘Residual

Indebtedness’’) and a further principal amount of approximately HK$70 million (the

‘‘Contingent Indebtedness’’) will remain due to the Bondholders, to be settled on or before

31st December, 2005, (in the case of the Contingent Indebtedness only in the circumstances

described below). In relation to both the Residual Indebtedness and the Contingent Indebtedness,

no interest coupon will attach (provided that the principal amount is, as applicable, repaid by

31st December, 2005) and it will be secured on the basis of a package of security (being the

Bonds Security) as described in further detail below; and

(iii) Bondholders will have allotted and issued to them, by LSD, the Bondholder Settlement Shares at

par value of HK$0.50 each Share and to be credited as fully paid, representing an aggregate

nominal value of approximately HK$1,900 million.

The outstanding indebtedness owed by LSD of approximately US$292 million (equal to approximately

HK$2,279 million) as at Completion is, by agreement between LSD and the Bondholders, to be increased to

approximately US$325 million (equal to approximately HK$2,536 million) by virtue of a settlement

premium of approximately US$33 million (equal to approximately HK$257 million) representing an

increase in LSD’s liability to repay the Bondholders immediately prior to Completion, and as the Board

considers that such settlement premium serves no future economic benefit to LSD, such amount will be

charged to the consolidated profit and loss account of LSD for the financial year ending 31st July, 2005

(assuming Completion takes place on or before 1st November, 2004) as detailed in pages 133 to 136 in

Appendix II of this circular. Such treatment is in accordance with Statement 2.01 ‘‘Framework for the

Preparation and Presentation of Financial Statements’’ issued by the Hong Kong Institute of Certified Public

Accountants. The aggregate debt is then compromised by virtue of a settlement package comprising (i) cash

repayment of approximately US$38 million (equal to approximately HK$300 million); (ii) the Residual

Indebtedness of approximately HK$266 million; (iii) the Contingent Indebtedness of approximately HK$70

million; and (iv) the issue of approximately 3,800 million Shares at HK$0.50 each, being Shares that are to

be issued for a total consideration of approximately HK$1,900 million.
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Equal to

approximately

HK$’ million

Outstanding indebtedness due to the Bondholders 2,279

Settlement premium 257

Total indebtedness due to the Bondholders 2,536

Equal to

approximately

HK$’ million

Value of Bonds Settlement package

— Cash repayment 300

— Residual Indebtedness 266

— Contingent Indebtedness 70

— approximately 3,800 million Shares @ HK$0.50 each (based on

par value of Shares) 1,900

Total value of the Bonds Settlement package 2,536

The value of the Bonds Settlement package based on the market value of the Shares of HK$0.132 per

Share as at 25th June, 2004, being the last trading day prior to the date of the Settlement Agreement is

approximately HK$1,138 million (representing cash repayment of approximately HK$300 million, Residual

Indebtedness of approximately HK$266 million, Contingent Indebtedness of approximately HK$70 million

and approximately 3,800 million Shares valued at HK$0.132 per Share of approximately HK$502 million).

The value of the Bonds Settlement based on the market value of the Shares of HK$0.132 per Share as at the

Latest Practicable Date is approximately HK$1,138 million (representing cash repayment of approximately

HK$300 million, Residual Indebtedness of approximately HK$266 million, Contingent Indebtedness of

approximately HK$70 million and approximately 3,800 million Shares valued at HK$0.132 per Share of

approximately HK$502 million). The value of the settlement package as regards the Bonds Settlement after

taking into account of the increased indebtedness resulting from the settlement premium has been calculated

by reference to the cash repayments, relevant residual outstanding indebtedness owed and the value of the

Bondholder Settlement Shares to be issued at par to the Bondholders.

Having taken into consideration the opinion of Richards Butler, LSD’s Hong Kong legal advisers,

dated 13th September, 2004, the Board is satisfied that the allotment of the Bondholder Settlement Shares

will represent a lawful and valid allotment of Shares, at par value and should not be treated as being allotted

at a discount, which will breach neither LSD’s articles of association, the Companies Ordinance nor other

relevant laws in Hong Kong.

The Bonds Settlement relates to a settlement of all outstanding indebtedness owed by LSD to the

Bondholders which includes all interest payments up to 31st July, 2004 and hence, subject to Completion

taking place, all interest payments will cease to be due after such date. In the event that Completion does not

take place, interest will continue to accrue after 31st July, 2004.
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Options to put Shares to Mr. Peter Lam

In relation to the Bondholder Settlement Shares, it is proposed that Mr. Peter Lam, the Chairman of

LSD, an executive director of LSD, a Shareholder and a member of the Lim Family, will grant Bondholders

a non-assignable right to put to him:

(i) the First Tranche Shares, at HK$0.07 per Share, during an exercise window commencing two

months after Completion and ending three months after Completion; and

(ii) the Second Tranche Shares, at HK$0.03 per Share, during an exercise window commencing on

1st November, 2005 and ending on 30th November, 2005.

Such right of the Bondholders to put the Bondholder Settlement Shares to Mr. Peter Lam is personal to

the Bondholders and is not transferable with the Bondholder Settlement Shares.

Should all the First Tranche Shares be put to Mr. Peter Lam, the Shares then held in public hands

would be reduced to approximately 37.3%, being sufficient for the purposes of complying with the Listing

Rules. Reference is made to the table headed ‘‘Table of shareholding interests in LSD of members of the

public before and after the Settlement for information purposes only’’ below on page 28 of this circular.

In the event that the Bondholders exercise their rights to put all of the Bondholder Settlement Shares

to Mr. Peter Lam, Mr. Peter Lam’s interest in the Shares would increase from approximately 0.27% as at the

Latest Practicable Date to approximately 29.89%, based upon the enlarged issued share capital of LSD after

Completion, and the public float amounting to approximately 15.322% would be less than the prescribed

minimum level.

Given that the Settlement will restore the financial health of LSD, and that the pro-forma post

Settlement consolidated net asset value per Share is expected to be approximately HK$0.18 per Share (see

Appendix II to this circular) and that the market price as at the Latest Practicable Date was HK$0.132 per

Share, it is not thought likely on current projections that the Second Tranche Shares will all be put to Mr.

Peter Lam, given the put price of just HK$0.03 per Second Tranche Share.

LSD and Mr. Peter Lam have undertaken to the Stock Exchange that in the event that the exercise of

such right by the Bondholders results in less than 25% of the Shares being held by members of the public,

they shall each take appropriate steps as soon as possible to ensure that the public float of LSD will be

restored and maintained at a level of 25% or above in order to comply with the relevant Listing Rules

requirements. Such steps are envisaged to include the appointment by Mr. Peter Lam of a broker to assist in

placing down sufficient Shares to restore the public float as soon as possible but in any event within 1 month

of the date on which an insufficiency in the public float first arises.

The Stock Exchange has stated that it will closely monitor the trading in the Shares on the Stock

Exchange if less than 25% of the Shares are held by the public. If the Stock Exchange believes that a

false market exists or may exist in the Shares or that there are too few Shares in public hands to

maintain an orderly market, Shareholders should note that the Stock Exchange may consider

exercising its discretion to suspend trading in the Shares.

The Bondholders’ right to put the First Tranche Shares to Mr. Peter Lam will be secured by means of

approximately HK$70 million in cash which is to be provided by Mr. Peter Lam and held in a secured

account at, and from, Completion, the residual amount of which will be released after expiry of the exercise

window to put the First Tranche Shares to Mr. Peter Lam.
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It has further been agreed that if, for whatsoever reason, Mr. Peter Lam fails to purchase all or any of

the Second Tranche Shares pursuant to exercise(s) of the put rights afforded to the Bondholders, then the

Bondholders would retain their Second Tranche Shares and LSD will be liable to repay the Bondholders the

Contingent Indebtedness of up to approximately HK$70 million on 31st December, 2005. In this regard,

LSD will have no liability to a Bondholder to repay any of such Contingent Indebtedness in any of the

following circumstances:

(i) where the Bondholder in question sells or transfers his Second Tranche Shares on or before 31st

December, 2005; or

(ii) where the Bondholder in question puts his Second Tranche Shares to Mr. Peter Lam and the

transfer is duly completed; or

(iii) where the Bondholder in question elects to retain his Second Tranche Shares as at 1st December,

2005 (i.e. such Bondholder elects not to put his Second Tranche Shares to Mr. Peter Lam during

the exercise window of the put option).

The Contingent Indebtedness will be recognised as a liability in the consolidated balance sheet of the

LSD Group after Completion. In the three circumstances detailed above, LSD will have no liability to a

Bondholder to repay the pro rata amount of such Contingent Indebtedness. The amount of the Contingent

Indebtedness of approximately HK$70 million represents approximately 83% of the total value of the put

option granted by Mr. Peter Lam to the Bondholders in respect of the Second Tranche Shares in the amount

of approximately HK$84 million (i.e. 2,799,440,000 Shares X HK$0.03). LSD’s liability to repay any of the

Contingent Indebtedness will be calculated on a pro rata basis by deducting from the total number of the

Second Tranche Shares the number of the Second Tranche Shares (i) which Bondholders have transferred

before 31st December, 2005; or (ii) which were purchased by Mr. Peter Lam pursuant to puts to him; or (iii)

which were not put to Mr. Peter Lam during the exercise window. After all such deductions, LSD will be

obliged to repay the residual amount of the Contingent Indebtedness (if any) calculated as the sum of the

aggregate number of the Second Tranche Shares put to Mr. Peter Lam (but which he shall have failed to

purchase) multiplied by HK$0.03 multiplied by approximately 83%. Any amount of extinguished liability

will be credited back to the consolidated profit and loss account of LSD as income for the relevant financial

year during which such circumstances as detailed above shall occur as applicable to each individual

Bondholder.

Special Deal

LSD is aware that an associate of one of LSD’s substantial shareholders, Nice Cheer (a company

controlled by Mr. Chen Din Hwa as to 100% of its share capital), being Absolute Gain Trading Limited, a

company controlled by Mr. Chen Din Hwa as to 100% of its share capital, also holds, so far as LSD is

aware, certain of the Bonds.

In its capacity as a Bondholder, upon Completion taking place, the Chen Family, inter alia, (i) will

receive cash in the amount of US$2,689,050 (equivalent to approximately HK$20,974,590) and 265,732,500

Bondholder Settlement Shares as part of the Bonds Settlement as at Latest Practicable Date and (ii) will

have a right to put, to Mr. Peter Lam, its entitlement to the First Tranche Shares and the Second Tranche

Shares. It also benefits from the Bonds Security applicable to the Residual Indebtedness (the amount

attributable to the Chen Family is HK$18,605,800 as at Latest Practicable Date) and the Contingent

Indebtedness (the amount attributable to the Chen Family is HK$4,900,050 as at Latest Practicable Date)

(including the limited recourse right to share in the Ritz-Carlton Security). As the Chen Family is an

existing Shareholder of LSD, the Bonds Settlement is considered to constitute a ‘special deal’ (the ‘‘Chen

Family Special Deal’’) for the purposes of the Takeovers Code (as such rights and benefits have only been

LETTER FROM THE BOARD

— 19 —



afforded to the Bondholders and not, generally, to the existing Shareholders). Save for such ‘‘deeming’’

provisions in the Takeovers Code (as a result of the Chen Family’s dual capacity as both Shareholder and

Bondholder) the terms of the Bonds Settlement afforded to the Chen Family are the same as those afforded

to other Bondholders. Consent has been sought from the SFC to the Chen Family Special Deal which if

granted, shall be granted subject to approval having been obtained from the Independent Shareholders at the

EGM. Furthermore, the Chen Family Special Deal will be opined on by Access Capital (please refer to the

section of this circular headed ‘‘Letter from Access Capital’’) and approval to the same will be sought from

the Independent Shareholders at the EGM pursuant to a vote conducted by poll, in which regard the Chen

Family will abstain from voting thereon. Upon Completion, the Shares held by the Chen Family will form

part of the public float of LSD.

Further details about the Bonds Security

To secure the aggregate indebtedness due to the Bondholders under the terms of the Bonds Settlement

in the principal amount of approximately HK$336 million (comprising the Residual Indebtedness and the

Contingent Indebtedness), LSD will afford to Bondholders the Bonds Security comprising the following:

(i) first charges over LSD’s 100% direct shareholding interest in Vutana Trading Limited and over

Vutana Trading Limited’s 100% direct shareholding interest in Vutana Trading Investment

(No. 2) Limited which in turn holds a 10% direct shareholding interest in Avondale Properties

Limited which holds 100% of the ordinary share capital of Union Charm Development Limited

which in turn holds 100% interest in The Waterfront, being a property development in Kowloon;

and an assignment of any reversionary interest in all shareholders’ loans owed by Union Charm

Development Limited to the LSD Group, such loans as at the Latest Practicable Date being in the

amount of approximately HK$145 million (the ‘‘Waterfront Security Interest’’);

(ii) a first charge over Transformation International Limited (a direct wholly owned subsidiary of

LSD)’s 51% direct shareholding interest in Porchester Assets Limited which holds a 100% direct

shareholding interest in Glynhill Investments (Vietnam) Pte. Ltd which in turn holds a 51%

direct equity interest in Chains Caravelle Hotel Joint Venture Co. Ltd holding 100% interest in

the Caravelle Hotel, Ho Chi Minh City, Vietnam; and assignments of all relevant shareholders’

loans owed by Porchester Assets Limited to the LSD Group, such loans at the Latest Practicable

Date being in the amount of approximately HK$125 million (the ‘‘Caravelle Security

Interest’’), and of the relevant management agreement relating to the management and

operations of the Caravelle Hotel, Ho Chi Minh City, Vietnam entered into between members of

the LSD Group in connection with such interest;

(iii) first charges over LSD’s indirect 100% shareholding interest in Furama International Hoteliers

Limited which holds a direct 83.5% shareholding interest in Indochina Beach Hotel Limited

which in turn holds a 75% direct equity interest in Indochina Beach Hotel Joint Venture holding

100% interest in the Furama Resort, Danang, Vietnam; and assignments of all relevant

shareholders’ loans owed by Furama International Hoteliers Limited to the LSD Group, such

loans at the Latest Practicable Date being in the amount of approximately HK$189 million (the

‘‘Danang Security Interest’’), and of the relevant management agreement relating to the

management and operations of the Furama Resort, Danang, Vietnam entered into between

members of the LSD Group in connection with such interest;

(iv) a limited recourse right to share in the Ritz-Carlton Security on a pari passu basis with Golden

Pool (but subject, in the case of the Bondholders, to a maximum potential recovery of HK$120

million); and
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(v) charges over LSD’s 42.54% indirect shareholding interest in eSun.

The Bondholders are already entitled to substantially similar security to that represented by items (iv)

and (v) above pursuant to the terms of the existing Exchangeable Bonds and Convertible Bonds as detailed

in the section of this circular headed ‘‘Brief history in relation to the existing terms of the Bonds’’. However,

the security represented by items (i) to (iii) above will represent entirely new security interests in favour of

the Bondholders.

As regards each of the Three Planned Sale Interests, LSD will endeavour to sell such interests,

including, as applicable, the relevant management agreements for the Caravelle Hotel and the Furama

Resort, in an orderly and expeditious manner after Completion and before 31st December, 2005 to parties

other than the Bondholders (unless any Bondholder shall wish to purchase any such interests) for the

purposes of raising funds to reduce or eliminate the Residual Indebtedness of approximately HK$266

million owed to the Bondholders after Completion. In addition, it is proposed that aggregate net proceeds in

excess of HK$266 million will be shared as between the Bondholders and LSD in the ratio of 70 : 30

respectively, such sharing ratio having been arrived at after arms length negotiations between LSD and the

Informal Committee.

Should LSD repay the full HK$266 million of Residual Indebtedness by 31st December, 2005 in

circumstances where any of the Three Planned Sale Interests remain with LSD on that date, LSD will have

an additional period of one year to 31st December, 2006, to realise the remaining of the Three Planned Sale

Interests, again with net proceeds shared between Bondholders and LSD on a 70 : 30 basis. If any of the

Three Planned Sale Interests remain with LSD on 31st December, 2006, regardless of whether LSD has

repaid in full the Residual Indebtedness, the Bondholders will have the right to call upon LSD to transfer to

the Bondholders any such residual interest to extinguish, in full, the obligation of LSD to pay to the

Bondholders their entitlement to 70% of the net proceeds of sale therefrom and the Bondholders shall be

entitled to retain the full proceeds ultimately realisable therefrom. If such remaining interest is transferred

to the Bondholders to extinguish the above mentioned obligation, the net book value of such remaining

interest at the time of transfer will be charged to LSD’s consolidated profit and loss account.

Should LSD not repay any or all of the HK$266 million of Residual Indebtedness due to the

Bondholders by 31st December, 2005, LSD shall make up the shortfall amount, failing which, the

Bondholders will be at liberty to enforce the Bonds Security, including enforcement over any of the Three

Planned Sale Interests remaining unsold at that time and where the Three Planned Sale Interests have been

sold, the Bondholders may enforce the remaining Bonds Security through the Ritz-Carlton Security and

charges over LSD’s holdings in the shares of eSun.

In the event of completion of the proposed disposals of the Three Planned Sale Interests, the relevant

companies which are currently direct or indirect subsidiaries of LSD and which, directly or indirectly, hold

LSD’s interests in the Three Planned Sale Interests, namely, (i) in the case of The Waterfront, Vutana

Trading Limited or Vutana Trading Investment (No. 2) Limited; (ii) in the case of the Caravelle Hotel, Ho

Chi Minh City, Vietnam, Porchester Assets Limited, Glynhill Investments (Vietnam) Pte. Limited or Chains

Caravelle Hotel Joint Venture Co., Ltd.; and (iii) in the case of the Furama Danang Hotel, Furama

International Hoteliers Limited, Indochina Beach Hotel Limited or Indochina Beach Hotel Joint Venture, as

the case may be, may cease to be subsidiaries of LSD (although this will depend on the structure and

negotiations as regards such proposed disposals at the relevant time). Where relevant, LSD will comply with

the applicable Listing Rules at the relevant time of the disposals of the Three Planned Sale Interests,

including, as applicable, the relevant management agreements as aforesaid by LSD during the period before

the end of 2006 to purchasing parties.
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Further particulars on the Three Planned Sale Interests

The audited net losses (both before and after taxation and extraordinary items) of the LSD Group

attributable to the Three Planned Sale Interests for the financial year ended 31st July, 2002, as incorporated

in LSD’s audited consolidated accounts for such year, were approximately HK$34 million which included

profit attributable to the Danang Security Interest of approximately HK$6 million (representing the

consolidated profit before and after taxation and extraordinary items of Furama International Hoteliers

Limited), profit attributable to the Caravelle Security Interest of approximately HK$15 million

(representing a 51% share of the consolidated profit before and after taxation and extraordinary items of

Porchester Assets Limited) and losses attributable to the Waterfront Security Interest of approximately

HK$55 million (representing interest income of approximately HK$7 million received by LSD from Union

Charm Development Limited and provisions for impairments of approximately HK$62 million on the loan

advanced to Union Charm Development Limited made by LSD and recognised in the consolidated profit

and loss accounts of LSD). For the financial year ended 31st July, 2002, there were no extraordinary items

and taxation charges in respect of the Three Planned Sale Interests.

The audited net profits (both before and after taxation and extraordinary items) of the LSD Group

attributable to the Three Planned Sale Interests for the financial year ended 31st July, 2003 as incorporated

in LSD’s audited consolidated accounts for such year, were approximately HK$11 million which included

profit attributable to the Danang Security Interest of approximately HK$1 million, the Caravelle Security

Interest of approximately HK$13 million and losses attributable to the Waterfront Security Interest of

approximately HK$3 million, (representing provisions for impairments of approximately HK$3 million on

the loan advanced to Union Charm Development Limited by LSD and recognised in the consolidated profit

and loss accounts of LSD). For the financial year ended 31st July, 2003, there were no extraordinary items

and taxation charges in respect of the Three Planned Sale Interests.

The audited aggregate value of total assets in respect of the Three Planned Sale Interests as

incorporated in LSD’s audited consolidated balance sheet as at 31st July, 2002 was approximately HK$545

million. As at 31st July, 2002, the audited value of total assets of Caravelle Security Interest was

approximately HK$205 million, representing 100% of the consolidated total assets of Porchester Assets

Limited. As at 31st July, 2002, the audited value of total assets of the Danang Security Interest was

approximately HK$184 million, representing 100% of the consolidated total assets of Furama International

Hoteliers Limited. As at 31st July, 2002, the audited value of the total assets of the Waterfront Security

Interest was approximately HK$156 million (representing the carrying value of the share investment in

Avondale Properties Limited and loan advances made by LSD directly to Union Charm Development

Limited which is accounted for as a long term investment of the LSD Group).

The audited aggregate value of total assets in respect of the Three Planned Sale Interests as

incorporated in LSD’s audited consolidated balance sheet as at 31st July, 2003 was approximately HK$480

million. As at 31st July, 2003, the audited value of total assets of Caravelle Security Interest was

approximately HK$196 million, representing 100% of the consolidated total assets of Porchester Assets

Limited. As at 31st July, 2003, the audited value of total assets of the Danang Security Interest was

approximately HK$171 million, representing 100% of the consolidated total assets of Furama International

Hoteliers Limited. As at 31st July, 2003, the audited value of the total assets of the Waterfront Security

Interest was approximately HK$113 million (representing the carrying value of the share investment in

Avondale Properties Limited and loan advances made by LSD directly to Union Charm Development

Limited which is accounted for as a long term investment of the LSD Group).

The audited aggregate carrying book value of the LSD Group’s interest in the Three Planned Sale

Interests as incorporated in LSD’s audited consolidated accounts as at 31st July, 2002 was approximately

HK$391 million. As at 31st July, 2002, the audited carrying book value of Waterfront Security Interest in
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the books of LSD was approximately HK$156 million (representing the carrying value of the share

investment in Avondale Properties Limited and loan advances made by LSD directly to Union Charm

Development Limited which is accounted for as a long term investment of the LSD Group). As at 31st July,

2002, the audited consolidated net assets of Porchseter Assets Limited and Furama International Hoteliers

Limited attributable to the LSD Group was approximately HK$101 million and HK$134 million,

respectively.

The audited aggregate carrying book value of the LSD Group’s interest in the Three Planned Sale

Interests as incorporated in LSD’s audited consolidated accounts as at 31st July, 2003 was approximately

HK$334 million. As at 31st July, 2003, the audited carrying book value of Waterfront Security Interest in

the books of LSD was approximately HK$113 million (representing the carrying value of the share

investment in Avondale Properties Limited and loan advances made by LSD directly to Union Charm

Development Limited which is accounted for as a long term investment of the LSD Group). As at 31st July,

2003, the audited consolidated net assets of Porchester Assets Limited and Furama International Hoteliers

Limited attributable to the LSD Group was approximately HK$93 million and HK$128 million,

respectively.

The audited consolidated loss before and after taxation and extraordinary items of Vutana Trading

Limited as incorporated in the LSD’s audited consolidated accounts for the year ended 31st July, 2002 and

2003 were approximately HK$0.1 million and HK$0.2 million, respectively. The audited consolidated total

assets of Vutana Trading Limited as incorporated in the LSD’s audited consolidated balance sheet as at 31st

July, 2002 and 2003 were both approximately HK$0.1 million. The audited consolidated deficiency in assets

of Vutana Trading Limited as incorporated in the LSD’s audited consolidated balance sheet as at 31st July,

2002 and 2003 were approximately HK$50 million and HK$10 million, respectively.

The audited loss before and after taxation and extraordinary items of Vutana Trading Investment

(No. 2) Limited as incorporated in the LSD’s audited consolidated accounts for the year ended 31st July,

2002 and 2003 were approximately HK$0.1 million and HK$0.2 million, respectively. The audited total

assets of Vutana Trading Investment (No. 2) Limited as incorporated in the LSD’s audited consolidated

balance sheet as at 31st July, 2002 and 2003 were both approximately HK$0.1 million. The audited

deficiency in assets of Vutuna Trading Investment (No. 2) Limited as incorporated in the LSD’s audited

consolidated balance sheet as at 31st July, 2002 and 2003 were approximately HK$50 million and HK$10

million, respectively.

As at the Latest Practicable Date, the outstanding amounts of loans due by Porchester Assets Limited,

Furama International Hoteliers Limited and Union Charm Development Limited to the LSD Group were

approximately HK$125 million, HK$189 million and HK$145 million, respectively. All such loans are

unsecured, interest-free and have no fixed terms of repayment.

The unaudited aggregate value of total assets in respect of the Three Planned Sale Interests as

incorporated in LSD’s published unaudited consolidated balance sheet as at 31st January, 2004 was

approximately HK$509 million. As at 31st January, 2004, the unaudited value of total assets of the

Caravelle Security Interest was approximately HK$196 million, representing 100% of the consolidated total

assets of Porchester Assets Limited. As at 31st January, 2004, the unaudited value of total assets of the

Danang Security Interest was approximately HK$178 million, representing 100% of the consolidated total

assets of Furama International Hoteliers Limited. As at 31st January, 2004, the unaudited value of the total

assets of the Waterfront Security Interest was approximately HK$135 million (representing the carrying

value of the share investment in Avondale Properties Limited and loan advances made by LSD directly to

Union Charm Development Limited which is accounted for as a long term investment of the LSD Group).
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The unaudited net book value of the fixed assets in respect of the Caravelle Security Interest as at 31st

January, 2004 (representing the unaudited consolidated net book value of the fixed assets of Porchester

Assets Limited) as incorporated in the LSD’s consolidated accounts was approximately HK$171.8 million

which represented 9.4% of the unaudited net book value of LSD’s consolidated fixed assets as at 31st

January, 2004. The unaudited net book value of the fixed assets in respect of the Danang Security Interest as

at 31st January, 2004 (representing the unaudited consolidated net book value of the fixed assets of Furama

International Hoteliers Limited) as incorporated in the LSD’s consolidated accounts was approximately

HK$149.3 million which represented 8.2% of the unaudited net book value of LSD’s consolidated fixed

assets as at 31st January, 2004.

The unaudited aggregate carrying book value of the LSD Group’s interest in the Three Planned Sale

Interests as incorporated in LSD’s published unaudited negative net assets position as at 31st January, 2004

was approximately HK$352 million. As at 31st January, 2004, the unaudited carrying book value of the

Waterfront Security Interest in the books of LSD was approximately HK$135 million (representing the

carrying value of the share investment in Avondale Properties Limited and loan advances made by LSD

directly to Union Charm Development Limited which is accounted for as a long term investment of the LSD

Group). As at 31st January, 2004, the unaudited consolidated net assets of Porchester Assets Limited and

Furama International Hoteliers Limited attributable to the LSD Group was approximately HK$91 million

and HK$126 million, respectively.

As described in paragraph (iii) under the paragraph headed ‘‘Listing Rules aspects’’ in this circular, the

potential disposal of the Three Planned Sale Interests to the Bondholders in settlement of LSD’s liability to

the Bondholders and assuming that the consideration which LSD will be deemed to have received from the

potential disposal would be HK$266 million, taking into account a repayment of a shareholder’s loan by

Union Charm Development Limited, the joint venture company directly holding The Waterfront amounting

to approximately HK$94 million subsequent to 31st January, 2004, the gain on disposal of the Three

Planned Sale Interests before tax and other expenses expected to accrue to LSD’s consolidated profit and

loss accounts is estimated to be approximately HK$8 million (being the unaudited aggregate carrying value

of the Three Planned Sales Interests as at 31st January, 2004 of approximately HK$352 million less the

repayment of the shareholder’s loan by Union Charm Development Limited of approximately HK$94

million and compared with the deemed consideration from the potential disposal of HK$266 million).

Conditions and expected completion

The conditions to completion of the Bonds Settlement largely mirror the conditions to completion of

the Settlement Agreement, but also include:

(i) the obtaining of all relevant consents, permits, approvals, authorisations and waivers necessary

for the purposes of putting in place the Bonds Security;

(ii) the Stock Exchange granting approval of the listing of and permission to deal in the Bondholder

Settlement Shares;

(iii) the SFC consenting to the Chen Family Special Deal; and

(iv) the conditions to completion of the Settlement Agreement being fulfilled or waived.

As noted above, it is expected that completion of the Bonds Settlement and the Settlement Agreement

will take place simultaneously and no later than 1st November, 2004 or such other date as the parties shall

agree in writing. Completion of the Settlement Agreement is conditional on the Bonds Settlement going
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unconditional and vice versa. In addition, the options for Bondholders to put the Bondholder Settlement

Shares to Mr. Peter Lam form part of the Bonds Settlement and as such, are inter-conditional with

completion of the Settlement Agreement.

In addition, Shareholders should note that a resolution is intended to be proposed at the EGM to

increase the authorised share capital of LSD to enable it to allot and issue the Bondholder Settlement Shares

(and the eSun Settlement Shares) at Completion.

REASONS FOR AND BENEFITS OF THE SETTLEMENT

For LSD, continuing to operate under the uncertainty of an informal standstill arrangement with

creditors is simply not a viable proposition. LSD has spent considerable time, money and effort in seeking

to achieve a tri-party solution to its indebtedness situation and believes that the terms of the Settlement

Agreement and the terms of its proposed settlement with the Bondholders represent the best prospects for

achieving a viable and sustainable future for the LSD Group.

Shareholders should note the following two paragraphs have been extracted from the announcement

issued by LSD and eSun jointly relating to the Settlement dated 2nd July, 2004.

From eSun’s perspective, the majority of its assets comprise the indebtedness owed by Furama Hotel

Enterprises to Golden Pool. Since December 2002, the management of eSun has been in discussions with

LSD as regards the repayment of the indebtedness owed to Golden Pool. As indicated in the sections of

‘‘Letter from the Board’’ of this circular headed ‘‘Brief details of the existing indebtedness owed to the eSun

Group’’ and ‘‘Brief history in relation to the existing terms of the Bonds’’ and as Shareholders should be

aware, the LSD Group has suffered from liquidity problems in recent years with considerable sums owing to

the Bondholders and other creditors (in addition to those owed to the eSun Group) and has been operating

on an ‘‘informal standstill’’ basis since April 2003. In practice, the extent to which the eSun Group can

recover the indebtedness owed by the LSD Group is largely dependent upon the wider restructuring that the

LSD Group is able to achieve with its other creditors including the Bondholders. Given the length of time

which has elapsed since the due date for repayment of the indebtedness owing to the eSun Group, the

limited resources available to the LSD Group to repay sums owed and the limits of the existing security

afforded to the eSun Group, the directors of eSun believe the current terms of the Settlement will allow it to

recover as much of the outstanding indebtedness as is feasible in the context of a wider restructuring of the

LSD Group’s indebtedness.

The Settlement provides eSun with some cash and residual indebtedness owed by the LSD Group that

bears interest at a commercial rate and, based upon the current value of the Ritz-Carlton, Hong Kong and

the security interests afforded directly or indirectly over it by LSD, is fully secured. Moreover, eSun

becomes the single largest Shareholder in LSD allowing eSun to participate in the upside of the LSD Group

that has restructured its debts making it a viable group of companies going forward.

The unaudited estimated loss before expenses arising from the Settlement to be recognised in the

consolidated profit and loss account of LSD upon Completion, as set out in detail in Appendix II of this

circular, is HK$1,696.7 million.

SHAREHOLDING STRUCTURE BEFORE AND AFTER THE SETTLEMENT

The shareholding structure in LSD and eSun before and after the Settlement are set out in the charts

and the tables below. As can be seen, eSun becomes the single largest Shareholder in LSD upon Completion

taking place. The Settlement does not involve any changes to the share capital of eSun. The eSun Settlement

Shares and the Bondholder Settlement Shares represent approximately 138.8% and 101.4% of the existing
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issued share capital of LSD, respectively. The eSun Settlement Shares and the Bondholder Settlement

Shares represent approximately 40.8% and 29.8% of the enlarged issued share capital of LSD after

Completion, respectively.

The issue price at the par value of HK$0.50 for both the eSun Settlement Shares and the Bondholder

Settlement Shares represents:

(i) 378.79% of the closing price of each Share of HK$0.132 as at the Latest Practicable Date;

(ii) 383.44% of the 5-day average closing price of each Share of HK$0.1304 immediately prior to

the Latest Practicable Date;

(iii) 408.50% of the 10-day average closing price of each Share of HK$0.1224 immediately prior to

the Latest Practicable Date;

(iv) 378.79% of the closing price of each Share of HK$0.132 as at 25th June, 2004, being the last

trading day before entering the Settlement Agreement;

(v) 392.46% of the 5-day average closing price of each Share of HK$0.1274 immediately prior to

the date of the Settlement Agreement; and

(vi) 382.26% of the 10-day average closing price of each Share of HK$0.1308 immediately prior to

the date of the Settlement Agreement.

The option price of the First Tranche Shares of HK$0.07 represents:

(i) 53.03% of the closing price of each Share of HK$0.132 as at the Latest Practicable Date;

(ii) 53.68% of the 5-day average closing price of each Share of HK$0.1304 immediately prior to the

Latest Practicable Date;

(iii) 57.19% of the 10-day average closing price of each Share of HK$0.1224 immediately prior to

the Latest Practicable Date;

(iv) 53.03% of the closing price of each Share of HK$0.132 as at 25th June 2004, being the last

trading day before entering the Settlement Agreement;

(v) 54.95% of the 5-day average closing price of each Share of HK$0.1274 immediately prior to the

date of the Settlement Agreement; and

(vi) 53.52% of the 10-day average closing price of each Share of HK$0.1308 immediately prior to

the date of the Settlement Agreement.

The option price of the Second Tranche Shares of HK$0.03 represents:

(i) 22.73% of the closing price of each Share of HK$0.132 as at the Latest Practicable Date;

(ii) 23.01% of the 5-day average closing price of each Share of HK$0.1304 immediately prior to the

Latest Practicable Date;

(iii) 24.51% of the 10-day average closing price of each Share of HK$0.1224 immediately prior to

the Latest Practicable Date;
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(iv) 22.73% of the closing price of each Share of HK$0.132 as at 25th June 2004, being the last

trading day before entering the Settlement Agreement;

(v) 23.55% of the 5-day average closing price of each Share of HK$0.1274 immediately prior to the

date of the Settlement Agreement; and

(vi) 22.94% of the 10-day average closing price of each Share of HK$0.1308 immediately prior to

the date of the Settlement Agreement.

Table of shareholding interests in LSD of the directors and substantial shareholders of LSD before

and after the Settlement for information purposes only:

Name of Shareholder

No. of Shares

before

Completion as

at the Latest

Practicable

Date

% of

shareholding

interest in LSD

before

Completion as

at the Latest

Practicable

Date*

No. of Shares

after Completion

but before full

exercise by

Bondholders of

put option

% of

shareholding

interest in LSD

after Completion

but before full

exercise by

Bondholders of

put option*

No. of Shares

after Completion

and after full

exercise by

Bondholders of

put option

% of

shareholding

interest in LSD

after Completion

and after full

exercise by

Bondholders of

put option*

LSG{ 1,582,869,192 42.255% 1,582,869,192 12.419% 1,582,869,192 12.419%

Mr Lim Por Yen 197,859,550 5.282% 197,859,550 1.552% 197,859,550 1.552%

Madam U Po Chu 633,400 0.017% 633,400 0.005% 633,400 0.005%

Mr. Peter Lam{ 10,099,585 0.27% 10,099,585 0.079% 3,810,139,585 29.893%

The Chen Family 781,346,935 20.858% 1,047,079,435 8.215% 781,346,935 6.13%

eSun Nil Nil 5,200,000,000 40.797% 5,200,000,000 40.797%

Bondholders (excluding the

Chen Family) Nil Nil 3,534,307,500 27.729% Nil Nil

Lau Shu Yan, Julius{2 1,200,000 0.032% 1,200,000 0.009% 1,200,000 0.009%

Wu Shiu Kee, Keith{2 200,000 0.005% 200,000 0.002% 200,000 0.002%

Chiu Wai{2 195,500 0.005% 195,500 0.002% 195,500 0.002%

Members of the Public

(excluding Bondholders

and the Chen Family) 1,171,598,158 31.276% 1,171,598,158 9.191%1 1,171,598,158 9.191%1

Total 3,746,002,320 100% 12,746,042,320 100% 12,746,042,320 100%

Notes:

1 Post Completion, Shares held by both the Chen Family and the Bondholders will also count towards the public float.

* percentages have been rounded up or down, as appropriate.

{ parties presumed to be acting in concert with eSun under the Takeovers Code.

2 Each of Mr. Lau Shu Yan, Julius, Mr. Wu Shiu Kee, Keith and Mr. Chiu Wai are directors of LSD and members of the

LSD Group and, as such, are presumed concert parties of eSun.
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Table of shareholding interests in LSD of members of the public before and after the Settlement for

information purposes only:

Name of Shareholder

No. of Shares

before

Completion as

at the Latest

Practicable

Date

% of

shareholding

interest in

LSD before

Completion

as at the

Latest

Practicable

Date

No. of Shares

after

Completion but

before full

exercise by

Bondholders of

put option

% of

shareholding

interest in

LSD after

Completion

but before

full exercise

by

Bondholders

of put option

No. of Shares

after

Completion

and after full

exercise by

Bondholders of

put option

relating to the

First Tranche

Shares

% of

shareholding

interest in

LSD after

Completion

and after full

exercise by

Bondholders

of put option

relating to

the First

Tranche

Shares

No. of Shares

after

Completion

and after full

exercise by

Bondholders of

put option

relating to the

First and

Second

Tranche Shares

% of

shareholding

interest in

LSD after

Completion

and after full

exercise by

Bondholders

of put option

relating to

the First and

Second

Tranche

Shares

The Chen Family A 781,346,935 20.86% 1,047,079,435 8.214% 977,124,435 7.666% 781,346,935 6.13%

Bondholders (excluding the

Chen Family) Nil Nil 3,534,307,500 27.73% 2,603,662,500 20.427% Nil Nil

Members of the public

(excluding Bondholders

and the Chen Family) 1,171,598,158 31.276% 1,171,598,158 9.192% 1,171,598,158 9.192% 1,171,598,158 9.192%

Total held by members of the

public 1,171,598,158A 31.276%A 5,752,985,093 45.136% 4,752,385,093 37.285% 1,952,945,093 15.322%

Note A: Prior to Completion, the Chen Family, as a substantial Shareholder does not constitute a member of the public under

the Listing Rules. However, upon Completion, the shareholding interest of the Chen Family in LSD falls below 10% of

the then enlarged share capital of LSD and therefore, ceases to be a substantial Shareholder. Accordingly, the Chen

Family constitutes a member of the public upon Completion.

Further details in respect of the Lim Family

Name

Number of Shares

before Completion

as at the Latest

Practicable Date

Relationship to

other members of

the Lim Family

Relationship

with LSD

Relationship

with eSun

Mr. Lim Por Yen 197,859,550

(Note 1)

(personal interests)

Mr. Lim Por Yen is

the husband of

Madam U Po

Chu and the

father of Mr.

Peter Lam

Honorary

Chairman and

Shareholder

Deemed to be a

shareholder

through his

interest in LSD

Madam U Po Chu 633,400 (Note 2) Madam U Po Chu

is the wife of Mr.

Lim Por Yen

Director and

Shareholder

Director of eSun.

Deemed to be a

shareholder as

the wife of

Mr. Lim Por Yen

Mr. Peter Lam 10,099,585 Mr. Peter Lam is

the son of Mr.

Lim Por Yen

Chairman,

President and

Shareholder

Director of eSun

Note 1: Madam U Po Chu is deemed to be interested in these Shares as she is the wife of Mr. Lim Por Yen.

Note 2: Mr. Lim Por Yen is deemed to be interested in these Shares as he is the husband of Madam U Po Chu.
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Further details in respect of the Chen Family

Name

Number of Shares

before Completion

as at the Latest

Practicable Date

Relationship to

other members of

the Chen Family

Relationship

with LSD

Relationship

with eSun

Mr. Chen Din Hwa 781,346,935

(Note)

Mr. Chen controls

100% of the

share capital of

Nice Cheer

None, other

than as a

substantial

Shareholder

prior to

Completion

None

Nice Cheer 781,346,935 Nice Cheer is

controlled as to

100% of its share

capital by Mr.

Chen Din Hwa

None, other

than as a

substantial

Shareholder

prior to

Completion

None

Note: Mr. Chen Din Hwa is deemed to be interested in these Shares through his beneficial ownership of Nice Cheer.

Before the Settlement as at the Latest Practicable Date:

Other
Shareholders

Note 1

Lim Family

Chen FamilyLSD

LSG

31.32%

42.25%

42%

42.54%
Other

Shareholders
Note 2

eSun

5.57%

57.46%

20.86%

Notes:

1. As at the Latest Practicable Date, these Shareholders include directors of LSD who are not members of the Lim Family

but who also hold Shares in LSD as follows:

LETTER FROM THE BOARD

— 29 —



Name of director of LSD No. of Shares in LSD

% of interest on the basis of

total issued share capital of LSD

as at the Latest Practicable Date

Lau Shu Yan, Julius 1,200,000 0.03%

Wu Shiu Kee, Keith 200,000 0.01%

Chiu Wai 195,500 0.01%

Name of director of eSun No. of Shares in LSD

% of interest on the basis of

total issued share capital of LSD

as at the Latest Practicable Date

Liu Ngai Wing* 800 0.00002%

Chiu Wai* 195,500 0.01%

Save as detailed above, Shareholders of LSD in this category are not connected persons (as defined in the Listing Rules)

of the directors, chief executive or substantial Shareholders of LSD, eSun or any of their respective subsidiaries or

associates and are independent third parties of such persons.

* Save for Mr. Liu Ngai Wing and Mr. Chiu Wai who is also a director of LSD, no other director of eSun holds Shares.

As at the Latest Practicable Date, members of the public hold approximately 31.27% of the issued share capital of LSD.

None of the directors of LSD holds shares in eSun, save as set out in Note 2 below.

2. These shareholders include directors of eSun and LSD who are not members of the Lim Family but who also hold shares

in eSun as follows:

Name of director of eSun No. of shares in eSun

% of interest on the basis of

total issued share capital of eSun

as at the Latest Practicable Date

Lien Jown Jing, Vincent 931,800 0.14%

Lee Po On 5,195,934 0.77%

Liu Ngai Wing 3,321,215 0.49%

Save as detailed above, shareholders of eSun in this category are not connected persons (as defined in the Listing Rules)

of the directors, chief executive or substantial shareholders of LSD, eSun or their respective subsidiaries or associates and

are independent third parties of such persons.

As at the Latest Practicable Date, members of the public hold approximately 56.06% of the issued share capital of eSun.
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After the Settlement:

Other
Shareholders
Note 1 above

Lim Family
Note 3

Chen Family
Note 3

Other
shareholders of eSun

Bondholders
(excluding the
Chen Family)

Note 3

eSunLSD

LSG
Note 3

9.2%

27.73%

12.42%

42%

1.64%

8.21%

40.8% 42.54%

Note:

3. Details provided in the chart above indicating the shareholding structure of LSD and eSun after the Settlement do not

take account of the effect of the exercise in full by the Bondholders of their rights to put the First Tranche Shares and the

Second Tranche Shares to Mr. Peter Lam. Upon the exercise in full of such rights, the shareholding interest of the Lim

Family will increase to 31.45%, comprising the 27.73% shareholding interest in LSD held by the Bondholders (excluding

the Chen Family) and 2.08% shareholding interest in LSD held by the Chen Family as part of the Bondholder Settlement

Shares whilst the Bondholders’ (excluding the Chen Family) interests will be reduced to nil and the Chen Family’s will

be reduced to 6.13%.

An application will be made by LSD to the Stock Exchange for the listing of and permission to deal in

the eSun Settlement Shares and the Bondholder Settlement Shares.

BUSINESSES POST SETTLEMENT

(A) LSD

LSD is a holding company with interests in subsidiaries and associates whose business interests

include property developments, property investments, hotels investments and operations, media and

entertainment and strategic investment. After Completion, LSD and its subsidiaries will continue to be

engaged in the business of property developments, property investments, hotel investments and operations

and strategic investment. LSD and its subsidiaries will continue to have a 65% interest in the Ritz-Carlton,

Hong Kong (investment in and operation of hotel and restaurants) which forms the underlying asset of the

Ritz-Carlton Security; Causeway Bay Plaza 2 (property investment); Cheung Sha Wan Plaza (property

investment); Lai Sun Commercial Centre (property investment); 10% interest in 1 Connaught Road Central

(property development); the Caravelle Security Interest (investment in and operation of hotel and

restaurants); the Danang Security Interest (investment in and operation of hotel and restaurants) and the

Waterfront Security Interest (property development for sale). LSD’s associates will mainly continue to be

involved in property developments, property investments, hotel investments and operations and media and

entertainment sectors including 50% interest in Majestic Hotel (investment in and operation of hotel and
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restaurants) and the Majestic Centre (property investment), 50% interest in the Kimberley Road Project

(property development for sale), 50% interest in the Rolling Hills Project (property development for sale)

and a 42.54% interest in eSun (strategic investment in media and entertainment sectors).

The Waterfront Security Interest, the Danang Security Interest and the Caravelle Security Interest are

proposed to be disposed of in relation to the settlement of the Residual Indebtedness as part of the Bonds

Settlement. The current intention for the remaining property interests owned by LSD and its subsidiaries as

listed above is that they will be held for long term purposes.

The audited consolidated net asset value of the LSD Group as at 31st July, 2002 is HK$766 million.

The audited consolidated deficiency in assets of the LSD Group as at 31st July, 2003 is HK$374 million.

The significant deterioration of the LSD Group’s net asset position as at 31st July 2003 primarily resulted

from the valuation deficit arising in respect of the LSD Group’s investment properties of approximately

HK$681 million and operating losses incurred by the LSD Group of approximately HK$461 million during

the year ended 31st July, 2003.

The audited consolidated loss before taxation and extraordinary items and the audited consolidated

loss after taxation and extraordinary items of the LSD Group for the year ended 31st July, 2002 are

approximately HK$1,881 million and HK$1,942 million, respectively. The significant losses for the

financial year 2002 were mainly due to the impairment of the LSD Group’s development projects and

investments of approximately HK$653 million, the losses arising from disposal of interests in the LSD

Group’s assets of approximately HK$835 million and other operating losses incurred by the LSD Group of

approximately HK$454 million. The audited consolidated loss before taxation and extraordinary items and

the audited consolidated loss after taxation and extraordinary items of the LSD Group for the year ended

31st July, 2003 are approximately HK$404 million and HK$461 million, respectively. The losses for the

financial year 2003 were mainly due to the impairment of the LSD Group’s development projects and

investments of approximately HK$45 million, the losses arising from disposal of interests in the LSD

Group’s assets of approximately HK$174 million and other operating losses incurred by the LSD Group of

approximately HK$242 million.

As published in LSD’s interim report for the six months ended 31st January, 2004, the unaudited

consolidated deficiency in assets of LSD was approximately HK$480 million. The unaudited consolidated

loss before taxation and extraordinary items and unaudited consolidated loss after taxation and

extraordinary items for the six months ended 31st January, 2004 was approximately HK$149 million and

HK$167 million, respectively. The losses for the six months ended 31st January, 2004 were mainly due to

the losses arising from disposal of interests in the LSD Group’s assets of approximately HK$131 million

and other operating losses incurred by the LSD Group of approximately HK$91 million which was partly

offset by the reversal of impairment for the LSD Group’s development projects and investments of

approximately HK$55 million.

Information relating to the Ritz-Carlton Security and the Three Planned Sale Interests are detailed

under the sections headed ‘‘Further details about the eSun Loan and the Ritz-Carlton Security’’ and ‘‘Further

particulars on the Three Planned Sale Interests’’ respectively.

eSun will remain an associated company of LSD and continue to be equity accounted for in the

consolidated accounts of LSD post Completion. LSD will fund the cash element of the Settlement through

available internal resources.
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(B) eSun

eSun is a holding company with interests in subsidiaries and associates whose business interests

mainly include a 100% interest in satellite television operations, entertainment and related activities. It also

currently owns a 49.77% shareholding interest in Media Asia Holdings Limited. Upon Completion, the

amount due from Furama Hotel Enterprises will be reduced to HK$225 million and eSun’s principal assets

will include eSun’s indirect 40.8% interests in LSD, a 49.77% shareholding interest in Media Asia Holdings

Limited, and a 100% shareholding interest in satellite television operations and entertainment business.

LSD will become a 40.8% owned associated company of eSun and will be equity accounted for in the

consolidated accounts of eSun post Completion. eSun will utilise the funds received under the Settlement

Agreement for working capital purposes.

eSUN’S INTENTIONS AS REGARDS THE LSD GROUP

Following Completion, eSun has indicated that it intends to hold its investment in LSD over the long

term and intends that LSD will remain as an investment holding company and with its subsidiaries and

associates continuing to carry on their principal businesses of property development, property investment,

hotels, media and entertainment and strategic investment.

Following Completion, eSun has indicated that there is no plan for eSun to introduce any major

changes to the business of the LSD Group, its deployment of fixed assets or the services of the existing

management and employees of the LSD Group as to the management of the core businesses of the LSD

Group.

REGULATORY ASPECTS OF THE SETTLEMENT

Takeovers Code aspects

(i) Rule 26 — Dispensation from making an unconditional cash offer

On Completion, eSun will own approximately 40.8% of the enlarged issued share capital of LSD.

Under the Takeovers Code, eSun and parties acting in concert with it (which would, for these purposes,

include LSG, its subsidiaries and associates, members of the Lim Family and their respective directors who

own Shares) would ordinarily become obliged, on Completion, to make an unconditional cash offer to

acquire all of the Shares in LSD other than those already owned by eSun and parties acting in concert with it

at an offer price of approximately HK$0.50 per Share.

However, it is a condition precedent to Completion that the Whitewash Waiver is obtained. An

application has been made by eSun to the SFC for the Whitewash Waiver which if granted, will be subject to

the approval of the Independent Shareholders who are not involved or interested in the Settlement

Agreement (with LSG, members of the Lim Family, members of the Chen Family, the directors of LSD and

eSun who hold Shares, any other shareholder of LSD who is interested or involved in the Settlement, other

than being merely a shareholder of LSD, and their respective associates abstaining from voting at the EGM)

being sought and obtained at the EGM pursuant to a vote conducted by way of poll. If the Whitewash

Waiver is not obtained, the Settlement Agreement will be terminated and there will be no prospect of the

Settlement being completed on the terms envisaged and set out in this circular.

To the best of the Board’s information, knowledge and belief and having made all reasonable

enquiries, as at the Latest Practicable Date, the Bondholders (other than members of the Chen Family) do

not hold Shares and none of eSun or any of the parties acting in concert with it holds any of the Bonds.
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(ii) Rule 25 — Special deal considerations

As referred to above, the Chen Family, an existing Shareholder of LSD, by virtue of their rights to (i)

receive cash and Bondholder Settlement Shares from LSD pursuant to the Bonds Settlement and (ii) put

their entitlement of First Tranche Shares and Second Tranche Shares to Mr. Peter Lam and (iii) by virtue of

the security afforded to them by LSD in respect of their portion of the Residual Indebtedness and the

Contingent Indebtedness (including the Ritz-Carlton Security), is considered to be receiving a special deal

for the purposes of the Takeovers Code. It is a condition precedent to Completion that the SFC’s approval to

the Chen Family Special Deal is obtained. Such SFC approval was sought by LSD on 19th July, 2004 which,

if granted, would be subject to approval to the same being sought and obtained from the Independent

Shareholders pursuant to a vote conducted by poll at the EGM with members of the Chen Family abstaining

from voting thereon.

Listing Rules aspects

From LSD’s perspective, the Settlement involves:

(i) the Bonds Settlement is deemed, in its entirety, to be a connected transaction for LSD (by virtue

of the rights to put the Bondholder Settlement Shares to Mr. Peter Lam) pursuant to Rule

14A.11(4)(a) of the Listing Rules; and the proposed allotment and issue of certain Bondholder

Settlement Shares, payment of cash and grant of the Bonds Security to the Chen Family as a

Bondholder, which forms part of the Bonds Settlement, will constitute a connected transaction

pursuant to Rules 14A.13(1)(a) of the Listing Rules by virtue of the Chen Family being a

substantial Shareholder of LSD and therefore a connected person. None of the Chen Family are

associates of the Lim Family and Mr. Chen Din Hwa is not a director of any member of the LSD

Group or the eSun Group;

(ii) an increase in authorised share capital and the allotment and issue of Shares to Golden Pool (or

its nominee) and the Bondholders, being matters requiring the approval of the Independent

Shareholders at the EGM pursuant to Rule 13.36(1)(a) of the Listing Rules;

(iii) a potential disposal of the Three Planned Sales Interests to the Bondholders in settlement of a

residual liability to pay what would otherwise have been 70% of the net proceeds arising out of a

realisation of those interests, in which regard, LSD will be treated as having entered into a major

transaction under Rule 14.06(3) of the Listing Rules, based upon the deemed aggregate

consideration of the Three Planned Sale Interests in the amount of HK$266 million and the

assumption that the consideration which LSD will be deemed to have received from the transfer

would be the settlement of any residual obligation to pay to the Bondholders any share of surplus

proceeds from realisation of the Three Planned Sale Interests. Pursuant to Rule 14.33 of the

Listing Rules, such potential major transaction will require the approval of the Shareholders at

the EGM;

(iv) creating new security, in the form of the first charge over LSD’s 100% shareholding interest in

Surearn and the assignment of all shareholders’ loans owed by Surearn to the LSD Group on a

pari passu basis (but in the case of the Bondholders, up to a maximum potential recovery of

HK$120 million when aggregated with any sums recovered under the second charge over the

shares of Diamond String as detailed in the section of this circular headed ‘‘Further details about

the eSun Loan and the Ritz-Carlton Security’’) and a guarantee of the obligations of Furama

Hotel Enterprises under the eSun Loan in favour of Golden Pool. Although eSun is not, as at the

Latest Practicable Date, a connected person of LSD, it will become a controlling Shareholder of

LSD upon Completion. To the extent that such security represents transactions which will
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continue to subsist after Completion, such new security will therefore constitute a connected

transaction for LSD under Rule 14A.13(4) of the Listing Rules which will require the approval

of the Shareholders at the EGM; and

(v) the contingent prospect of being required to redeem the HK$70 million of Contingent

Indebtedness due to the Bondholders on 31st December, 2005, in circumstances only where Mr.

Peter Lam fails to complete the purchase of the Second Tranche Shares put to him by the

Bondholders. This element of the transaction represents, for the purposes of the Listing Rules, a

form of potential financial assistance by LSD to Mr. Peter Lam, as a connected person of LSD.

Accordingly, this element constitutes a potential connected transaction under Rule 14A.13(2) of

the Listing Rules which will require the approval of the Shareholders at the EGM.

Given that various elements of the overall Settlement require the approval of the Shareholders, it is

intended that the resolution relating to the Settlement to be proposed at the EGM will be voted on, by way of

poll, only by the Independent Shareholders (with LSG, members of the Lim Family, members of the Chen

Family, the directors of LSD and eSun who hold Shares, any other Shareholder of LSD who is interested or

involved in the Settlement, other than being merely a Shareholder of LSD, and their respective associates

abstaining from participation in such vote). To the best of the Board’s information, knowledge and belief

and having made all reasonable enquiries, as at the Latest Practicable Date, the Bondholders (other than

members of the Chen Family) are independent of and not connected persons (as defined in the Listing

Rules) of LSD and of the directors, chief executive or substantial shareholders of LSD or any of its

subsidiaries or associates.

GENERAL

Respective views of the Board

The terms of the Settlement have been negotiated extensively between LSD, eSun and the Informal

Committee and represent the fairest and most reasonable settlement outcome that the Board believes can be

achieved. As such, the Directors (including, but subject to the advice of Access Capital, the Independent

Board Committee) believe that the terms of the Settlement Agreement to eSun and the proposed terms of the

Bonds Settlement are fair and reasonable and in the interests of the Shareholders as a whole.

Appointment of Independent Board Committee and Independent Financial Adviser

The Independent Board Committee has been formed to advise the Independent Shareholders in respect

of the Settlement, the Whitewash Waiver and the Chen Family Special Deal. LSD has appointed Access

Capital as its independent financial adviser pursuant to Rules 14A.21 and 14A.22 of the Listing Rule and

pursuant to the relevant provisions of the Takeovers Code, for the purposes of advising the Independent

Board Committee and the Independent Shareholders in relation to the Settlement, the Whitewash Waiver

and the Chen Family Special Deal. A meeting of the Independent Board Committee has been held on 7th

September, 2004 to consider the principal factors and reasons considered and the advice given by Access

Capital which is set out in the section of this circular headed ‘‘Letter from Access Capital’’. Details of the

conclusions of the Independent Board Committee in respect of the Settlement, the Whitewash Waiver and

the Chen Family Special Deal are disclosed in this circular in the section headed ‘‘Letter from the

Independent Board Committee’’.
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EXTRAORDINARY GENERAL MEETING

A notice of the EGM to be held at The Harbour Room, 3/F., The Ritz-Carlton Hong Kong, 3

Connaught Road Central, Hong Kong on Wednesday, 13th October, 2004 at 4 : 00 p.m. is set out on pages

200 to 204 of this circular. An ordinary resolution will be proposed at the EGM to approve by poll the

Settlement, the Whitewash Waiver and the Chen Family Special Deal and the transactions contemplated

therein.

A form of proxy for use at the EGM is enclosed. Whether or not you are able to attend the EGM, you

are requested to complete the accompanying form of proxy in accordance with the instructions printed

thereon and return it to LSD’s registrars, Tengis Limited, at Ground Floor, Bank of East Asia Harbour View

Centre, 56 Gloucester Road, Wanchai, Hong Kong as soon as possible and in any event not less than 48

hours before the time appointed for holding the EGM. Completion and return of the form of proxy shall not

preclude you from attending and voting in person at the EGM should you so wish.

Shareholders should also note that the eSun SGM is proposed to be held the same day as the EGM to

approve the proposed arrangements to be entered into by the eSun Group pursuant to the Settlement

Agreement and that a circular containing details of the Settlement Agreement is proposed to be despatched

by eSun to its shareholders on or around the same date as this circular is despatched to the Shareholders.

It should be further noted that formal meetings of the Bondholders are proposed to be held on or

around the date of the EGM to approve the proposed arrangements to be entered into by the Bondholders

pursuant to the Bonds Settlement and that notices convening such meetings are to be despatched by LSD to

the Bondholders on or around the same date as this circular is despatched to the Shareholders. Approval by a

majority of three fourths of the votes cast by the Bondholders present at such formal meetings for the Bonds

Settlement shall be binding upon all Bondholders similar in effect as resolutions passed at extraordinary

general meetings of Shareholders.

Shareholders of LSD should note that the Bonds Settlement has yet to be formally approved by

the Bondholders, and may ultimately not materialise. Accordingly, the conditions to Completion may

not be fulfilled and the Settlement might not proceed as envisaged by LSD herein. Shareholders and

other investors of LSD are therefore advised to exercise caution when dealing in the Shares.

RECOMMENDATION

For the reasons set out in this letter, the Board is of the opinion that the Settlement is beneficial to the

LSD Group and the Shareholders as a whole.

As outlined above, LSG, members of the Lim Family, members of the Chen Family, the directors of

LSD and eSun who hold Shares, any other Shareholder who is interested or involved in the Settlement

(other than being merely a Shareholder) and any of their respective associates will abstain from voting at the

EGM with respect to the ordinary resolution relating to the Settlement, the Whitewash Waiver, the Chen

Family Special Deal and the transactions contemplated thereunder.

As at the Latest Practicable Date, each of the parties set out above who will abstain from voting at the

EGM, controls, or is entitled to exercise control over, the voting rights in respect of their respective Shares

in LSD. There are no voting trusts or other arrangements, agreements or understandings entered into by, or

binding upon, any such party, nor is any party under any obligation or entitlement whereby it has, or may

have, temporarily or permanently passed control over the exercise of the voting rights in respect of its

Shares in LSD to a third party.
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As at the Latest Practicable Date, the Board is unaware of any discrepancy between any such party’s

beneficial shareholding interest in LSD, as set out in this circular, and the number of Shares in LSD which

such party will control, or will be entitled to exercise control over the voting rights of such Shares, at the

EGM.

ADDITIONAL INFORMATION

Your attention is also drawn to the information set out in the Appendices in this circular.

Yours faithfully,

For and on behalf of the Board of

Lai Sun Development Company Limited

Lam Kin Ngok, Peter

Chairman and President
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Stock Code: 0488

Directors:

Lim Por Yen (Honorary Chairman)

Lam Kin Ngok, Peter (Chairman and President)

Lau Shu Yan, Julius

Wu Shiu Kee, Keith

Lam Kin Ming

U Po Chu

Chiu Wai

Shiu Kai Wah

David Tang*

Lam Bing Kwan*

* Independent Non-executive Directors

Registered Office:

11th Floor

Lai Sun Commercial Centre

680 Cheung Sha Wan Road

Kowloon

Hong Kong

15th September, 2004

To the Independent Shareholders

Dear Sir or Madam,

PROPOSED SETTLEMENT OF INDEBTEDNESS

OWED BY FURAMA HOTEL ENTERPRISES, AND GUARANTEED BY LSD,

TO GOLDEN POOL,

AN INDIRECT WHOLLY-OWNED SUBSIDIARY OF eSUN,

PROPOSED SETTLEMENT OF INDEBTEDNESS

OWED BY LSD TO BONDHOLDERS

CONSTITUTING

A MAJOR TRANSACTION AND

CONNECTED TRANSACTIONS,

INCREASE IN AUTHORISED SHARE CAPITAL, ISSUE OF NEW SHARES,

APPLICATION FOR WHITEWASH WAIVER BY eSUN

FROM OBLIGATIONS TO MAKE A GENERAL OFFER

FOR SHARES OF LSD AND APPLICATION FOR CONSENT

OF THE SFC FOR THE CHEN FAMILY SPECIAL DEAL

INTRODUCTION

We, being the independent non-executive directors of LSD comprising the Independent Board

Committee, are writing to you to set out our recommendation in respect of the terms of the Settlement, the

Whitewash Waiver and the Chen Family Special Deal and the transactions contemplated thereunder. The

Independent Board Committee has been appointed by the Board to advise you as Independent Shareholders
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whether in its view the terms of the Settlement, the Whitewash Waiver and the Chen Family Special Deal

and the transactions contemplated thereunder will be in the best interests of LSD and its Shareholders as a

whole and will be fair and reasonable. Access Capital has been appointed to advise the Independent Board

Committee in this regard.

The terms of the Settlement, the Whitewash Waiver and the Chen Family Special Deal and the

transactions contemplated thereunder are summarised in ‘‘Letter from the Board’’ set out on pages 5 to 37 of

this circular. In addition, the Independent Board Committee was advised by Access Capital in reviewing the

terms of the Settlement, the Whitewash Waiver and the Chen Family Special Deal and the transactions

contemplated thereunder. You are strongly urged to read Access Capital’s letter to the Independent Board

Committee and the Independent Shareholders, which is set out on pages 41 to 62 of this circular. As referred

to in ‘‘Letter from the Board’’, LSG, its subsidiaries and associates, members of the Lim Family, members

of the Chen Family, the directors of LSD and eSun who hold Shares, any other Shareholder who is

interested or involved in Settlement (other than being merely its Shareholders) and any of their respective

associates, as interested parties, will abstain from voting on the ordinary resolution to be proposed at the

EGM for approving the terms of the Settlement, the Whitewash Waiver, the Chen Family Special Deal and

the transactions contemplated thereunder.

None of the executive directors of LSD are considered sufficiently independent for the purposes of

considering and advising the Independent Shareholders in relation to the Settlement, the Whitewash Waiver

and the Chen Family Special Deal for the following reasons:

(i) Mr. Lim Por Yen, Mr. Peter Lam, Mr. Lam Kin Ming and Madam U Po Chu are also members of

the Lim Family;

(ii) Mr. Lau Shu Yan, Julius and Mr. Wu Shiu Kee, Keith have participated in the negotiations

involving the Settlement and are directors of subsidiaries of eSun;

(iii) Mr. Shiu Kai Wah is also a director of LSG; and

(iv) Mr. Chiu Wai is also a director of eSun.

RECOMMENDATION

Being members of the Independent Board Committee, we have discussed with the management of

LSD the reasons for the Settlement, the Whitewash Waiver and the Chen Family Special Deal. We have also

discussed with Access Capital the bases of its advice to us.

Taking into account the principal factors and reasons considered and the recommendation given by

Access Capital, the Independent Board Committee considers that the terms of the Settlement, the

Whitewash Waiver, the Chen Family Special Deal and the transactions contemplated thereunder will be in

the best interests of the Independent Shareholders as a whole and will be fair and reasonable insofar as the

Independent Shareholders as a whole are concerned.
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Accordingly, the Independent Board Committee recommends that you vote in favour of the ordinary

resolution set out in the notice convening the EGM, set out in pages 200 to 204 of this circular, for

approving the terms of the Settlement, the Whitewash Waiver, the Chen Family Special Deal and the

transactions contemplated thereunder and authorising the directors of LSD to enter into and implement the

terms of the Settlement, the Whitewash Waiver, the Chen Family Special Deal and the transactions

contemplated thereunder.

Yours faithfully,

For and on behalf of

the Independent Board Committee of

Lai Sun Development Company Limited

David Tang Lam Bing Kwan

Independent Non-executive Directors
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The following is the full text of the letter of advice to the Independent Board Committee and the

Independent Shareholders from Access Capital prepared for incorporation in this circular.

Suite 606

6th Floor

Bank of America Tower

12 Harcourt Road, Central

Hong Kong

15th September, 2004

To: The Independent Board Committee and

Independent Shareholders

Dear Sirs,

MAJOR TRANSACTION AND CONNECTED TRANSACTIONS
PROPOSED SETTLEMENT OF INDEBTEDNESS
OWED BY FURAMA HOTEL ENTERPRISES,

AND GUARANTEED BY LSD, TO GOLDEN POOL,
AN INDIRECT WHOLLY-OWNED SUBSIDIARY OF eSUN,

PROPOSED SETTLEMENT OF INDEBTEDNESS
OWED BY LSD TO BONDHOLDERS AND

APPLICATION FOR WHITEWASH WAIVER BY eSUN
FROM OBLIGATIONS TO MAKE A GENERAL OFFER

FOR SHARES OF LSD AND APPLICATION FOR CONSENT
OF THE SFC FOR THE CHEN FAMILY SPECIAL DEAL

1. INTRODUCTION

We refer to our appointment to advise the independent board committee and the independent

shareholders of Lai Sun Development Company Limited regarding the Settlement and Whitewash Waiver

and the special deal application (the ‘‘Chen Family Special Deal’’) (together the ‘‘Proposal’’), involving the

LSD Group.

Details of the Proposal, of which the Settlement Agreement and the Bonds Settlement form an integral

part, are contained in the ‘‘Letter from the Board’’ set out on pages 5 to 37 of the circular dated 15th

September, 2004 (the ‘‘Circular’’), of which this letter forms part. Terms used in this letter shall have the

same meaning as those defined in the Circular unless the context otherwise requires.

2. INDEPENDENT BOARD COMMITTEE

The Board currently consists of five executive Directors, namely Mr. Lim Por Yen, Mr. Lam Kin

Ngok, Peter, Mr. Lau Shu Yan, Julius, Mr. Wu Shiu Kee, Keith, Mr. Lam Kin Ming; three non-executive

Directors, namely Madam U Po Chu and Mr. Chiu Wai and Mr. Shiu Kai Wah; and two independent non-

executive Directors, namely Mr. David Tang and Mr. Lam Bing Kwan.
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All the above Directors, except for Mr. David Tang and Mr. Lam Bing Kwan, have a conflict of

interest with the Proposal (i.e. they are either a director of eSun and/or its subsidiaries, or a director of LSG,

or members of the Lim Family) and are therefore not eligible to serve as members of the Independent Board

Committee. Therefore, an Independent Board Committee, comprising Mr. David Tang and Mr. Lam Bing

Kwan, has been established to consider the Proposal and to advise the Independent Shareholders thereon.

We have been appointed by the Independent Board Committee to advise them as to whether the terms of the

Proposal are fair and reasonable in so far as the Independent Shareholders are concerned, and to give our

opinion in relation to the Proposal for their consideration in making the recommendation to the Independent

Shareholders.

3. BASES AND ASSUMPTIONS OF THE ADVICE

In formulating our advice, we have relied on, to a considerable extent, the statements, information,

assumptions, expectations, estimates, opinion and representations contained in the Circular, and the

information and representations provided to us by LSD and/or the directors of LSD (‘‘LSD Directors’’) and/

or the senior management of LSD. We believe that all such statements, information, assumptions,

expectations, estimates, opinions and representations contained or referred to in the Circular or otherwise

provided by LSD and/or the LSD Directors and/or the senior management of LSD and for which it is/they

are solely responsible were true and correct and valid as at the date of the Circular. We also believe that all

the assumptions and opinions made or provided by the LSD Directors and/or the senior management of LSD

contained in the Circular have been reasonably made after due and careful enquiry. Finally, we have also

sought and obtained confirmation from LSD that no material facts have been omitted from the information

provided and referred to in the Circular.

Please also note that in formulating our advice, we have tried to address the LSD Group’s current

situation as a whole, rather than express our opinion on each of the material factors set out in this letter,

including the views of the LSD Directors, on a point by point basis. In this regard, we have weighed and

considered all of the factors set out in this letter, as well as the views of the LSD Directors together, before

arriving at our final conclusion.

Finally, we consider that we have reviewed sufficient information to enable us to reach an informed

view regarding the terms of the Proposal, as well as to provide us with a reasonable basis for our

recommendation. We have no reason to doubt the truth, accuracy and completeness of the information

provided or to suspect that any material facts have been omitted or withheld, nor are we aware of any facts

or circumstances, which would render the information and the representations made to us untrue, inaccurate

or misleading. We have not, however, carried out any independent verification of the information provided

to us by LSD, nor have we conducted any independent in-depth investigation into the business affairs of the

LSD Group.
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4. PRINCIPAL FACTORS AND REASONS CONSIDERED

In formulating our recommendation, we have taken into consideration the following principal factors

and reasons:

4.1 Background of the financial restructuring of the indebtedness of the LSD Group and the

current position of the LSD Group

4.1.1 Background of the defaults of financial indebtedness

Like many property groups in Hong Kong, the LSD Group’s businesses and asset values

were significantly impacted by the market turmoil and volatility which ensued during the years

following the outbreak of the financial crisis in Asia in late 1997. Consequently, the LSD Group

was unable to meet its debt repayment obligations to the eSun Group and the Bondholders as

they fell due.

The LSD Group commenced discussions with its financial creditors (including the eSun

Group and the Bondholders) as early as 2000 and secured approvals from the eSun Group and

the Bondholders (with partial repayments made) and the LSD Group’s principal lending banks to

reschedule repayments to 31st December, 2002.

Since then, the continued downturn of property prices in Hong Kong has further eroded

LSD’s net asset backing, as well as its ability to implement its asset disposal programme to

generate cashflow for the LSD Group’s working capital and to reduce its overall indebtedness.

Consequently, the LSD Group defaulted in the settlement of both the eSun Debt and the Bonds,

on 31st December, 2002 and 31st March, 2003 respectively. These defaults, in turn, triggered

cross defaults under all of the LSD Group’s other borrowing facilities. Accordingly, all banks

and other borrowings have been classified under current liabilities in the LSD Group’s

consolidated balance sheet as at 31st July, 2003.

Throughout 2003 and 2004, the LSD Group continued to engage in ongoing discussions

with all of its financial creditors (including the Bondholders and the eSun Group) on a

consensual restructuring plan. These creditors have refrained from taking enforcement action

against LSD, which has enabled LSD to operate on the basis of an informal standstill

arrangement (‘‘Informal Standstill’’) since 31st March, 2004.

On 28th June, 2004, LSD entered into the Settlement Agreement with, inter alia, eSun

concerning the settlement of the eSun Debt. LSD also reached an agreement in principle with the

Informal Committee concerning the restructuring of indebtedness owed by LSD to the

Bondholders.

4.1.2 Asset disposals by the LSD Group

As part of the ongoing restructuring effort, the LSD Group has been actively seeking both

(i) to renegotiate its financing arrangements with its financial creditors through a combination of

cash repayments, refinancing and the pledging of the residual value of certain assets of the LSD

Group, and (ii) to raise funds through an orderly disposal programme of the LSD Group’s assets

to reduce the LSD Group’s overall gearing. The completed disposals include the sale of the LSD

Group’s interest in its Hong Kong properties, namely Causeway Bay Plaza I, Crocodile House I
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and II, Lai Sun Yuen Long Centre, part of the LSD Group’s interest in the AIG Tower

development, the LSD Group’s interest in Majestic Hotel and Majestic Centre as well as the LSD

Group’s interest in Lai Fung Holdings Limited and Asia Television Limited.

4.1.3 Current net deficiency position and liquidity position of the LSD Group

As stated in the LSD Group’s audited report for the year ended 31st July, 2003 and the

unaudited interim report for the six months ended 31st January, 2004, the consolidated

deficiency in assets (‘‘Net Deficiency’’) of LSD as at these dates was approximately HK$374

million (audited — see page 72 of the Circular) and HK$480 million (unaudited — see page 119

of the Circular) respectively.

The aforesaid positions are based on the assumption that the LSD Group’s business is

operating as a going concern. Ernst & Young have, in LSD’s annual report for the year ended

31st July, 2003, expressly disclaimed any opinion as to the validity of this going concern

assumption. This qualified opinion from Ernst & Young is set out in Appendix I to the Circular.

The implications for the LSD Group’s business not operating as a going concern are set out in

paragraph 4.3.1 below.

Based on the above, and in the absence of any restructuring arrangements which can

eliminate the asset deficiency position of LSD, the LSD Directors consider that there is little or

no prospect that Shareholders can recover any value from their shareholding in LSD. We concur

with the LSD Directors on this view.

4.1.4 Ongoing discussions with the other financial creditors of the LSD Group

The LSD Directors hold the view, and as above we also concur with this view, that the

implementation of the Settlement Agreement and the Bonds Settlement with eSun and the

Bondholders respectively would facilitate more advanced discussions with the other secured and

unsecured financial creditors (principally the LSD Group’s lending banks), with the view of

securing refinancing for these facilities in due course. As at the date of the statement of

indebtedness of 31st July, 2004 (the latest practicable date prior to the printing of the Circular),

the aggregate amount due under the eSun Debt and the Bondholders was approximately

HK$3,641.0 million (excluding accrued interest — see pages 8 and 16 of the Circular), out of the

total indebtedness of HK$5,965 million (excluding accrued interest — see page 129 of the

Circular) as at the same date.

As disclosed in the LSD Group’s unaudited interim report for the six months ended 31st

January, 2004, the LSD Group has cash and cash equivalents amounting to approximately

HK$422.8 million (see page 119 of the Circular). Further details of the indebtedness of the LSD

Group and the securities pledged under the LSD Group’s facilities are set out under the section

headed ‘‘3. Indebtedness’’ in Appendix I to the Circular.
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4.2 Rationale and analysis of the terms under the Settlement

4.2.1 Comparison of LSD’s indebtedness and securities on the indebtedness to eSun and the

Bondholders and the respective proposed settlement terms

The following table sets out a summary of the principal terms under the Settlement

Agreement with Golden Pool and the Bondholders. Full details of the terms are set out in the

‘‘Letter from the Board’’ as set out in the Circular.

Table 1 — Summary of terms

Current position:

eSun Debt Bonds

Outstanding amounts (based

on outstanding amounts

of principal and

redemption premium as

at 31st July, 2004)

Approximately HK$1,500.0

million (see page 8 of the

Circular)

Approximately HK$2,141.0

million excluding accrued

interest (see page 16 of

the Circular)

Terms of the Settlement Agreement:

For eSun Debt (see page 8

of the Circular)

For the Bonds (see pages 16

and 17 of the Circular)

A. Cash HK$20 million Approximately HK$300

million

B. eSun Loan HK$225 million (Note 1

and Note 2)

NA

C. Residual Indebtedness NA Approximately HK$266

million (Note 2 and

Note 3)

D. Contingent

Indebtedness

NA Approximately HK$70

million (Note 2, Note 3

and Note 6)

E. New Shares 5,200 million Shares

(Note 4)

Approximately 3,800

million Shares

F Option on First

Tranche Shares

(secured by cash)

NA Approximately 1,000

million Shares at

HK$0.07 per Share

(Note 5)

G. Option on Second

Tranche Shares

NA Approximately 2,800

million Shares at

HK$0.03 per Share

(Note 6)

H. Security interests

(Note 6)

Ritz-Carlton Security and

guaranteed by LSD

Bond Security (including

sharing of Ritz-Carlton

Security) and guaranteed

by LSD
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Notes:

1. Repayable in 5 years after Completion and interest bearing at 4.5% p.a.

2. Both the eSun Group and the Bondholders currently share the second charge over LSD’s 65% indirect

shareholding interest in Diamond String (as part of the Ritz-Carlton Security) on a pari passu basis. Under

the arrangements under the Ritz-Carlton Security and after taking account of the cash settlement of HK$20

million (to eSun) and HK$300 million (to the Bondholders), a second charge over LSD’s indirect 65%

shareholding interest in Diamond String and a first charge over LSD’s indirect 100% shareholding interest

in Surearn and an assignment by way of security over all shareholder’s loans owed by Surearn to the LSD

Group will be afforded to the eSun Group and shared with the Bondholders on a pari passu basis (but in the

case of the Bondholders, up to a maximum potential recovery of HK$120 million in aggregate).

3. Repayable on or before 31st December, 2005 and non-interest bearing.

4. Subject to lock up to 31st January, 2006.

5. Bondholders hold non-assignable option to put to Mr. Peter Lam during the period commencing 2 months

after Completion and ending 3 months after Completion.

6. LSD will have no liability if Bondholder in question (i) sells or transfer the relevant Second Tranche

Shares on or before 31st December, 2005; or (ii) successfully puts and completes transfer of its Second

Tranche Shares to Mr. Peter Lam; or (iii) elects to retain of its Second Tranche Shares as at 1st December,

2005).

Based on the pre-Announcement closing share price of LSD of HK$0.132 per Share as at

25th June, 2004 and the cash value under the Options, and assuming full repayment of principal

of the eSun Loan and the Residual Indebtedness, the following sets out the recovery positions of

the eSun Group and the Bondholders respectively under the Settlement Agreement and the

Bonds Settlement.

Table 2 — Recovery analysis

Recovery for the eSun Debt

Scenario I. Cash + principal amounts of the eSun Loan +
new Shares at pre-Announcement price of
HK$0.132 per Share.

HK$931.4 million

Recovery ratio (based on outstanding principal
of HK$1,500 million)

62.1%

Scenario II. Cash + principal amounts of the eSun Loan +
new Shares at an unaudited proforma
consolidated net asset value per Share of
HK$0.18 per Share (based on the enlarged
number of Shares of 12,746,042,320 as set
out in Appendix II to the Circular).

HK$1,181 million

Recovery ratio (based on outstanding principal
of HK$1,500 million)

78.7%

Note: In the event as set out on page 12 of the Circular, the accrued interest for the eSun Debt from 1st January,

2003 to 31st August, 2004, being the latest practicable date for the calculation of the accrued interest

purpose (at a rate of 5% p.a.), will amount to approximately HK$125 million. By including the aforesaid

accrued interest to the outstanding principal (i.e. a total of HK$1,625 million), the recovery ratio for each

of the above scenarios will be 57.3% and 72.7% respectively.
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Recovery for the Bonds

Scenario I. Assume the Bondholders do not exercise the Options

and they can realise the 3,800 million Shares at a

price equivalent to the pre-Announcement price of

HK$0.132 per Share

Cash + the Residual Indebtedness + new Shares at

pre-Announcement price of HK$0.132 per Share.

HK$1,067.6 million

Recovery ratio (based on outstanding principal and

redemption premium of HK$2,141 million)

49.9%

Scenario II. Assume the Bondholders do not exercise the Options

and they can realise the 3,800 million Shares at a

price equivalent to the pro forma consolidated net

asset value per Share of HK$0.18 per Share

Cash + the Residual Indebtedness + new Shares at an

unaudited proforma consolidated net asset value

per Share of HK$0.18 per Share (based on the

enlarged number of Shares of 12,746,042,320 as set

out in Appendix II to the Circular).

HK$1,250.0 million

Recovery ratio (based on outstanding principal and

redemption premium of HK$2,141 million)

58.4%

Scenario III. Assume the Bondholders exercise the Options and

they can realise 1,000 million Shares at the price of

HK$0.07 per Share and 2,800 million Shares at the

price of HK$0.03 per Share

Cash + the Residual Indebtedness + exercise of the

option on the First Tranche Shares and the Second

Tranche Shares.

HK$720 million

Recovery ratio (based on outstanding principal and

redemption premium of HK$2,141 million)

33.6%

Notes:

1. The recovery ratios under Scenarios I, II, and III do not take into account the amount payable under the

Contingent Indebtedness. In the event that the Bondholders realise the Shares issued under the Bond Settlement at

a price higher than the relevant value attributable to the Shares under each of the abovementioned scenarios, the

result would be a higher recovery ratio accordingly.

2. Accrued interest for the Bonds from 1st January, 2003 to 31st July, 2004 amount to approximately HK$138

million (see page 16 of the Circular). By including the aforesaid accrued interest to the outstanding principal and

redemption premium (i.e. a total of HK$2,279 million), the recovery ratio for each of the above scenarios will be

46.8%, 54.8% and 31.6% respectively.
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The Contingent Indebtedness would only come into effect if the Bondholders chose to

exercise their put option on the Second Tranche Shares (i.e. at HK$0.03 per Share as mentioned

in note 6 above), while at the same time Mr. Peter Lam were to fail to honour his requisite

obligation. Under such a scenario, in addition to having a claim to HK$70 million from LSD, the

Bondholders would also retain their Shares for subsequent disposal at their discretion. As such, it

would be impossible to determine the recovery amount resulting from the Shares, as the

Bondholders could potentially sell any portion of their Shares at any price, even potentially

below the put option price of HK$0.03 depending on the then prevailing market conditions.

Since it is premature to assume that Mr. Peter Lam will fail to honour his obligation to the

Bondholders, and since there are so many hypothetical variables to take into consideration vis-a-

vis the put option and the requisite share price, we find it inappropriate and confusing to the

Shareholders for the purposes of this letter to try to quantify the hypothetical magnitude of the

recovery ratio for the Bonds in the event that Mr. Peter Lam were to fail to honour his obligation

to the Bondholders, and thus subsequently force LSD to settle the Contingent Indebtedness.

After taking into consideration the limited resources available to the LSD Group, and in

order to facilitate the in-principle approval of the Bonds Settlement by the Informal Committee,

the Board believes that the current terms of the Settlement Agreement will allow eSun to recover

as much of the outstanding indebtedness as is feasible in the context of the overall restructuring

exercise as shown in Table 2 above. We concur with this view, and we believe that the

Shareholders will need to consider whether they wish to vote in favor of the Settlement

Agreement, which will result in a dilution in shareholdings (as shown in the table entitled

‘‘Dilution effect’’ in section 4.3.2 of this letter, as well as in the ‘‘Letter from the Board’’

contained in the Circular) but which will also result in a positive pro forma NAV of

approximately HK$2,273.1 million for the LSD Group (as stated in Appendix II to the Circular);

or conversely, accept the prospect of the liquidation of LSD, thus resulting in a situation where,

due to the LSD’s current net deficiency position, Shareholders will unlikely recover any residual

value for their shareholdings nor capture any of LSD’s potential future value going forward.

After considering the factors set out in this letter (i.e. in sections 4.1.1, 4.1.3, 4.1.4, and

4.2.1 above) and the extraordinary and dire circumstances that these factors together combine to

represent for the LSD Group as stated above, we concur with the view of the Board that the

terms of the Settlement are fair and reasonable and that they represent the only real and

immediate prospect for achieving a viable and sustainable future for the LSD Group.

4.2.2 Underlying rationale and analysis of the respective terms of the Settlement

Overall consideration

As stated in the ‘‘Letter from the Board’’ contained in the Circular, the extent to

which eSun can recover the indebtedness owed by the LSD Group is dependent upon the

wider restructuring that the LSD Group is able to achieve with its other creditors including

the Bondholders. This is due to the fact that completion of the Bonds Settlement is a

condition precedent to the completion of the Settlement Agreement and vice versa.

In arriving at the arrangements under the Settlement Agreement and the Bonds

Settlement, the Board confirms that they have sought to strike a balance between the

interests of the Bondholders and eSun and the limited amount of cash and available

collateral at LSD’s disposal.
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The Bonds Settlement

It is clear from the above comparison of terms that the Bondholders would receive a

settlement, which would provide them with a high element of up-front cash and the ability

to monetise the non-cash elements into cash within a defined timeframe.

Up-front cash — Under the terms of the Bonds Settlement, the Bondholders will

receive a larger proportion of up-front cash (HK$300 million) than in the case of the cash

offered under the Settlement Agreement (HK$20 million). In addition, the maturity of the

Residual Indebtedness in December 2005 (and if applicable, the Contingent Indebtedness

in December 2005) is considerably shorter than the maturity date of the eSun Loan, which

is due in five years from Completion.

Shorter maturities of indebtednesses — Based on the terms of the Bond Settlement

in respect of the Three Planned Sale Interests, which form part of the Bonds Security and

which are available only to the Bondholders, the provisions provide considerable incentive

for LSD to settle the Residual Indebtedness by the end of 2005 and achieve the sales of the

underlying assets of the Three Planned Sale Interests (by the end of 2006). Failing which,

the Bondholders would have the right to take possession of the Three Planned Sale

Interests and LSD will not be entitled to its share of any excess of any final net sale

proceeds of such assets over its liabilities under the Residual Indebtedness.

New Shares and the Options — The Options to be granted by Mr. Peter Lam in

favour of the Bondholders relating to the First Tranche Shares and the Second Tranche

Shares, albeit at exercise values considerably lower than the price per Share at pre-

Announcement, provide some comfort to the Bondholders on the value of the Shares

receivable under the Bonds Settlement. Shareholders should note that the Options are

provided by Mr. Peter Lam, in his personal capacity. We have been advised by LSD that

Mr. Peter Lam will not be receiving any fees from the LSD Group in relation to the grant

of the Options. Shareholders should also note that completion of the full exercise of the

Options by the Bondholders on the Second Tranche Shares will reduce/eliminate the

amount payable by LSD under the Contingent Indebtedness.

The Settlement Agreement with eSun

As mentioned above, the restructuring of the indebtedness owed to Golden Pool is

dependent upon the wider restructuring that the LSD Group is able to achieve with its other

creditors including the Bondholders. The Informal Committee was informed of the terms

of the Settlement Agreement with eSun and vice versa.

We have discussed the terms of the Settlement Agreement with the Board and have

set out below our analysis of the terms of the Settlement Agreement:

Up-front cash — Golden Pool will receive cash of HK$20 million under the

Settlement Agreement, which is less than the HK$300 million cash payment under the

Bonds Settlement. Taking into account LSD’s unpledged cash and cash equivalents of

approximately HK$422.8 million as at 31st January, 2004, the Board considers that the

total cash payment payable to Golden Pool and the Bondholders to be appropriate and

prudent, as it allows for the retention of a sufficient cash amount needed for the normal

operations of the LSD Group.
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eSun Loan — The eSun Loan will be guaranteed by LSD and will carry a

commercial rate of interest of 4.5% per annum (payable semi-annually) with a maturity of

5 years from Completion. This represents a spread of approximately 111 basis points over

the prevailing 5-year US government treasury-bond interest rate of 3.39% per annum,

which LSD and eSun have used as a basis for comparison, given the lack of readily

available comparisons in the market.

We have, however, separately identified in the market only 3 Hong Kong listed

companies or their subsidiaries (excluding financial institutions, which are not relevant for

this comparison), which have within the past 4 years successfully obtained unsecured

banking facilities in the HK$200 million to HK$300 million range with maturities similar

(3 to 4 year maturities) to the eSun Loan. All 3 facilities were issued with a spread over

HIBOR. The table below summarises the sample group:

Table 3 — Summary of unsecured banking facilities precedents

Company name

Effective

date

Maturity

date

Loan

type Amount

All-in-cost

spread

Mkt. cap. at

Latest

Practicable

Date

(HK$ million) (HK$ million)

Hang Fung

Jewellery Co.

Ltd

30th June,

2004

30th June,

2007

Term 300 HIBOR*+150BP 801.9**

Ngai Lik Capital

Ltd.

22nd May,

2002

22nd May,

2006

Term 210 HIBOR*+100BP 2,180.8***

Samson Paper

Co. Ltd.

23rd April,

2003

23rd April,

2006

Term 260 HIBOR*+100BP 296.2

* HIBOR as at the Latest Practicable Date is approximately 1.8% p.a.

** Market capitalisation of parent company Hang Fung Gold Technology Limited.

*** Market capitalisation of parent company, Ngai Lik Industrial Holding Limited.

Source: Bloomberg as at the Latest Practicable Date

In comparison with the above 3 examples issued with spreads of 100-150 basis points

over HIBOR, the eSun Loan will be issued with a spread of around 270 basis points over

HIBOR. However, it is important to note that the above 3 loan facilities were granted to

companies with strong financial standing, whereas LSD’s situation differs vastly,

especially with respect to its current financial position. In this regard, in the absence of

other benchmarks aside from the above examples, and after taking into account the overall

purpose for which the eSun Loan is being issued (i.e. with respect to LSD’s overall

restructuring objectives), we find the eSun Loan, even with a spread of approximately 270

basis points over the prevailing HIBOR of approximately 1.8% per annum to be justifiable.

The eSun Loan will be secured by the Ritz-Carlton Security in which Golden Pool

will share with the Bondholders on a pari passu basis (but in the case of the Bondholders,

up to a maximum potential recovery of HK$120 million). The Ritz-Carlton Security will

include (i) a first charge over LSD’s indirect 100% shareholding interest in Surearn (which

owns 65% of Diamond String, which in turn wholly owns the beneficial interest in the

Ritz-Carlton Hotel, Hong Kong), and the assignment by security of the shortfall loan due

from Surearn to the LSD Group, and (ii) a second charge over LSD’s 65% indirect

shareholding interest in Diamond String.
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Based on the unaudited consolidated net assets of both Surearn and Diamond String

as at 31st January, 2004 attributable to the LSD’s consolidated accounts of approximately

HK$457 million (see page 12 of the Circular), the Ritz-Carlton Security represents

approximately 132% coverage on the principal amount of the eSun Loan and the

abovementioned maximum recovery of HK$120 million offered to the Bondholders (see

page 12 of the Circular). Shareholders should also note that both eSun and the Bondholders

have already been granted a second charge over LSD’s 65% indirect shareholding interest

in Diamond String in January 2001, in connection with their respective indebtedness due

from the LSD Group.

The Settlement Shares — eSun will be issued a total of 5,200,000,000 Settlement

Shares representing approximately 40.8% of the enlarged share capital of LSD. These

Shares will be subject to a lock-up arrangement until the earlier of (i) the completion of the

exercise of the Option on the Second Tranche Shares and (ii) 31st January, 2006. The

Company confirms that the magnitude of the eSun Settlement Shares reflects partly the

current limitations faced by LSD in providing any further cash and available security. The

Board believes that by becoming the single largest shareholder in LSD, eSun will be able

to participate in any upside of the LSD Group, and that after restructuring its debts the LSD

Group will become a viable group of companies going forward.

The 5,200,000,000 Settlement Shares will be issued at par or an issue price of

HK$0.50 per Share. Since mid-March 2000, LSD’s Shares have been trading below par, as

shown in the chart below. The issue price represents a premium of 270.4% to the twelve-

month average closing price of HK$0.135 per Share, a premium of 257.1% to the six-

month average closing price of HK$0.140 per Share, and a premium of 278.8% to the

closing price of HK$0.132 per Share as at the Latest Practicable Date. Shares will not and

cannot normally be issued below par, as stated in LSD’s articles of association unless, as

per LSD’s articles of association, the Board, in its absolute discretion thinks fit to do so,

but only if in accordance with the provisions set out in Section 50 of the Companies

Ordinance. In essence, the value of the Settlement Shares should be more meaningfully

measured against the share price and the unaudited pro forma net asset value per Share as

set out in Table 2 under section 4.2.1 of this letter.

Given (i) the limited cash resources of LSD as mentioned above, (ii) the delicate

balance that needs to be struck between eSun and the Bondholders in respect of the

arrangements under the Settlement Agreement and the Bonds Settlement, and (iii) the

constraint on LSD by its articles of association to issue shares at a price equivalent to or

above par value, we believe that the issue of the Settlement Shares (i.e. 5,200 million

Shares) is justifiable so far as the Independent Shareholders are concerned.

As a result of the elimination of certain indebtedness owed to eSun and the

Bondholders under the Settlement and the Bonds Settlement by way of the issue of the

Settlement Shares at par, LSD will record a settlement premium as shown in Note 6 of

section A (ii) of Appendix II to the Circular. Shareholders’ attention is drawn to our

justifications for the Settlement Premium set out in sub-section headed ‘‘Accounting

treatment of the settlement premium’’ to section 4.3.2 below.
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LSD share price performance

HK$0.50 (Settlement Share Issue Price)

0

0.10

0.20

0.30

0.40

0.50

0.60

0.70

0.80

0.90

0.10

(HK$)

8/
9/

20
04

1/
3/

20
00

2/
2/

20
00

3/
7/

20
00

4/
7/

20
00

5/
15

/2
00

0
6/

15
/2

00
0

7/
17

/2
00

0
8/

16
/2

00
0

9/
18

/2
00

0
10

/2
0/

20
00

11
/2

1/
20

00
12

/2
1/

20
00

8/
26

/2
00

2
9/

25
/2

00
2

10
/2

9/
20

02
11

/2
8/

20
02

1/
2/

20
03

2/
5/

20
03

3/
7/

20
03

4/
8/

20
03

5/
14

/2
00

3
6/

16
/2

00
3

7/
17

/2
00

3
8/

18
/2

00
3

9/
18

/2
00

3
10

/2
1/

20
03

11
/2

0/
20

03
12

/2
2/

20
03

1/
28

/2
00

4
2/

27
/2

00
4

3/
30

/2
00

4
5/

4/
20

04
6/

4/
20

04
7/

8/
20

04

Source: Bloomberg

Terms of debt/equity conversions of recent restructuring precedents

The following table is a summary of debt to equity conversion terms used in recently
published restructurings of Hong Kong listed companies between 2002 and 2004. All of
the below restructuring precedents except for the Paliburg case involved issuing new
shares to creditors or investors.

Table 4 — Summary of restructuring precedents

Announcement
date Company name

Amount of
debts

involved

Premium/
(discount) of
issue price of

shares to
pre-

transaction
closing share

price

Premium/
(discount) of
issue price of

shares to
pre-

transaction
NAV per

share

Latest
published net

asset value
(‘‘NAV’’)
prior to

restructuring

Pro forma
adjusted

NAV after
restructuring

Dilution in
shareholding

of existing
shareholders Issue price

(HK$’
million)

(HK$’ million) (HK$’
million)

(HK$)

31st January,
2002

Swank Manuf. Co.,
Ltd. (‘‘Swank’’)

550.0
(Note 1)

(93.80%) N.A.
(Note 2)

(401.3) (94.1) -67.04% 0.00623

28th August,
2002

Paliburg Holdings
Ltd. (‘‘Paliburg’’)

3,751.0 185.7% (78.6%) 2,133.7 2,783.6 -59.8% 0.24

18th June, 2003 Seapower Resources
Intl. Ltd.
(‘‘Seapower’’)

1,589.0 (63.00%) N.A.
(Note 3)

(1,304.1) 17.6
(Note 4)

-67.69%
(Note 5)

0.01

16th October,
2003

Oriental Metals
(Holdings)
Company Limited
(‘‘OMHCL’’)

417.8 (64.80%) N.A.
(Note 6)

(323) 135 -78.3% 0.88

18th December,
2003

iChina Holdings
Limited
(‘‘iChina’’)

569.0 N.A.
(Note 7)

N.A.
(Note 7)

(681.0)
(Note 8)

46.0 -92.95% 0.01

18th February,
2004

Hong Kong
Construction
(Holding) Limited
(‘‘HKC’’)

1,640.5 27.87% 30% 365.3 1,792.6 -98.0%
(Note 9)

0.78
(Note 10)

2nd July, 2004 LSD 3,641.0* 278.8% N.A.
(Note 11)

(479.8) 2,273.1 -70.61% 0.50

Source: Respective company circulars

* Per the LSD’s Statement of indebtedness of 31st July, 2004

** None of the abovementioned restructuring precedents has a settlement premium same as that in the case of LSD.
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Notes:

1. This figure comprises around HK$250 million in bank debt and HK$300 million in convertible

bonds.

2. Swank recorded a net liability as at 31st December, 2001. The debt restructuring exercise enabled

an improvement of around HK$300 million in the net liabilities of Swank, which amounted to

around HK$94.10 million or HK$0.04 per share.

3. Seapower recorded a net liability as at 31st March, 2003. The debt restructuring exercise enabled an

improvement of around HK$1,321.6 million to the net liabilities of Seapower, which amounted to

around HK$1,304 million or HK$0.8429 per share.

4. Before exercise of the call warrants associated with the Seapower restructuring.

5. This figure represents dilution before exercise of the warrants. If the warrants are exercised in full,

the dilution in shareholding of existing shareholders will be approximately 73.08%.

6. OMHCL recorded a consolidated net deficit as at 30th June, 2003 (the latest published book value

of the assets and liabilities of OMHCL available at that time) of approximately HK$0.245 per share.

The subscription price per share of OMHCL of HK$0.088 under their debt restructuring exercise

represented an excess of HK$0.333 per share over the net deficit.

7. As at 30th September, 2003 iChina Group had an unaudited net liability of HK$1.37 per share.

8. Pertains to the net tangible asset of the iChina Group as at 31st March, 2003 of HK$681 million or

HK$1.34 per share. As at 30th September, 2003, the iChina Group’s unaudited net liabilities was at

approximately HK$697.2 million or HK$1.37 per share.

9. This figure represents dilution after exercise of the call option (‘‘Call Option’’) by the new

controlling shareholders (‘‘New Investor’’). Should the New Investor choose not to exercise the Call

Option in full, the dilution in shareholding of existing shareholders will be approximately 68.91%.

10. The subscription shares and bonus shares issued in this transaction were issued and credited as fully

paid at HK$1.00 per share, but on the basis that an amount of HK$1,340.5 million of HKC’s

indebtedness was waived by the incoming investor, and since approximately 1,341 million

subscription shares were issued with the Call Option given to the New Investor to subscribe for up

to approximately 380 million bonus shares, the effective subscription price for this restructuring

was approximately HK$0.78 per share.

11. LSD recorded a Net Deficiency as at 31st January, 2004 of approximately HK$480 million.

12. All of the above precedents, except for Paliburg, involved the application for a whitewash waiver.

It should be noted that the different circumstances and backgrounds of the recent

restructuring precedents above would have, in their own way, shaped the terms of the

restructurings and their respective outcomes. These precedent cases (apart from Paliburg

with no whitewash waiver application) have all involved (as in the case of LSD) the

issuance of new shares with a whitewash waiver application, and consequently, resulted in

a substantial dilution to the shareholdings of their respective existing shareholders. In all

these cases (except for HKC and LSD), the respective issue prices of the share issuances

(as shown in Table 4 of this letter) were set at discounts to their corresponding pre-

transaction closing prices. In the cases of HKC and LSD, the relevant issue prices were

equivalent to par value (i.e. HK$1.00 for HKC and HK$0.50 for LSD). These represent

premiums to their respective pre-transaction closing share prices, as well as to their

respective NAVs per share. As shown in Note 6 of section A (ii) of Appendix II to the
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Circular, a settlement premium will arise as a result of the elimination of certain

indebtedness owed to eSun and the Bondholders, under the Settlement and the Bonds

Settlement, by way of the issue of the Settlement Shares at par. Shareholders’ attention is

drawn to our justifications for the settlement premium set out in sub-section headed

‘‘Accounting treatment of the settlement premium’’ to section 4.3.2 below.

4.3 Intended resultant effects of the Proposal

4.3.1 Importance of financial stability for the LSD Group

Audit qualifications

Independent Shareholders’ attention is drawn to the audit qualifications in respect of

the consolidated financial statements of LSD for the year ended 31st July, 2003. The

auditors of LSD have expressed concern about the fundamental uncertainties relating to

and therefore also the appropriateness of the going concern basis with respect to the

preparation of the LSD financial statements. The circumstances giving rise to these

fundamental uncertainties are, inter alia, as follows:

— the LSD Group’s success in securing the agreement of its financial creditors

(including the Bondholders, eSun and its other financial creditors) to a

comprehensive restructuring of the LSD Group’s indebtedness (including the

continuance of the Informal Standstill);

— the LSD Group’s success in carrying out an orderly disposal of certain LSD

Group assets; and

— the LSD Group’s success in obtaining financing or refinancing arrangements to

generate additional cash flows for the LSD Group’s ongoing operations.

Note 2 of the LSD’s financial statements as set out in LSD’s annual report dated 31st

July, 2003 also states that if the going concern basis were not to be appropriate,

adjustments would have to be made to restate the values of the assets to their recoverable

amounts, and to provide for any further liabilities which might arise and to reclassify non-

current assets and liabilities, respectively. In other words, LSD’s assets may not be

sufficient to cover its liabilities, in which case LSD would be insolvent. If LSD were

therefore to fall into liquidation, Shareholders would unlikely be able to recover any

residual value from their shareholdings.

In part due to the audit qualifications on eSun concerning the recoverability of the

amount due to eSun by the LSD Group and because of the significance of the fundamental

uncertainties relating to the going concern basis as outlined above (i.e. the risk of

insolvency), the auditors of LSD were not able to form an unqualified opinion on the

financial statements of LSD.

Possible consequences of failure to restructure the indebtedness to the Bondholders and

eSun

The Board considers LSD’s continued operation under the uncertainty of an Informal

Standstill arrangement with creditors (as described in section 4.1.1 of this letter) is not a

viable proposition going forward. This is due to the fact that any creditor could, if they
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wish to do so, terminate the Informal Standstill and exercise their rights on the respective

debt in default, although no creditor has taken any enforcement action thus far. The Board

further recognizes that the financial stability of the LSD Group is the key factor in

supporting the validity of the going concern basis in relation to the carrying value of the

underlying assets of the LSD Group. In the event that the indebtedness to the Bondholders

(and the other financial creditors) cannot be successfully restructured, and that the relevant

creditors were to resort to enforcing their rights, which would result in the forced sale of

the underlying assets of the LSD Group, it is possible that the achievable recoverable value

from the disposal of such assets would be substantially lower than the carrying value in

their respective audited financial statements (as is the case when using the going concern

basis). We concur with the above observations and views of the LSD Directors.

The Board considers that the Settlement forms an integral part of the overall debt

restructuring plan of the LSD Group. The implementation of the Settlement would mitigate

the risk of possible liquidation as a result of the default of the indebtedness to the

Bondholders and eSun. Although the implementation of the Settlement does not itself

guarantee the outcome of the ongoing discussions with the LSD Group’s other financial

creditors, it will certainly be a positive move that would assist in the fulfillment of that

objective, because of the expected resultant improvement in the LSD Group’s financial

position. Again, after weighing all factors considered in this letter, we concur with the

above views of the LSD Directors and agree that the implementation of the Settlement

would improve the LSD Group’s financial position.

4.3.2 Possible financial effects on the LSD Group upon completion of the Settlement

Agreement and the Bonds Settlement

Net Deficiency and net assets backing

LSD recorded a consolidated Net Deficiency of approximately HK$480 million as at

31st January, 2004, or a deficiency of HK$0.128 per Share. As stated under the section

headed ‘‘Pro forma consolidated net assets of LSD upon Completion’’ in Appendix II to the

Circular, assuming the implementation of the Settlement, the LSD Group would return to a

positive net worth position with a pro forma unaudited adjusted consolidated net asset

value of approximately HK$2,273.1 million (equivalent to approximately HK$0.18 per

Share on the basis of 12,746,042,320 Shares in issue as enlarged by the Shares issue under

the Settlement — see page 133 of the Circular).

Working capital

As stated in the section headed ‘‘Working capital’’ in Appendix I to the Circular, it is

noted that the LSD Directors and we are of the opinion that, on the assumption that the

eSun Settlement, the Bond Settlement and the Loan Refinancing will be forthcoming and,

at the same time, the LSD Group will be able to continue the orderly disposal of its assets

to generate additional positive cash flows, the LSD Group will have sufficient working

capital for its requirements for the 12 months following the date of the Circular. Otherwise,

LSD Directors and we are of the opinion that the LSD Group would not have adequate

funds to enable it to operate as a going concern in the foreseeable future.
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Gearing position

The LSD Group is currently in a net deficiency position with liabilities in excess of

its assets value. Based on the LSD Group’s unaudited consolidated interim results for the

six months to 31st January, 2004, and after taking into account the financial effects of the

Settlement, it is estimated that the LSD Group’s shareholders’ equity would increase from

a negative amount of HK$479.8 million as at 31st January, 2004 to approximately

HK$2.27 billion on a pro forma basis (see page 133 of the Circular). The following

statements relating to (i) the estimated total borrowings of the LSD Group after completion

of the Settlement and (ii) the LSD Group’s gearing position estimate have been calculated

by Access Capital in its own capacity as independent financial adviser to the Independent

Board Committee. The sole purpose of such statements is to illustrate arithmetically the

estimated total borrowings of the LSD Group after completion of the Settlement, and to

show the estimated resultant gearing position of the LSD Group. We believe this

information is necessary for the Independent Board Committee and the Independent

Shareholders to review in order to be able to assess the possible financial effects on the

LSD Group upon completion of the Settlement. Shareholders should take note of the

simplified nature of these statements in connection with such limited purpose, as these

statements are not intended to give an indicative picture of the financial position of the

LSD Group after completion of the Settlement. Based on the statement of indebtedness of

the LSD Group as at 31st July, 2004, the LSD Group’s outstanding borrowings totaled

approximately HK$5.97 billion, provided that Completion takes place, the LSD Group’s

borrowings would decrease by an aggregate of HK$3.08 billion (being the sum of (i)

HK$1.528 billion of the outstanding principal of the Bonds, (ii) HK$0.612 billion of the

accrued redemption premium of the Bonds, and (iii) HK$1.50 billion of the eSun Debt; less

the sum of (iv) HK$0.266 billion of Residual Indebtedness, (v) HK$0.07 billion of

Contingent Indebtedness, and (vi) HK$0.225 billion of eSun Loan — all of these figures

are set out on page 135 of the Circular) to HK$2.89 billion. As such, it is estimated that the

LSD Group’s total borrowings to shareholders’ equity ratio, after completion of the

Settlement, would be approximately 127.3%.

Accounting treatment of the settlement premium

As shown in the section headed ‘‘Pro forma consolidated net assets of LSD upon

Completion’’ in Appendix II to the Circular, completion of the Settlement will give rise to

a settlement premium in the amount of approximately HK$1,602.3 million (see page 135

of the Circular). This premium figure is attributable principally to the issue of an aggregate

of approximately 9,000 million Settlement Shares (i.e. eSun Settlement Shares and

Bondholders Settlement Shares) to eSun and the Bondholders at a par value of HK$0.50

per Share, the details of which and the justifications for which are set out in section 4.2.2

above. The LSD Directors intend to charge the said premium to the profit and loss account

of LSD upon completion of the Settlement as an ‘‘one-off’ restructuring charge.

As shown in Note 6 of section A (ii) of Appendix II to the Circular, a settlement

premium of approximately HK$1,602.3 million will arise as a result of the elimination of

part of the indebtedness (i.e. HK$2,897.7 million — see page 135 of the Circular) owed to

eSun and the Bondholders, under the Settlement Agreement and the Bonds Settlement, by

way of issuing the Settlement Shares at par.
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Shareholders should note that although LSD will issue approximately 9,000 million

Settlement Shares at par (i.e. HK$0.50 per Share), which represents a premium to the

closing price per Share as described in the sub-section headed ‘‘The Settlement Agreement

with eSun’’ in section 4.2.2 above, (a) LSD will in turn (i) be able to eliminate the

abovementioned amount of debt owed to eSun and the Bondholders under the Settlement

Agreement and the Bonds Settlement; and (ii) return from Net Deficiency to a positive net

worth position (i.e. HK$0.18 per Share (on the basis of the enlarged number of Shares of

12,746,042,320) as shown in section A (ii) of Appendix II to the Circular); whilst (b) eSun

and the Bondholders will in turn (i) have to compromise, by virtue of the agreements under

the Settlement, to reduce approximately HK$2,897.7 million of indebtedness due from

LSD; and (ii) accept a total of approximately 9,000 million Settlement Shares issued at par

(albeit the Settlement Shares should be more meaningfully measured against the share

price and the unaudited pro forma net asset value per Share as set out in Table 2 under

section 4.2.1 of this letter). Accordingly, the abovementioned indebtedness owed to eSun

and the Bondholders will effectively be converted into share capital of LSD. Taking into

account the reasons set out above, we are of the view that the issue of the Settlement

Shares is in the interests of LSD and the Shareholders as a whole.

Shareholding dilution

Table 5 — Dilution effect

Name of shareholder

No. of Shares

before

Completion

% of

shareholding

interest in

LSD before

Completion*

No. of Shares

after

Completion

but before full

exercise by

Bondholders of

put option

% of

shareholding

interest in

LSD after

Completion

but before full

exercise by

Bondholders

of put option*

No. of Shares

after

Completion

and after full

exercise by

Bondholders of

put option

% of

shareholding

interest in

LSD after

Completion

and after full

exercise by

Bondholders

of put option*

LSG 1,582,869,192 42.255% 1,582,869,192 12.419% 1,582,869,192 12.419%

Lim Family (excluding

Mr. Peter Lam) 198,492,950 5.299% 198,492,950 1.557% 198,492,950 1.557%

Mr. Peter Lam 10,099,585 0.270% 10,099,585 0.079% 3,810,139,585 29.893%

The Chen Family 781,346,935 20.858% 1,047,079,435 8.215% 781,346,935 6.130%

eSun Nil Nil 5,200,000,000 40.797% 5,200,000,000 40.797%

Bondholders (excluding

the Chen Family) Nil Nil 3,534,307,500 27.729% Nil Nil

Lau Shu Yan, Julius 1,200,000 0.032% 1,200,000 0.009% 1,200,000 0.009%

Wu Shiu Kee, Keith 200,000 0.005% 200,000 0.002% 200,000 0.002%

Chiu Wai 195,500 0.005% 195,500 0.002% 195,500 0.002%

Members of the Public

(excluding

Bondholders and the

Chen Family) 1,171,598,158 31.276% 1,171,598,158 9.191%1 1,171,598,158 9.191%1

Total 3,746,002,320 100% 12,746,042,320 100% 12,746,042,320 100%

1 Post Completion, Shares held by both the Chen Family and the Bondholders will also count towards the public

float.

* percentages have been rounded up or down, as appropriate.

LETTER FROM ACCESS CAPITAL

— 57 —



Based on the above analyses, the interest of the existing Shareholders as a whole will be

diluted from 100% of LSD to approximately 29.4% after the completion of the Settlement, both

before and after full exercise by the Bondholders of the put option. This dilution impact is

substantial. Nevertheless, Shareholders are urged to take into consideration (i) the magnitude of

the LSD Group’s financial difficulties and its Net Deficiency position; (ii) the fact that the LSD

Group has been operating for a prolonged period under the Informal Standstill with its creditors;

(iii) the Settlement’s expected financial impact on the LSD Group as described in this letter; and

(iv) the fact that the dilution impact generally falls in line with the level of shareholding dilution

of recent restructuring cases, as set out in Table 4 of this letter.

4.4 Listing Rules implications

The Settlement is comprised of the following transactions, which would form connected and/or

potential connected transactions under the Listing Rules:

From LSD’s perspective, the Settlement involves:

(i) The Bonds Settlement (and the Options)

— The Bonds Settlement is deemed, in its entirety, to be a connected transaction

for LSD (by virtue of the rights to put the Bondholder Settlement Shares to

Mr. Peter Lam) pursuant to Rule 14A.11 (4)(a) of the Listing Rules.

(ii) The creation of the Ritz-Carlton Security and the guarantee of the obligations of

Furama Hotel Enterprises under the eSun Loan in favour of Golden Pool

— Although eSun is not, as at the date hereof, a connected person of LSD, it will

become a controlling shareholder of LSD upon Completion. To the extent that

such security represents transactions which will continue to subsist after

Completion, such new security will, therefore, constitute a connected

transaction for LSD under Rules 14A.13(3) and 14A.13(4) of the Listing

Rules, which will require the approval of LSD’s shareholders at the EGM.

(iii) The Contingent Indebtedness

— the contingent prospect of being required to repay the HK$70 million of

Contingent Indebtedness due to the Bondholders on 31st December, 2005 (in

circumstances only where Mr. Peter Lam fails to complete the purchase of the

Second Tranche Shares put to him) represents, for the purpose of the Listing

Rules, a form of potential financial assistance by LSD to Mr. Peter Lam, as a

connected person of LSD. Accordingly, this element of the Settlement

Agreement constitutes a potential connected transaction under Rule

14A.13(2) of the Listing Rules which will require the approval of LSD’s

shareholders at the EGM.

In regard to the transactions under (i) and (iii) above, LSD has confirmed that the purpose of the

arrangements under the Options and the Contingent Indebtedness is to provide a certain degree of

comfort to the Bondholders (i.e. by providing the Bondholders an exit), if so required by the

Bondholders, for their holdings in the Shares receivable under the Bonds Settlement.
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Shareholders should also note that the Options are only exercisable by the Bondholders and not

by Mr. Peter Lam himself. Furthermore, Mr. Peter Lam is not receiving any fees in connection with

the cash that he has undertaken to make available in order to secure the Option under the First Tranche

Shares, or his grant of the Option under the Second Tranche Shares.

In regard to (ii) above, eSun is, under the existing arrangements of the eSun Debt, already

entitled to share with the Bondholders the subject matter of the security. Such connected transaction

will arise by virtue of eSun becoming the largest shareholder in LSD as a result of the terms of the

Settlement as analysed in this letter.

4.5 The Whitewash Waiver

Immediately upon completion of the Settlement, eSun will own approximately 40.8% of the

enlarged issued share capital of LSD (please refer to the charts in the ‘‘Letter from the Board’’ as set

out in the Circular). Pursuant to the Takeovers Code, eSun and parties acting in concert with it (which

would for these purposes, include LSG, its subsidiaries and associates, members of the Lim Family

and their respective directors who own Shares) would ordinarily become obliged, on Completion, to

make an unconditional cash offer to acquire all the Shares not already owned or agreed to be acquired

by eSun or parties acting in concert with it at an offer price of approximately HK$0.50 per Share.

eSun has made an application to the SFC for the Whitewash Waiver, and SFC has indicated that

the Whitewash Waiver will be granted, subject to the approval of the Independent Shareholders. The

Whitewash Waiver is subject to approval by the Independent Shareholders who are not involved or

interested in the Settlement Agreement (with LSG, members of the Lim Family, members of the Chen

Family, the directors of LSD and eSun who hold Shares, any other shareholder of LSD who is

interested or involved in the Settlement, other than being merely a shareholder of LSD, and their

respective associates abstaining from voting at the EGM), such approval to be sought at the EGM

pursuant to a vote conducted by way of poll.

The granting of the Whitewash Waiver is one of the conditions precedent to the Settlement. This

condition cannot and will not be waived. In the event that the Proposal (including the Whitewash

Waiver, being one of the items set out in the ordinary resolution to be proposed at the EGM to approve

the Proposal) is not approved by the Independent Shareholders, the Settlement Agreement will be

terminated and there will be no prospect of the Settlement being completed on the terms envisaged and

set out in the Circular. Given the financial condition of the LSD Group, unless other rescue proposals

are received (and so far no other proposals acceptable to eSun and the Bondholders have been received

during the course of the past four years), the LSD Group is not likely, in our opinion, to continue as a

going concern without the successful completion of the Settlement.

Taking into account the common elements of the recent debt restructuring exercises as

mentioned under the heading ‘‘Terms of debt/equity conversion of recent restructuring precedents’’

above, it is noted that the grant of the Whitewash Waiver is a common feature in rescue proposals for

companies which are in financial difficulty and which have been revived as a result of debt reduction.

In the event that the Proposal (including the Whitewash Waiver) is not approved by the

Independent Shareholders and the Settlement lapses, Shareholders should note that the Bondholders

and/or eSun being the LSD Group’s major creditors are entitled to initiate winding up proceedings

against LSD and/or take legal action to recover their debts. Under such circumstances and given the

current financial position of the LSD Group, the Shareholders will unlikely be able to realise any

return.
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Taking into account each of the factors mentioned above, in particular, (i) the current financial

difficulties of the LSD Group as set out in paragraph 4.1 above, (ii) the rationale and analysis of the

terms under the Settlement in paragraph 4.2 above, (iii) the intended resultant effects of the Proposal

in paragraph 4.3 above, and (iv) the implication of the Whitewash Waiver in this section (section 4.5),

we are of the view that the granting of the Whitewash Waiver is fair and reasonable so far as the

Independent Shareholders are concerned, and that the granting of the Whitewash Waiver is in the

interests of LSD and the Shareholders as a whole.

It should be noted that the Whitewash Waiver covers only the proposed shareholding of eSun as

a result of the implementation of the Settlement Agreement. It does not cover any obligations for

making a general offer that may arise under the Takeovers Code as a result of the Shares, which may

be acquired by Mr. Peter Lam (and parties acting in concert with him) pursuant to the exercise of the

Put Option, who in aggregate after such acquisition will hold more than 30% of the voting rights of

LSD (i.e. exceed the threshold for making a general offer under the Takeovers Code).

4.6 The Chen Family Special Deal

The Chen Family, an existing shareholder of LSD, is by virtue of their rights to (i) receive cash

and Bondholder Settlement Shares from LSD pursuant to the Bonds Settlement; (ii) put their

entitlement of First Tranche Shares and Second Tranche Shares to Mr. Peter Lam and by virtue of

(iii) the security afforded to them by LSD in respect of their portion of the Residual Indebtedness and

the Contingent Indebtedness (including the Ritz-Carlton Security), considered to be receiving a

special deal for the purposes of the Takeovers Code.

It is a condition precedent to Completion that SFC approval to the Chen Family Special Deal be

obtained, and in which regard, approval for the same will be sought from the Independent

Shareholders pursuant to a vote conducted by poll. In this regard, LSD has made an application to the

SFC in respect of the Chen Family Special Deal, and the SFC has indicated that such approval will be

granted, but subject to the abovementioned approval from the Independent Shareholders at the EGM.

Shareholders should note that in the event that SFC approval or Shareholders approval of the Proposal

(including the Chen Family Special Deal, being one of the items set out in the ordinary resolution to

be proposed at the EGM to approve the Proposal) is not obtained, the Proposal cannot be completed

and will lapse.

In considering the Chen Family Special Deal implications as described above, we have taken

into account the following factors:

— the relatively small size of the holdings in the Bonds held by the Chen Family, which

represents approximately 7.0% of the total outstanding principal amounts of the Bonds;

— confirmations from (i) LSD that the Chen Family and (ii) the Chen Family that it has not

participated in the negotiation of the terms of the Bonds Settlement or the Settlement

Agreement;

— as stated in the ‘‘Letter from the Board’’, the Chen Family is not an associate of the Lim

Family, and that Mr. Chen Din Hwa has never held any directorship of any member

company of the LSD Group or the eSun Group, and further that Mr. Chen Din Hwa has

never participated in any business management/decision of the LSD Group or the eSun

Group; and
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— the Chen Family has confirmed to the Company that (as per the requirements under the

Takeovers Code whereby only independent shareholders may vote on the resolutions to be

put forward at the EGM), they will abstain from voting on all the resolutions to be put

forward in the EGM; but if the Chen Family is allowed (and therefore is eligible) to vote at

the Bondholders’ meeting in the capacity as Bondholder, they may vote at the

Bondholders’ meeting in respect of their interest in the Bonds with regard to the Bond

Settlement.

In addition, the Board considers that the Chen Family Special Deal implications and the

entitlements and rights which the Chen Family would receive under the Bond Settlement (being

entitlements and rights not extended to all the Shareholders but simply received by the Chen Family

by reason of their dual capacity as Shareholder and Bondholder) are simply part of the overall

restructuring package of the Bonds and the eSun Debt. In this regard, the Board has confirmed to us

that the Settlement Agreement and the Bonds Settlement have been negotiated by LSD, on an arm’s

length basis with the Informal Committee of the Bondholders and eSun, and were negotiated in the

interests of LSD and the Shareholders as a whole.

After taking into account of the fact that (i) the Chen Family Special Deal is a condition

precedent to the completion of the Settlement Agreement and the Bonds Settlement (and thus a part of

the overall restructuring package by virtue of the Chen Family’s dual capacity as both Shareholder and

Bondholder); (ii) the Chen Family did not participate in negotiations for the Settlement Agreement or

the Bonds Settlement; (iii) the Chen Family is entitled to the exact same benefits and rights vis-à-vis

their holdings of Shares and Bonds, as other Shareholders and Bondholders; as well as (iv) after

considering all of the factors we have examined above before arriving at our conclusion for the

Proposal; we concur with the view of the Board that the Chen Family Special Deal is fair and

reasonable, so far as the Shareholders are concerned, and that the Independent Shareholders should

vote in favor of the resolution for the Chen Family Special Deal, which will be proposed at the EGM.

4.7 The view of the Board

As stated in the ‘‘Letter from the Board’’, the terms of the Settlement have been negotiated

extensively between LSD, eSun and the Informal Committee of the Bondholders and represent the

fairest and most reasonable settlement outcome that the respective boards of directors of LSD and

eSun believe can be achieved. As such, the LSD Directors (including, but subject to the advice of

Access Capital and the Independent Board Committee) believe that the terms of the Settlement

Agreement to eSun and the proposed terms of the Bonds Settlement to the Bondholders to be fair and

reasonable and in the interests of the Shareholders as a whole. After considering all the factors set out

in this letter, as well as our point set out in section 3 of this letter, we concur with this view.

5. RECOMMENDATION

In making our recommendation we have considered the above principal factors and, in particular,

taken into account the following:

. the current financial difficulties of the LSD Group and the background of the financial

restructuring;

. the rationale for, and the analysis of the terms under, the Settlement;

. the possible financial effects on the implementation of the Proposal;
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. the share issuance data on recent precedent restructuring and re-capitalisation exercises;

. the implication of the Whitewash Waiver and the Chen Family Special Deal applications; and

. the expected improvement in the LSD Group’s financial position as a result of the

implementation of the Proposal.

In addition to the abovementioned factors and to put the LSD Group’s position in context,

Shareholders should note the LSD Group’s Net Deficiency position and the LSD Group is operating its

business under the Informal Standstill arrangement with its financial creditors. Save for the Proposal, LSD

has hitherto been unable to procure a viable self-rescue proposal. Without taking prompt and drastic action

to improve the LSD Group’s financial structure, the LSD Group will not be in a position to meet its overdue

financial obligations. It is, therefore, imperative that the LSD Group be able to implement a proposal to

stabilise its own financial position, this being a pre-requisite for the long-term viability of the LSD Group

going forward.

In the absence of the Proposal or any other viable refinancing or re-capitalisation plan, the Board

believes, and we concur with this belief based on the aforesaid analysis, that liquidation is the most probable

outcome. In that event, and bearing in mind the Net Deficiency position of the LSD Group, it will be

extremely unlikely for Shareholders to be able to recover any value from their investment in the Shares.

In summary, and after taking into account the factors and reasons mentioned in this letter and based on

the information provided and the representations made to us, we consider the terms of the Proposal to be fair

and reasonable so far as Independent Shareholders are concerned, and that the Proposal is in the interests of

LSD and the Shareholders as a whole. Accordingly, we advise the Independent Board Committee to

recommend the Independent Shareholders to vote in favour of the ordinary resolution, which will be

proposed at the EGM to approve the Proposal.

Yours faithfully,

For and on behalf of

ACCESS CAPITAL LIMITED

Ambrose W.H. Lam

Chairman
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1. SUMMARY OF AUDITED FINANCIAL INFORMATION

The following is a summary of the audited consolidated results of the LSD Group for each of the three

years ended 31st July, 2003, and the full text of the audited consolidated financial statements of the LSD

Group each of the two years ended 31st July, 2003 and 31st July, 2002, together with the relevant report of

the auditors for the three financial years ended 31st July, 2003 as extracted from the annual reports of LSD

as appropriate. All definitions, page numbers and note references referred to in this Appendix I are those of

such relevant annual reports. All such financial information should be read in conjunction with the audited

accounts and accompanying notes which are included in LSD’s annual reports mailed to Shareholders or

otherwise made available to Shareholders.

Summary of the consolidated profit and loss account

Year ended 31st July,

2003 2002 2001

HK$’000 HK$’000 HK$’000

Turnover 906,590 934,720 1,899,862

Loss before tax (404,488) (1,881,190) (1,155,522)

Tax (28,516) (35,927) (30,476)

Loss before minority interests (433,004) (1,917,117) (1,185,998)

Minority interests (28,036) (24,391) (10,184)

Net loss from ordinary activities attributable to shareholders (461,040) (1,941,508) (1,196,182)

Loss per share

Basic HK$0.12 HK$0.52 HK$0.32

Diluted N/A N/A N/A

Dividend Nil Nil Nil

Dividend per share N/A N/A N/A

There are no extraordinary and exceptional items included in LSD Group’s consolidated results for

each of the above three financial years.
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2001 Report of the Auditors of the LSD Group

To the members

Lai Sun Development Company Limited

(Incorporated in Hong Kong with limited liability)

We have audited the financial statements on pages 35 to 96 which have been prepared in accordance

with accounting principles generally accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The Companies Ordinance requires the directors to prepare financial statements which give a true and

fair view. In preparing financial statements which give a true and fair view it is fundamental that

appropriate accounting policies are selected and applied consistently. It is our responsibility to form an

independent opinion, based on our audit, on those statements and to report our opinion to you.

BASIS OF OPINION

We conducted our audit in accordance with Statements of Auditing Standards issued by the Hong

Kong Society of Accountants. An audit includes an examination, on a test basis, of evidence relevant to the

amounts and disclosures in the financial statements. It also includes an assessment of the significant

estimates and judgements made by the directors in the preparation of the financial statements, and of

whether the accounting policies are appropriate to the Company’s and the Group’s circumstances,

consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we

considered necessary in order to provide us with sufficient evidence to give reasonable assurance as to

whether the financial statements are free from material misstatement. In forming our opinion we also

evaluated the overall adequacy of the presentation of information in the financial statements. We believe

that our audit provides a reasonable basis for our opinion.

FUNDAMENTAL UNCERTAINTIES RELATING TO THE GOING CONCERN BASIS

As further explained in note 2 to the financial statements, the Group has completed principal deferral

arrangements with the holders of the US$115 million exchangeable bonds due in 2004 and the holders of the

US$150 million convertible guaranteed bonds due in 2002. During the year ended 31st July, 2001, the

Group continued to implement an active asset disposal programme (the ‘‘Disposal Programme’’). In forming

our opinion, we have considered the adequacy of the disclosures made in note 2 to the financial statements

which explain the circumstances giving rise to concerns regarding the fundamental uncertainties relating to

the adoption of the going concern basis of presentation. The financial statements have been prepared on a

going concern basis, the validity of which depends upon the successful outcome of the Disposal Programme.

The financial statements do not include any adjustments that would result from the Disposal Programme not

being able to be conducted as planned. We consider that appropriate disclosures and estimates have been

made in the financial statements and our opinion is not qualified in this respect.
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OPINION

In our opinion the financial statements give a true and fair view of the state of affairs of the Company

and of the Group as at 31st July, 2001 and of the loss and cash flows of the Group for the year then ended

and have been properly prepared in accordance with the Companies Ordinance.

Ernst & Young

Certified Public Accountants

Hong Kong

9th November, 2001
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2002 Report of the Auditors of the LSD Group

To the members

Lai Sun Development Company Limited

(Incorporated in Hong Kong with limited liability)

We have audited the financial statements on pages 33 to 100 which have been prepared in accordance

with accounting principles generally accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The Companies Ordinance requires the directors to prepare financial statements which give a true and

fair view. In preparing financial statements which give a true and fair view it is fundamental that

appropriate accounting policies are selected and applied consistently. It is our responsibility to form an

independent opinion, based on our audit, on those statements and to report our opinion to you.

BASIS OF OPINION

We conducted our audit in accordance with Statements of Auditing Standards issued by the Hong

Kong Society of Accountants. An audit includes an examination, on a test basis, of evidence relevant to the

amounts and disclosures in the financial statements. It also includes an assessment of the significant

estimates and judgements made by the directors in the preparation of the financial statements, and of

whether the accounting policies are appropriate to the Company’s and the Group’s circumstances,

consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we

considered necessary in order to provide us with sufficient evidence to give reasonable assurance as to

whether the financial statements are free from material misstatement. In forming our opinion we also

evaluated the overall adequacy of the presentation of information in the financial statements. We believe

that our audit provides a reasonable basis for our opinion.

FUNDAMENTAL UNCERTAINTIES RELATING TO THE GOING CONCERN BASIS

As further explained in note 2 to the financial statements, the Group has initiated discussions with the

holders of the US$115 million Exchangeable Bonds due on 28th February, 2004, the holders of the US$150

million Convertible Guaranteed Bonds due on 31st December, 2002 (collectively the ‘‘Bondholders’’) and

eSun Holdings Limited (‘‘eSun’’) to explore the terms of a new debt restructuring plan (the ‘‘New

Restructuring Plan’’). The Group has also initiated negotiations with its principal banks with a view to

arranging a rescheduling and/or refinancing of its bank borrowings due for repayment within the next 12

months from the balance sheet date (the ‘‘Refinancing Arrangements’’). In forming our opinion, we have

considered the adequacy of the disclosures made in note 2 to the financial statements which explain the

circumstances giving rise to concerns regarding the fundamental uncertainties relating to the adoption of the

going concern basis of presentation. The financial statements have been prepared on a going concern basis,

the validity of which depends on the success in securing the agreement of the Bondholders, eSun and the

banks to the New Restructuring Plan and the Refinancing Arrangements together with the continued success

of the orderly disposal of certain Group assets to generate additional positive cash flow. The financial

statements do not include any adjustments that would result from the failure to secure the New

Restructuring Plan and the Refinancing Arrangements or complete the assets disposal programme. We

consider that appropriate disclosures have been made but because of the significant uncertainty relating to

whether the New Restructuring Plan and Refinancing Arrangements or the successful completion of the
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assets disposal programme will be forthcoming, we are not able to determine whether the going concern

basis used in preparing the financial statements is appropriate. Accordingly, we have disclaimed our

opinion.

DISCLAIMER OF OPINION

Because of the significance of the fundamental uncertainty relating to the going concern basis, we are

unable to form an opinion as to whether the financial statements give a true and fair view of the state of

affairs of the Company and of the Group as at 31st July, 2002 and of the loss and cash flows of the Group

for the year then ended and as to whether the financial statements have been properly prepared in

accordance with the Companies Ordinance.

Ernst & Young

Certified Public Accountants

Hong Kong

8th November, 2002
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2003 Report of the Auditors of the LSD Group

To the members

Lai Sun Development Company Limited

(Incorporated in Hong Kong with limited liability)

We have audited the financial statements on pages 37 to 101 which have been prepared in accordance

with accounting principles generally accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The Companies Ordinance requires the directors to prepare financial statements which give a true and

fair view. In preparing financial statements which give a true and fair view it is fundamental that

appropriate accounting policies are selected and applied consistently. It is our responsibility to form an

independent opinion, based on our audit, on those financial statements and to report our opinion solely to

you, as a body, in accordance with Section 141 of the Companies Ordinance, and for no other purpose. We

do not assume responsibility towards or accept liability to any other person for the contents of this report.

BASIS OF OPINION

We conducted our audit in accordance with Statements of Auditing Standards issued by the Hong

Kong Society of Accountants. An audit includes an examination, on a test basis, of evidence relevant to the

amounts and disclosures in the financial statements. It also includes an assessment of the significant

estimates and judgements made by the directors in the preparation of the financial statements, and of

whether the accounting policies are appropriate to the Company’s and the Group’s circumstances,

consistently applied and adequately disclosed.

We planned our audit so as to obtain all the information and explanations which we considered

necessary in order to provide us with sufficient evidence to give reasonable assurance as to whether the

financial statements are free from material misstatement. However, the evidence available to us was limited

as follows:

Scope limitations — Interest in an associate, eSun Holdings Limited (‘‘eSun’’) and its subsidiaries

(collectively the ‘‘eSun Group’’)

Included in the Group’s interests in associates as at 31st July, 2003 is the Group’s share of net assets

of the eSun Group of HK$805,452,000. As further detailed in note 19 to the financial statements, the

auditors of eSun issued a disclaimer opinion on the financial statements of the eSun Group for the year

ended 31st December, 2002 because of the possible effects of scope limitations in respect of (i) the

recoverability of the amount of HK$1,500,040,000 due by the Group to the eSun Group (the ‘‘Debt’’) and

(ii) the impairment of film rights owned by the eSun Group with a carrying amount of HK$113,109,000. We

have been unable either to obtain sufficient reliable information or to carry out any alternative auditing

procedures to satisfy ourselves as to the value of the Group’s share of net assets of the eSun Group included

in the consolidated balance sheet as at 31st July, 2003. Included in the Company’s balance sheet as at 31st

July, 2003 is its 37.86% interest in eSun of HK$896,971,000 and the Company’s interests in subsidiaries,

which in turn held a 4.68% interest in eSun, with an aggregate carrying value of HK$130,599,000. We have

also been unable either to obtain sufficient reliable information, or to carry out alternative auditing

procedures to satisfy ourselves as to the carrying value of the Company’s interests in eSun and in these

subsidiaries as at 31st July, 2003.
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Any adjustments that might have been found necessary in respect of the above scope limitations would

have a consequential impact on the deficiency in assets of the Group and the Company as at 31st July, 2003

and the net loss attributable to the shareholders for the year then ended.

In forming our opinion we also evaluated the overall adequacy of the presentation of information in

the financial statements. We believe that our audit provides a reasonable basis for our opinion.

Fundamental uncertainties relating to the going concern basis

As detailed in note 2 to the financial statements, the Group defaulted in the repayment of the Debt due

to the eSun Group on 31st December, 2002 and redemption of its exchangeable bonds (the ‘‘Exchangeable

Bonds’’) and convertible bonds (the ‘‘Convertible Bonds’’) on 31st March, 2003. Such defaults, in turn,

constituted a technical event of default under all of the Group’s other borrowing facilities. As at the date of

our report, the Group has yet to reach an agreement with the holders of the Exchangeable Bonds, the holders

of the Convertible Bonds, eSun and its other financial creditors (collectively ‘‘All Financial Creditors’’) on

the terms of a comprehensive restructuring of the Group’s indebtedness (the ‘‘Debt Restructuring Plan’’).

The Group is currently operating under a period of informal standstill. In forming our opinion, we have

considered the adequacy of the disclosures made in note 2 to the financial statements which explain the

circumstances giving rise to concerns regarding the fundamental uncertainties relating to the adoption of the

going concern basis of presentation. The financial statements have been prepared on a going concern basis,

the validity of which depends on the Group’s success in securing the agreement of All Financial Creditors to

the Debt Restructuring Plan (including the continuance of the informal standstill in the meantime), the

Group’s success in carrying out an orderly disposal of certain of the Group’s assets and the Group’s success

in obtaining financing or refinancing arrangements to generate additional positive cash flows for the

Group’s ongoing operations. The financial statements do not include any adjustments that would result from

the failure to secure the Debt Restructuring Plan with All Financial Creditors, complete the assets disposal

programme and obtain financing or refinancing arrangements. We consider that appropriate disclosures

have been made but, because of the significant uncertainty relating to whether the securing of the agreement

of All Financial Creditors to the Debt Restructuring Plan, the successful orderly disposal of the Group’s

assets and the successful financing or refinancing arrangements of the bank and other borrowings will be

forthcoming, we are not able to determine whether the going concern basis adopted in the financial

statements is appropriate.

Disclaimer of opinion

Because of the significance of the possible effects of the scope limitations in evidence available to us

as mentioned in the ‘‘Basis of opinion’’ above and because of the significance of the fundamental

uncertainty relating to the going concern basis, we are unable to form an opinion as to whether the financial

statements give a true and fair view of the state of affairs of the Company and of the Group as at 31st July,

2003 and of the loss and cash flows of the Group for the year then ended and as to whether the financial

statements have been properly prepared in accordance with the Companies Ordinance.

Ernst & Young

Certified Public Accountants

Hong Kong

7th November, 2003
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Consolidated profit and loss account

Year ended 31st July, 2003

2003 2002

Notes HK$’000 HK$’000

TURNOVER 7 906,590 934,720

Cost of sales (396,789) (350,219)

Gross profit 509,801 584,501

Other revenue 67,815 132,710

Administrative expenses (275,467) (356,297)

Other operating income, net 17,842 52,735

Gain/(loss) on disposal of subsidiaries 19,230 (296,361)

Impairment of properties under development — (44,267)

Impairment of long term unlisted investments (7,772) (62,400)

PROFIT FROM OPERATING ACTIVITIES 8 331,449 10,621

Finance costs 10 (473,255) (567,748)

Share of profits and losses of associates (5,745) (232,507)

Amortisation of goodwill on acquisition of an associate (26,545) (6,636)

Impairment in value of goodwill of an associate — (228,258)

Impairment in value of associates (36,804) (318,000)

Loss on disposal of associates (73,265) (538,662)

Loss on deemed disposal of an associate (103,695) —

Loss on disposal of partial interest in an associate (16,628) —

LOSS BEFORE TAX (404,488) (1,881,190)

Tax 12 (28,516) (35,927)

LOSS BEFORE MINORITY INTERESTS (433,004) (1,917,117)

Minority interests (28,036) (24,391)

NET LOSS FROM ORDINARY ACTIVITIES

ATTRIBUTABLE TO SHAREHOLDERS 13 (461,040) (1,941,508)

LOSS PER SHARE 14

Basic HK$0.12 HK$0.52

Diluted N/A N/A
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Consolidated balance sheet

31st July, 2003

2003 2002

Notes HK$’000 HK$’000

NON-CURRENT ASSETS

Fixed assets 15 1,837,653 1,294,943

Investment properties 16 4,503,410 4,987,860

Properties under development 17 1,400 116,592

Interests in associates 19 966,080 2,082,375

Long term investments 20 357,791 173,531

Long term note receivable 21 — —

Long term prepayment 22 — 194,000

Pledged bank balances and time deposits 23 — 70,053

Pension scheme assets 9 18,298 —

7,684,632 8,919,354

CURRENT ASSETS

Short term investments 24 7,370 6,953

Completed properties for sale 25 5,246 8,637

Inventories 7,502 9,587

Debtors and deposits 26(a) 135,185 108,116

Pledged bank balances and time deposits 23 120,390 23,007

Cash and cash equivalents 23 110,927 238,384

386,620 394,684

CURRENT LIABILITIES

Creditors, deposits received and accruals 26(b) 308,671 232,231

Tax payable 107,392 103,930

Interest-bearing bank and other borrowings 27 3,956,832 2,445,317

Provision for premium on bonds redemption 28 612,390 600,692

Provision for premium on loan repayment 29 26,875 —

Bonds payable 30 621,671 740,025

Convertible bonds payable 31 906,750 965,250

Amount due to an associate 19 1,500,040 1,500,040

8,040,621 6,587,485

NET CURRENT LIABILITIES (7,654,001) (6,192,801)

TOTAL ASSETS LESS CURRENT LIABILITIES — page 39 30,631 2,726,553
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2003 2002

Notes HK$’000 HK$’000

TOTAL ASSETS LESS CURRENT LIABILITIES — page 38 30,631 2,726,553

NON-CURRENT LIABILITIES

Deferred tax 32 (5,065) (380)

Long term rental deposits received (40,294) (62,981)

Interest-bearing bank and other borrowings 27 — (1,493,000)

Provision for premium on loan repayment 29 — (52,500)

(45,359) (1,608,861)

(14,728) 1,117,692

CAPITAL AND RESERVES

Issued capital 33 1,873,001 1,873,001

Reserves 34(a) (2,247,157) (1,106,583)

(374,156) 766,418

MINORITY INTERESTS 359,428 351,274

(14,728) 1,117,692
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Consolidated statement of changes in equity

Year ended 31st July, 2003

Issued

capital

Share

premium

account

Investment

property

revaluation

reserve

Revaluation

reserve for

properties

under

development

held for

investment

potential

Capital

redemption

reserve

Capital

reserve

Exchange

fluctuation

reserve

Accumulated

losses Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

At 1st August, 2001 1,873,001 5,858,164 2,618,836 387,749 1,200,000 75,420 63,776 (8,210,631) 3,866,315

Deficit on revaluation of

investment properties — — (658,638) — — — — — (658,638)

Share of revaluation

surplus/(deficit) of

associates — — 381 (36,449) — — — — (36,068)

Share of reserve of

associates — — — — — (3,757) — — (3,757)

Exchange realignments:

Subsidiaries — — — — — — 147 — 147

Associates — — — — — — (212) — (212)

Net losses not recognised

in the profit and loss

account — — (658,257) (36,449) — (3,757) (65) — (698,528)

Release upon disposal of

subsidiaries — — 113,921 — — — — — 113,921

Release upon disposal of

associates — — (147,390) (351,300) — (71,663) (3,429) — (573,782)

Net loss for the year — — — — — — — (1,941,508) (1,941,508)

At 31st July, 2002 and 1st

August, 2002 :

As previously

reported 1,873,001 5,858,164 1,927,110 — 1,200,000 — 60,282 (10,152,139) 766,418

Prior year adjustment

(note 9) — — — — — — — 13,932 13,932

As restated — page 41 1,873,001 5,858,164 1,927,110 — 1,200,000 — 60,282 (10,138,207) 780,350
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Issued

capital

Share

premium

account

Investment

property

revaluation

reserve

Revaluation

reserve for

properties

under

development

held for

investment

potential

Capital

redemption

reserve

Capital

reserve

Exchange

fluctuation

reserve

Accumulated

losses Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

As restated — page 40 1,873,001 5,858,164 1,927,110 — 1,200,000 — 60,282 (10,138,207) 780,350

Deficit on revaluation of

investment properties — — (680,752) — — — — — (680,752)

Exchange realignments:

Subsidiaries — — — — — — 57 — 57

Associates — — — — — — (972) — (972)

Net losses not recognised

in the profit and loss

account — — (680,752) — — — (915) — (681,667)

Release upon disposal of

subsidiaries — — — — — — (2,305) — (2,305)

Release upon deemed

disposal of an

associate — — — — — — (9,494) — (9,494)

Net loss for the year — — — — — — — (461,040) (461,040)

At 31st July, 2003 1,873,001 5,858,164* 1,246,358* — 1,200,000* — 47,568* (10,599,247)* (374,156)

Reserves retained by:

Company and

subsidiaries 1,873,001 5,858,164 1,246,358 — 1,200,000 — (6,641) (8,479,088) 1,691,794

Associates — — — — — — 54,209 (2,120,159) (2,065,950)

At 31st July, 2003 1,873,001 5,858,164 1,246,358 — 1,200,000 — 47,568 (10,599,247) (374,156)

Reserves retained by:

Company and

subsidiaries 1,873,001 5,858,164 1,927,110 — 1,200,000 — (4,393) (7,850,870) 3,003,012

Associates — — — — — — 64,675 (2,301,269) (2,236,594)

At 31st July, 2002 1,873,001 5,858,164 1,927,110 — 1,200,000 — 60,282 (10,152,139) 766,418

* These reserve accounts comprise consolidated reserves of debit balance of HK$2,247,157,000 (2002 : HK$1,106,583,000) in the

consolidated balance sheet.
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Consolidated cash flow statement

Year ended 31st July, 2003

2003 2002

Notes HK$’000 HK$’000

CASH FLOW FROM OPERATING ACTIVITIES

Loss before tax (404,488) (1,881,190)

Adjustment for:

Finance costs 10 473,255 567,748

Share of profits and losses of associates 5,745 232,507

Amortisation of goodwill on acquisition of an associate 26,545 6,636

Impairment in value of goodwill of an associate — 228,258

Impairment in value of associates 36,804 318,000

Loss on disposal of associates 73,265 538,662

Loss on deemed disposal of an associate 103,695 —

Loss on disposal of partial interest in an associate 16,628 —

(Gain)/loss on disposal of subsidiaries (19,230) 296,361

Impairment of properties under development — 44,267

Impairment of long term unlisted investments 7,772 62,400

Interest income 8 (36,448) (99,167)

Dividend income from a long term unlisted investment 8 (100) —

Gain on repurchase of bonds payable 8 (9,041) —

Write back of contingent loss in respect of a guarantee given to

a bank 8 — (71,720)

Depreciation 8 30,119 30,604

(Gain)/loss on disposal of fixed assets 8 (5,886) 1,582

Loss on disposal of properties under development 8 217 —

Loss on disposal of long term unlisted investments 8 — 90

(Write back of)/provisions for contingent losses in respect of

profit guarantees 8 (3,963) 6,498

Provision for doubtful debts 8 — 4,220

(Recovery of)/write off bad debts 8 (14,045) 3,075

Exchange gains arising on the translation of the principal

amounts of the Exchangeable Bonds and Convertible Bonds — (65)

Operating profit before working capital changes 280,844 288,766

Increase in pension scheme assets (665) —

(Increase)/decrease in short term investments (417) 2,396

Decrease in completed properties for sale 3,391 7,847

Decrease in inventories 2,362 2,411

Decrease in debtors and deposits 2,202 97,326

Decrease in creditors, deposits received and accruals (2,043) (88,724)

Cash generated from operations — page 43 285,674 310,022
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2003 2002

Notes HK$’000 HK$’000

Cash generated from operations — page 42 285,674 310,022

Interest received 4,381 28,227

Interest paid on bank and other borrowings (177,198) (273,260)

Interest paid to GPEL (note 19) (31,439) (75,002)

Interest paid on bonds payable (31,040) (37,007)

Interest paid on convertible bonds payable (54,378) (38,617)

Hong Kong profits tax paid (30,610) (31,360)

Taxes refunded/(paid) outside Hong Kong (6) 1,204

Net cash outflow from operating activities (34,616) (115,793)

CASH FLOW FROM INVESTING ACTIVITIES

Purchases of fixed assets (35,781) (16,975)

Additions to investment properties (2,052) (1,724)

Additions to properties under development (876) (7,306)

Acquisition of long term investments — (3,892)

Proceeds from disposal of fixed assets 8,143 2,413

Revenue generated from properties under development — 235

Proceeds from disposal of properties under development 95,300 —

Acquisition of subsidiaries 35(b) (548,073) —

Disposal of subsidiaries 35(c) 4,120 431,309

Net sales proceeds from disposal of associates 196,190 58,463

Proceeds from disposal of long term investments — 9,957

Dividends received from associates 2,224 —

Advances to associates (35,744) (73,993)

Repayment from/(advance to) investee companies 45,402 (8,248)

Dividends received from a long term unlisted investment 100 —

Increase in pledged bank balances and time deposits (27,330) (17,390)

Net cash inflow/(outflow) from investing activities (298,377) 372,849

CASH FLOW FROM FINANCING ACTIVITIES

Proceeds from new bank loans 795,626 207,082

Repayment of bank loans (320,862) (622,915)

Repayment of bonds payable (41,134) —

Repurchase of bonds payable (99,614) —

Repayment of convertible bonds payable (58,500) —

Bank charges and refinancing charges (48,144) (46,091)

Dividends paid to minority shareholders (354) (11,530)

Repayment to minority shareholders (21,541) (23,410)

Net cash inflow/(outflow) from financing activities 205,477 (496,864)
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2003 2002

Notes HK$’000 HK$’000

NET DECREASE IN CASH AND CASH EQUIVALENTS (127,516) (239,808)

Cash and cash equivalents at beginning of year 238,384 477,805

Effect of foreign exchange rate changes, net 59 387

CASH AND CASH EQUIVALENTS AT END OF YEAR 110,927 238,384

ANALYSIS OF BALANCES OF CASH AND CASH

EQUIVALENTS

Cash and bank balances 23 74,865 64,051

Non-pledged time deposits with original maturity of less than

three months when acquired 23 36,062 174,333

110,927 238,384
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Company balance sheet

31st July, 2003

2003 2002

Notes HK$’000 HK$’000

NON-CURRENT ASSETS

Fixed assets 15 13,780 18,161

Investment properties 16 2,141,700 2,488,500

Interests in subsidiaries 18 (1,243,552) (1,388,841)

Interests in associates 19 943,093 972,752

Long term investments 20 101,719 150,122

Pledged bank balances and time deposits 23 — 70,053

1,956,740 2,310,747

CURRENT ASSETS

Debtors and deposits 36,360 21,675

Pledged bank balances and time deposits 23 117,391 23,007

Cash and cash equivalents 23 28,175 111,843

181,926 156,525

CURRENT LIABILITIES

Creditors, deposits received and accruals 66,499 62,046

Tax payable 64,454 64,400

Interest-bearing bank and other borrowings 27 1,881,500 587,400

Provision for premium on bonds redemption 28 612,390 600,692

2,624,843 1,314,538

NET CURRENT LIABILITIES (2,442,917) (1,158,013)

TOTAL ASSETS LESS CURRENT LIABILITIES (486,177) 1,152,734

NON-CURRENT LIABILITIES

Long term rental deposits received (26,656) (21,694)

Interest-bearing bank and other borrowings 27 — (868,000)

(26,656) (889,694)

(512,833) 263,040

CAPITAL AND RESERVES

Issued capital 33 1,873,001 1,873,001

Reserves 34(b) (2,385,834) (1,609,961)

(512,833) 263,040
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Note to financial statements

1. CORPORATE INFORMATION

During the year, the Group was involved in the following principal activities:

. property development for sale

. property investment

. the investment in and operation of hotels and restaurants

. investment holding

2. BASIS OF PRESENTATION

The Group sustained a net loss from ordinary activities attributable to shareholders of HK$461 million (2002 : HK$1,942

million). At the balance sheet date, the Group had consolidated net current liabilities of HK$7,654 million (2002 : HK$6,193 million)

and consolidated deficiency in assets of HK$374 million (2002 : net assets of HK$766 million). The deterioration in Group’s net asset

position primarily resulted from the valuation deficit arising in respect of the Group’s investment properties and the loss incurred by the

Group during the year.

During the year, the Group had ongoing discussions with all of its financial creditors with the objective of refinancing the Group

to put it in a better financial position. On 17th December, 2002, meetings with the Exchangeable Bondholders (note 30) and the

Convertible Bondholders (note 31) were held at which, among other things, resolutions to approve the deferral of the Group’s

obligations to redeem the Exchangeable Bonds (note 30) and the Convertible Bonds (note 31) to 31st March, 2003 were duly passed.

The Group defaulted in the repayment of the Debt (note 19) due to Golden Pool Enterprise Limited (‘‘GPEL’’), a wholly-owned

subsidiary of eSun Holdings Limited (‘‘eSun’’), on 31st December, 2002. In addition, the Convertible Bonds were due to be redeemed

by the Group on 31st March, 2003 but were not so redeemed and, at the same time, the Group also failed to satisfy the redemption rights

exercised by certain of the Exchangeable Bondholders, which in turn, has resulted in the Exchangeable Bonds becoming due for

redemption in their entirety. Accordingly, the Group had defaulted in the repayment of the Debt and the redemption of both of the

Convertible Bonds and the Exchangeable Bonds. Such defaults, in turn, constituted a technical event of default under all of the Group’s

other borrowing facilities.

As at the date of approval of these financial statements, the Group has yet to reach an agreement with the Exchangeable

Bondholders, the Convertible Bondholders, eSun and its other financial creditors as to the terms of a comprehensive restructuring of the

Group’s indebtedness (the ‘‘Debt Restructuring Plan’’). The Group is currently operating under a period of informal standstill and up to

now, neither the Exchangeable Bondholders, the Convertible Bondholders, eSun nor its other financial creditors has taken any action to

enforce their respective securities. The Group is, with the assistance of its financial and legal advisers, conducting ongoing negotiations

with all of its financial creditors with a view to securing the terms of a Debt Restructuring Plan acceptable to all relevant parties.

Throughout the year and up to the date of approval of these financial statements, the Group continued to implement an orderly

disposal of its assets, including properties and other investments, to generate positive cash flows for the partial repayment of certain

bonds payable, bank and other borrowings and to help provide sufficient working capital for the Group’s operations.

The directors of the Company believe that the Group will be able to secure the agreement of all its financial creditors to the Debt

Restructuring Plan and, at the same time will be able to continue the orderly disposal of the assets of the Group and to obtain financing

or refinancing arrangements to generate additional positive cash flows. On this basis, the directors of the Company consider that the

Group will have sufficient working capital to finance its operations in the foreseeable future. Accordingly, the directors of the Company

are satisfied that it is appropriate to prepare the financial statements on a going concern basis.

If the going concern basis is not appropriate, adjustments would have to be made to restate the values of the assets to their

recoverable amounts, to provide for any further liabilities which might arise and to reclassify non-current assets and liabilities as

current assets and liabilities, respectively.
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3. IMPACT OF NEW AND REVISED STATEMENTS OF STANDARD ACCOUNTING PRACTICE (‘‘SSAPS‘‘)

The following new and revised SSAPs are effective for the first time for the current year’s financial statements:

. SSAP 1 (Revised): ‘‘Presentation of financial statements’’

. SSAP 11 (Revised): ‘‘Foreign currency translation’’

. SSAP 15 (Revised): ‘‘Cash flow statements’’

. SSAP 34: ‘‘Employee benefits’’

These SSAPs prescribe new accounting measurement and disclosure practices. The major effects on the Group’s accounting

policies and on the amounts disclosed in these financial statements of adopting these SSAPs which have had a significant effect on the

financial statements are summarised as follows:

SSAP 1 prescribes the basis for the presentation of financial statements and sets out guidelines for their structure and minimum

requirements for the content thereof. The principal impact of the revision of this SSAP is that a consolidated statement of changes in

equity is now presented on pages 40 to 41 of the financial statements in place of the consolidated statement of recognised gains and

losses that was previously required and in place of the Group’s reserves note.

SSAP 11 prescribes the basis for the translation of foreign currency transactions and financial statements. The principal impact

of the revision of this SSAP on the consolidated financial statements is that the profit and loss accounts of overseas subsidiaries and

associates are now translated into Hong Kong dollars at the weighted average exchange rates for the year, whereas previously they were

translated at the exchange rates ruling at the balance sheet date. The adoption of the revised SSAP 11 has had no material effect on the

financial statements.

SSAP 15 prescribes the revised format for the cash flow statement. The principal impact of the revision of this SSAP is that the

consolidated cash flow statement now presents cash flows under three headings, cash flows from operating, investing and financing

activities, rather than the five headings previously required. The significant reclassifications resulting from the change in presentation

are that taxes, interest received and interest paid are now included in cash flows from operating activities, dividends received are now

included in cash flows from investing activities and dividends paid are now included in cash flows from financing activities. The

presentation of the 2002 comparative consolidated cash flow statement has been changed to accord with the new layout. In addition,

cash flows from overseas subsidiaries arising during the year are now translated to Hong Kong dollars at the exchange rates at the dates

of the transactions, or at an approximation thereto, whereas previously they were translated at the exchange rates at the balance sheet

date. Further details of these changes are included in the accounting policy for ‘‘Foreign currencies’’ in note 4 to the financial

statements.

SSAP 34 prescribes the recognition and measurement criteria to apply to employee benefits, together with the required

disclosures in respect thereof. The adoption of this SSAP has resulted in a change in the method of accounting for the Group’s defined

benefit pension schemes. Previously, the accounting for the pension schemes consisted of recording the contributions payable under the

schemes as an expense in the profit and loss account. Under SSAP 34, however, an actuarial estimate is made of the present value of the

Group’s future obligations under the schemes, with the net of this obligation and the fair value of the assets set aside under the schemes

being recognised in the balance sheet in non-current assets. Movements in the resulting net asset are mainly recorded in the profit and

loss account. The recognition of the net asset has resulted in a prior year adjustment, further details of which are included under the

heading ‘‘Employee benefits’’ in notes 4 and 9 to the financial statements.

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation

These financial statements have been prepared in accordance with Hong Kong Statements of Standard Accounting

Practice, accounting principles generally accepted in Hong Kong and the requirements of the Hong Kong Companies Ordinance.

They have been prepared under the historical cost convention, except for the periodic remeasurement of investment properties

and short term investments, as further explained below.
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Basis of consolidation

The consolidated financial statements include the financial statements of the Company and its subsidiaries for the year

ended 31st July, 2003. The results of subsidiaries acquired or disposed of during the year are consolidated from or to their

effective dates of acquisition or disposal, respectively. All significant intercompany transactions and balances within the Group

are eliminated on consolidation.

Minority interests represent the interests of outside shareholders in the results and net assets of the Company’s

subsidiaries.

Subsidiaries

A subsidiary is a company in which the Company, directly or indirectly, controls more than half of its voting power or

issued share capital or controls the composition of its board of directors.

The results of subsidiaries are included in the Company’s profit and loss account to the extent of dividends received and

receivable. The Company’s interests in subsidiaries are stated at cost less any impairment losses.

Associates

An associate is a company, not being a subsidiary, in which the Group has a long term interest of generally not less than

20% of the equity voting rights and over which it is in a position to exercise significant influence.

The Group’s share of the post-acquisition results and reserves of associates is included in the consolidated profit and loss

account and consolidated reserves, respectively. The Group’s interests in associates are stated in the consolidated balance sheet

at the Group’s share of net assets under the equity method of accounting, less any impairment losses. Goodwill or negative

goodwill arising from the acquisition of associates is included as part of the Group’s interests in associates.

The results of associates are included in the Company’s profit and loss account to the extent of dividends received and

receivable. The Company’s interests in associates are treated as long term assets and are stated at cost less any impairment

losses.

Certain interests on loans borrowed for investments in associates engaged in property development is capitalised in the

Group’s share of the net assets of the associates.

Goodwill

Goodwill arising on the acquisition of subsidiaries and associates represents the excess of the cost of the acquisition over

the Group’s share of the fair values of the identifiable assets and liabilities acquired as at the date of acquisition.

Goodwill arising on acquisition is recognised in the consolidated balance sheet as an asset and amortised on the straight-

line basis over its estimated useful life of 20 years. In the case of associates, any unamortised goodwill is included in the

carrying amount thereof, rather than as a separately identified asset on the consolidated balance sheet.

SSAP 30 ‘‘Business Combinations’’ was adopted as at 1st August, 2001. Prior to that date, goodwill arising on

acquisitions of subsidiaries was eliminated against consolidated reserves in the year of acquisition. On the adoption of SSAP 30,

the Group applied the transitional provision of SSAP 30 that permitted such goodwill to remain eliminated against consolidated

reserves. Goodwill on acquisitions subsequent to 1st August, 2001 is treated according to the SSAP 30 goodwill accounting

policy above.

On disposal of subsidiaries and associates, the gain or loss on disposal is calculated by reference to the net assets at the

date of disposal, including the attributable amount of goodwill which remains unamortised and any relevant reserves, as

appropriate. Any attributable goodwill previously eliminated against consolidated reserves at the time of acquisition is written

back and included in the calculation of the gain or loss on disposal.
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The carrying amount of goodwill, including goodwill remaining eliminated against consolidated reserves, is reviewed

annually and written down for impairment when it is considered necessary. A previously recognised impairment loss for

goodwill is not reversed unless the impairment loss was caused by a specific external event of an exceptional nature that was not

expected to recur, and subsequent external events have occurred which have reversed the effect of that event.

Negative goodwill

Negative goodwill arising on the acquisition of subsidiaries and associates represents the excess of the Group’s share of

the fair values of the identifiable assets and liabilities acquired as at the date of acquisition, over the cost of the acquisition.

To the extent that negative goodwill relates to expectations of future losses and expenses that are identified in the

acquisition plan and that can be measured reliably, but which do not represent identifiable liabilities as at the date of acquisition,

that portion of negative goodwill is recognised as income in the consolidated profit and loss account when the future losses and

expenses are recognised.

To the extent that negative goodwill does not relate to identifiable expected future losses and expenses as at the date of

acquisition, negative goodwill is recognised in the consolidated profit and loss account on a systematic basis over the remaining

average useful life of the acquired depreciable/amortisable assets. The amount of any negative goodwill in excess of the fair

values of the acquired non-monetary assets is recognised as income immediately.

SSAP 30 ‘‘Business combinations’’ was adopted as at 1st August, 2001. Prior to that date, negative goodwill arising on

acquisitions was credited to the consolidated reserves in the year of acquisition. On the adoption of SSAP 30, the Group applied

the transitional provision of SSAP 30 that permitted such negative goodwill to remain credited to the consolidated reserves.

Negative goodwill on acquisitions subsequent to 1st August, 2001 is treated according to the SSAP 30 negative goodwill

accounting policy above.

On disposal of subsidiaries or associates, the gain or loss on disposal is calculated by reference to the net assets at the

date of disposal, including the attributable amount of negative goodwill which has not been recognised in the consolidated profit

and loss account and any relevant reserves as appropriate. Any attributable negative goodwill previously credited to the

consolidated reserves at the time of acquisition is written back and included in the calculation of the gain or loss on disposal.

Related parties

Parties are considered to be related if one party has the ability, directly or indirectly, to control the other party or exercise

significant influence over the other party in making financial and operating decisions. Parties are also considered to be related if

they are subject to common control or common significant influence. Related parties may be individuals or corporate entities.

Impairment of assets

An assessment is made at each balance sheet date of whether there is any indication of impairment of any asset, or

whether there is any indication that an impairment loss previously recognised for an asset in prior years may no longer exist or

may have decreased. If any such indication exists, the asset’s recoverable amount is estimated. An asset’s recoverable amount is

calculated as the higher of the asset’s value in use or its net selling price.

An impairment loss is recognised only if the carrying amount of an asset exceeds its recoverable amount. An impairment

loss is charged to the profit and loss account in the period in which it arises, unless the asset is carried at a revalued amount,

when the impairment loss is accounted for in accordance with the relevant accounting policy for that revalued asset.

A previously recognised impairment loss is reversed only if there has been a change in the estimates used to determine

the recoverable amount of an asset, however not to an amount higher than the carrying amount that would have been determined

(net of any depreciation/amortisation), had no impairment loss been recognised for the asset in prior years. A reversal of an

impairment loss is credited to the profit and loss account in the period in which it arises, unless the asset is carried at a revalued

amount, when the reversal of the impairment loss is accounted for in accordance with the relevant accounting policy for that

revalued asset.
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Fixed assets and depreciation

No depreciation is provided for hotel and investment properties. Other fixed assets are stated at cost less accumulated

depreciation and any impairment losses.

The cost of an asset comprises its purchase price and any directly attributable costs of bringing the asset to its working

condition and location for its intended use. Expenditure incurred after fixed assets have been put into operation, such as repairs

and maintenance, is normally charged to the profit and loss account in the period in which it is incurred. In situations where it

can be clearly demonstrated that the expenditure has resulted in an increase in the future economic benefits expected to be

obtained from the use of the fixed asset, the expenditure is capitalised as an additional cost of that asset.

Depreciation is calculated on the straight-line basis to write off the cost of each asset over its estimated useful life. The

principal annual rates used for this purpose are as follows:

Leasehold land Over the unexpired lease terms

Buildings 2.5% – 5.0%

Leasehold improvements 2.5% – 20.0%

Furniture, fixtures and equipment 5.0% – 20.0%

Motor vehicles 10.0% – 25.0%

Computers 10.0% – 25.0%

Motor vessels 25.0%

Hotel properties are interests in land and buildings and their integral fixed plant which are collectively used in the

operation of hotels, and are stated at cost. It is the Group’s policy to maintain the hotel properties in such condition that their

residual values are not diminished by the passage of time and, therefore, any element of depreciation is insignificant.

Accordingly, the directors consider that it is not necessary for depreciation to be charged in respect of the hotel properties. The

related repairs and maintenance are charged to the profit and loss account in the year in which they are incurred. The costs of

significant improvements are capitalised.

The gain or loss on disposal or retirement of a fixed asset, other than investment properties, recognised in the profit and

loss account is the difference between the net sales proceeds and the carrying amount of the relevant asset.

Investment properties

Investment properties are interests in land and buildings in respect of which construction work and development have

been completed and which are intended to be held on a long term basis for their investment potential, any rental income being

negotiated at arm’s length. Such properties are not depreciated and are stated at their open market values on the basis of annual

professional valuations performed at the end of each financial year. Changes in the values of investment properties are dealt with

as movements in the investment property revaluation reserve. If the total of this reserve is insufficient to cover a deficit, on a

portfolio basis, the excess of the deficit is charged to the profit and loss account. Any subsequent revaluation surplus is credited

to the profit and loss account to the extent of the deficit previously charged.

On disposal of an investment property, the relevant portion of the investment property revaluation reserve realised in

respect of previous valuations is released to the profit and loss account.

Properties under development

Properties under development are stated at cost less any impairment losses. Cost includes the cost of land, construction,

financing and other related expenses.

Completed properties for sale

Completed properties for sale are stated at the lower of cost and net realisable value. Net realisable value is estimated by

the directors based on prevailing market conditions. Cost includes all development expenditure, applicable borrowing costs and

other direct costs attributable to such properties. Cost is determined by apportionment of the total land and building costs

attributable to unsold properties.
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Long term investments

Long term investments in listed and unlisted equity securities, intended to be held for a continuing strategic or long term

purpose, are stated at cost less any impairment losses, on an individual investment basis.

Short term investments

Short term investments are investments in equity securities held for trading purposes. Listed securities are stated at their

fair values on the basis of their quoted market prices at the balance sheet date on an individual investment basis. Unlisted

securities are stated at their estimated fair values, as determined by the directors, on an individual investment basis. The gains or

losses arising from changes in the fair value of a security are credited or charged to the profit and loss account in the period in

which they arise.

Inventories

Inventories are stated at the lower of cost and net realisable value after making due allowance for obsolete or slow-

moving items. Cost for food, beverages, cutlery, linen and supplies used in hotel and restaurant operations is determined on the

first-in, first-out basis. Cost for other inventories is determined on the weighted average basis and comprises materials, direct

labour and an appropriate proportion of all production overheads. Net realisable value is based on estimated selling prices less

any estimated costs to be incurred to completion and disposal.

Provisions

A provision is recognised when a present obligation (legal or constructive) has arisen as a result of a past event and it is

probable that a future outflow of resources will be required to settle the obligation, provided that a reliable estimate can be made

of the amount of the obligation.

When the effect of discounting is material, the amount recognised for a provision is the present value at the balance sheet

date of the future expenditures expected to be required to settle the obligation. The increase in the discounted present value

amount arising from the passage of time is included in finance costs in the profit and loss account.

The premium on bonds redemption represents the excess of the redemption price payable by the Group on the maturity of

the bonds over the respective principal amounts of the bonds. Provision for premium on bonds redemption is made and charged

to the profit and loss account on a systematic basis calculated with reference to the terms of the bond documents.

The provision for premium on loan repayment is made and charged to the profit and loss account in accordance with the

terms of the loan agreements.

Cash and cash equivalents

For the purpose of the consolidated cash flow statement, cash and cash equivalents comprise cash on hand and demand

deposits, and short term highly liquid investments which are readily convertible into known amounts of cash and which are

subject to an insignificant risk of changes in value, and have a short maturity of generally within three months when acquired,

less bank overdrafts which are repayable on demand and form an integral part of the Group’s cash management.

For the purpose of the balance sheet, cash and cash equivalents comprise cash on hand and at banks, including term

deposits, which are not restricted as to use.

Deferred tax

Deferred tax is provided, using the liability method, on all significant timing differences to the extent it is probable that

the liability will crystallise in the foreseeable future. A deferred tax asset is not recognised unless its realisation is assured

beyond reasonable doubt.
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Operating leases

Leases where substantially all the rewards and risks of ownership of assets remain with the lessor are accounted for as

operating leases. Where the Group is the lessor, assets leased by the Group under operating leases are included in non-current

assets and rentals receivable under the operating leases are credited to the profit and loss account on the straight-line basis over

the lease terms. Where the Group is the lessee, rentals payable under the operating leases are charged to the profit and loss

account on the straight-line basis over the lease terms.

Revenue recognition

Revenue is recognised when it is probable that the economic benefits will flow to the Group and when the revenue can be

measured reliably, on the following bases:

(a) from the sale of completed properties developed for sale, upon the establishment of a binding contract in respect

of the sale of properties, or upon the issue of an occupation permit by the Hong Kong Government or a completion

certificate by the relevant government authorities, whichever is later;

(b) from the sale of investment properties, when all the conditions of a sale have been met and the risks and rewards

of ownership have been transferred to the buyer;

(c) rental and property management fee income, in the period in which the properties are let out and on the straight-

line basis over the lease terms;

(d) from hotel and restaurant operations and other related service income, in the period in which such services are

rendered;

(e) interest income, on a time proportion basis taking into account the principal outstanding and the effective interest

rate applicable; and

(f) dividend income, when the shareholders’ right to receive payment has been established.

Borrowing costs

Borrowing costs directly attributable to the acquisition or construction of qualifying assets, i.e. assets that necessarily

take a substantial period of time to get ready for their intended use or sale, are capitalised as part of the cost of those assets. The

capitalisation of such borrowing costs ceases when the assets are substantially ready for their intended use or sale. The

capitalisation rate is based on the weighted average of the attributable borrowing cost of the borrowings. All other borrowing

costs are charged to the profit and loss account in the period in which they are incurred.

Foreign currencies

Foreign currency transactions are recorded at the applicable exchange rates ruling at the transaction dates. Monetary

assets and liabilities denominated in foreign currencies at the balance sheet date are translated at the applicable exchange rates

ruling at that date. Exchange differences are dealt with in the profit and loss account.

On consolidation, the financial statements of overseas subsidiaries and associates are translated into Hong Kong dollars

using the net investment method. The profit and loss accounts of overseas subsidiaries and associates are translated into Hong

Kong dollars at the weighted average exchange rates for the year, and their balance sheets are translated into Hong Kong dollars

at the exchange rates ruling at the balance sheet date. The resulting translation differences are include in the exchange

fluctuation reserve.

For the purpose of the consolidated cash flow statement, the cash flows of overseas subsidiaries are translated into Hong

Kong dollars at the exchange rates ruling at the dates of the cash flows. Frequently recurring cash flows of overseas subsidiaries

which arise throughout the year are translated into Hong Kong dollars at the weighted average exchange rates for the year.
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Prior to the adoption of the revised SSAPs 11 and 15 during the year, as explained in note 3 to the financial statements,

the profit and loss accounts of overseas subsidiaries and associates and the cash flows of overseas subsidiaries were translated

into Hong Kong dollars at the exchange rates ruling at the balance sheet date. The adoption of the revised SSAPs 11 and 15 has

had no significant effect on the financial statements.

Employee benefits

Paid leave carried forward

The Group provides paid annual leave to its employees under their employment contracts on a calendar year basis. Under

certain circumstances, such leave which remains untaken as at the balance sheet date is permitted to be carried forward and

utilised by the respective employees in the following year. An accrual is made at the balance sheet date for the expected future

cost of such paid leave earned during the year by the employees and carried forward.

Employment Ordinance long service payments

Certain of the Group’s employees have completed the required number of years of service to the Group in order to be

eligible for long service payments under the Hong Kong Employment Ordinance in the event of the termination of their

employment. The Group is liable to make such payments in the event that such a termination of employment meets the

circumstances specified in the Hong Kong Employment Ordinance.

A provision is recognised in respect of the probable future long service payments expected to be made. The provision is

based on the best estimate of the probable future payments which have been earned by the employees from their service to the

Group to the balance sheet date.

Retirement benefits

The Group operates funded final salary defined benefit pension schemes (the ‘‘Schemes’’) for those employees who are

eligible to participate in the Scheme. The expected costs of providing pensions under the Schemes are charged to the profit and

loss account over the periods during which the employees provide the related services to the Group.

An actuarial estimate is made annually by a professionally qualified independent actuary, using the projected unit credit

actuarial valuation method, of the present value of the Group’s future defined benefit obligation under the Schemes earned by

the employees as at the balance sheet date (the ‘‘Scheme obligation’’). The assets contributed by the Group to the Schemes (the

‘‘Scheme assets’’) are held separately from the assets of the Group in an independently administered fund, and are valued at their

fair value at the balance sheet date.

The effect of actuarial gains and losses experienced in the estimation of the Scheme obligation and the valuation of the

Scheme assets is initially recorded in the balance sheet and is subsequently recognised in the profit and loss account only when

the net cumulative actuarial gains or losses in the balance sheet exceed 10% of the higher of the Scheme obligation and the fair

value of Scheme assets at the beginning of the period. Such ‘‘excess’’ net cumulative actuarial gains or losses are recognised in

the profit and loss account over the expected average remaining working lives of the employees participating in the Schemes.

The net of the Scheme obligation and the fair value of the Scheme assets at the balance sheet date, together with the

actuarial gains and losses remaining in the balance sheet at that date, is recognised in the balance sheet within non-current assets

or non-current liabilities, as appropriate. If the net amount results in an asset, the amount of the asset is limited to the net total of

any net cumulative actuarial losses remaining in the balance sheet, and the present value of any future refunds from the Schemes

or reductions in future contributions to the Schemes. Movements in the net asset or liability recognised in the balance sheet

during the period, other than those deferred in the balance sheet, are recorded in the profit and loss account for the period.

The amounts of the contributions payable by the Group to the Schemes are determined by the actuary using the projected

unit credit actuarial valuation method.

Prior to the adoption of SSAP 34, the accounting for the Schemes consisted of recording the contributions payable by the

Group under the Schemes as an expense in the profit and loss account for the period, with no amounts being recorded in the

balance sheet. The initial recognition of the transitional net asset under SSAP 34 has resulted in a prior year adjustment as at 1st
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August, 2002 in accordance with the transitional provisions of SSAP 34, with the corresponding entry being credited to

accumulated losses account at that date. Further details of the transitional effects of adopting SSAP 34 are included in the

consolidated statement of changes in equity and in note 9 to the financial statements.

In addition, the Group also operates defined contribution Mandatory Provident Fund retirement benefits schemes (the

‘‘MPF Schemes’’) under the Mandatory Provident Fund Schemes Ordinance and defined contribution retirement schemes (the

‘‘Contribution Schemes’’) for those employees who are eligible to participate in the respective scheme. The assets of the

schemes are held separately from those of the Group in the respective independently administered funds. Contributions to the

MPF Schemes and the Contribution Schemes are made based on a percentage of the employees’ basic salaries and are charged to

the profit and loss account as they become payable in accordance with the rules of the respective scheme. The Group’s employer

contributions vest fully with the employees when contributed into the MPF Schemes, while under the Contribution Schemes,

when an employee leaves the scheme prior to his/her interest in the Group’s contributions vesting fully, the ongoing

contributions payable by the Group may be reduced by the relevant amount of forfeited contributions.

The employees of the Group’s subsidiaries which operate in Mainland China and Vietnam are required to participate in a

central pension scheme operated by the government of the country in which the subsidiaries operate. These subsidiaries are

required to contribute a certain percentage of their payroll costs to the central pension scheme. The contributions are charged to

the profit and loss account as they become payable in accordance with the rules of the respective central pension scheme.

5. SEGMENT INFORMATION

Segment information is presented by way of two segment formats: (i) on a primary segment reporting basis, by business

segment; and (ii) on a secondary segment reporting basis, by geographical segment.

The Group’s operating businesses are structured and managed separately, according to the nature of their operations and the

services they provide. Each of the Group’s business segments represents a strategic business unit that offers services which are subject

to risks and returns that are different from those of the other business segments. Summary details of the business segments are as

follows:

(a) the property development and sales segment engages in property development and sale of properties;

(b) the property investment segment comprises leasing of and sale of investment properties;

(c) the hotel and restaurant operations segment engages in the operation of hotels and restaurants; and

(d) the others segment comprises the Group’s property management services business, which provides property management

and security services to residential, office, industrial and commercial properties.

In determining the Group’s geographical segments, revenues and results are attributed to the segments based on the location of

the customers, and assets are attributed to the segments based on the location of the assets.

Intersegment sales and transfers are transacted with reference to the prevailing market prices.
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(a) Business segments

The following tables present revenue, profit/(loss) and asset, liability and certain expenditure information for the Group’s

business segments.

Group

Property

development

and sales Property investment

Hotel and

restaurant

operations Others Eliminations Consolidated

2003 2002 2003 2002 2003 2002 2003 2002 2003 2002 2003 2002

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Segment revenue:

Sales to external

customers 98,633 5,661 390,232 415,479 400,554 498,972 17,171 14,608 — — 906,590 934,720

Intersegment sales — — 6,062 13,087 3,375 — 17,479 16,522 (26,916) (29,609) — —

Other revenue 449 608 1,291 20,036 146 3,702 6,407 5,244 — — 8,293 29,590

Total 99,082 6,269 397,585 448,602 404,075 502,674 41,057 36,374 (26,916) (29,609) 914,883 964,310

Segment results (11,630) (54,959) 301,351 52,697 52,282 57,447 28,098 (23,124) — — 370,101 32,061

Interest income and

unallocated gains 59,522 103,120

Unallocated expenses (90,402) (62,160)

Impairment of long term

unlisted investments (7,772) (62,400)

Profit from operating

activities — page 60 331,449 10,621

Profit from operating

activities — page 59 331,449 10,621

Finance costs (473,255) (567,748)

Share of profits and losses

of associates (19,661) 4 — — — — — — — — (19,661) 4

Share of profits and losses

of associates —

unallocated 13,916 (232,511)

Amortisation of goodwill

on acquisition of an

associate (26,545) (6,636)

Impairment in value of

goodwill of an

associate — (228,258)

Impairment in value of

associates (32,920) (318,000) — — — — — — — — (32,920) (318,000)

Impairment in value of

associates —

unallocated (3,884) —

Loss on disposal of

associates (73,265) (538,662)

Loss on deemed disposal

of an associate (103,695) —

Loss on disposal of partial

interest in an associate (16,628) — — — — — — — — — (16,628) —

Loss before tax (404,488) (1,881,190)

Tax (28,516) (35,927)

Loss before minority

interests (433,004) (1,917,117)

Minority interests (28,036) (24,391)

Net loss from ordinary

activities attributable

to shareholders (461,040) (1,941,508)
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Property

development

and sales Property investment

Hotel and

restaurant

operations Others Eliminations Consolidated

2003 2002 2003 2002 2003 2002 2003 2002 2003 2002 2003 2002

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Segment assets 13,584 133,586 4,536,778 5,002,010 1,909,967 1,365,339 46,848 54,256 — — 6,507,177 6,555,191

Interests in associates 160,320 882,982 — — — — — — — — 160,320 882,982

Interests in associates —

unallocated 805,760 1,199,393

Other unallocated assets 597,995 676,472

Total assets 8,071,252 9,314,038

Segment liabilities 34,603 27,540 102,257 109,052 55,137 44,016 3,394 13,178 — — 195,391 193,786

Interest-bearing bank and

other borrowings 3,956,832 3,938,317

Provision for premium on

bonds redemption 612,390 600,692

Bonds payable 621,671 740,025

Convertible bonds payable 906,750 965,250

Amount due to an

associate 1,500,040 1,500,040

Other unallocated

liabilities 292,906 258,236

Total liabilities 8,085,980 8,196,346

Other segment

information:

Depreciation — — — 17 21,692 16,027 575 1,746 — — 22,267 17,790

Depreciation —

unallocated 7,852 12,814

30,119 30,604

Capital expenditure 876 7,306 196,302 1,724 587,505 5,039 32 50 — — 784,715 14,119

Capital expenditure —

unallocated 3,994 11,886

788,709 26,005

(Gain)/loss on disposal of

subsidiaries 3,927 2,345 — 294,016 — — (23,157) — — — (19,230) 296,361

Impairment of properties

under development — 44,267 — — — — — — — — — 44,267

(b) Geographical segments

The following tables present revenue, certain asset and expenditure information for the Group’s geographical segments.

Group

Hong Kong Mainland of China Vietnam Other locations Consolidated

2003 2002 2003 2002 2003 2002 2003 2002 2003 2002

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Segment revenue:

Sales to external

customers 762,556 790,599 100 — 143,934 144,121 — — 906,590 934,720

Other revenue 3,033 24,438 4,960 4,348 226 644 74 160 8,293 29,590

Total 765,589 815,037 5,060 4,348 144,160 144,765 74 160 914,883 964,310

Other segment

information:

Segment assets 6,132,998 6,120,052 7,163 38,757 366,766 388,546 250 7,836 6,507,177 6,555,191

Capital

expenditure 785,304 22,203 13 30 3,392 3,772 — — 788,709 26,005
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6. RELATED PARTY TRANSACTIONS

In addition to the related party transactions and balances detailed elsewhere in the financial statements, the Group had the

following material transactions with related parties during the year.

Group

2003 2002

Notes HK$’000 HK$’000

Interest income from associates (i) 32,067 87,768

Interest expenses to GPEL (note 19) (ii) 66,289 75,002

Rental income from a related company (iii) 6,106 10,344

Rental expenses to an associate (iv) — 48,333

Notes:

(i) The interest income from associates arose from advances made thereto. Interest was charged at the prevailing market

rates.

(ii) The terms of the interest paid or payable to GPEL are detailed in note 19 to the financial statements.

(iii) Rental income was received from a subsidiary of the Company’s controlling shareholder, and was based on terms stated

in the lease agreement.

(iv) The rental expenses were paid to an associate and were based on terms stated in the lease agreement.

7. TURNOVER

Turnover comprises the proceeds from the sale of properties, rental income, and income from hotel, restaurant and other

operations. Revenue from the following activities has been included in turnover:

Group

2003 2002

HK$’000 HK$’000

Sale of properties 98,633 5,661

Property rentals 390,232 415,479

Hotel, restaurant and other operations 417,725 513,580

906,590 934,720
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8. PROFIT FROM OPERATING ACTIVITIES

The Group’s profit from operating activities is arrived at after charging/(crediting):

Group

2003 2002

Notes HK$’000 HK$’000

Auditors’ remuneration 2,178 2,190

Depreciation 15 30,119 30,604

Staff costs:

Wages and salaries (including directors’ remuneration — note 11) 216,189 232,021

Pension scheme contributions (defined contribution schemes) 8,675 6,616

Less: Forfeited contributions (38) (176)

Net pension scheme contributions* 8,637 6,440

Pension scheme cost (defined benefit schemes)# (569) 1,806

224,257 240,267

(Gain)/loss on disposal of fixed assets (5,886) 1,582

Loss on disposal of properties under development 217 —

Loss on disposal of long term unlisted investments — 90

Unrealised (gain)/loss of short term investments (438) 2,360

Gain on disposal of short term investment (34) —

(Write back of)/provisions for contingent losses in respect of profit guarantees (3,963) 6,498

Provision for doubtful debts — 4,220

(Recovery of)/write off bad debts (14,045) 3,075

Minimum lease payments under operating leases in respect of land and

buildings 5,135 51,865

Foreign exchange (gains)/losses, net 118 (1,285)

Rental income (390,232) (415,479)

Less: Outgoings 65,769 66,293

Net rental income (324,463) (349,186)

Interest income from bank deposits (1,868) (3,810)

Other interest income (34,580) (95,357)

Dividend income from a long term unlisted investment (100) —

Gain on repurchase of bonds payable (9,041) —

Write back of contingent loss in respect of a guarantee given to a bank — (71,720)

* At 31st July, 2003, no forfeited contributions from the Contribution Schemes were available to the Group to reduce its

contributions to the Contribution Schemes in future years (2002 : Nil).

# The comparative pension scheme cost amount for the year ended 31st July, 2002 was calculated using the previous

accounting policy applied before SSAP 34 was adopted during the current year, and so is not directly comparable with the

amount for the current year. The current and previous accounting policies are explained under the heading ‘‘Employee

benefits: Retirement benefits’’ in note 4 to the financial statements.

9. PENSION SCHEME ASSETS

(a) SSAP 34 was adopted during the current year, as further explained in note 3 and under the heading ‘‘Employee benefits:

Retirement benefits’’ in note 4 to the financial statements. In accordance with the transitional provisions of SSAP 34, the

Group’s net pension assets of HK$13,932,000, under SSAP 34, was recognised in the consolidated balance sheet as at 1st

August, 2002 (note (b) below), with the corresponding entry being an equivalent credit to accumulated losses at that date,

as detailed in the consolidated statement of changes in equity. Under the Group’s previous accounting policy for the

pension schemes, no amounts were recognised in the consolidated balance sheet.
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The net pension scheme cost charged to the consolidated profit and loss account for the year under SSAP 34 amounted to

HK$569,000 (notes (b) and (d) below). Under the previous accounting policy, the profit and loss account charge for the

pension schemes comprised the contributions payable to the schemes for the year (note 8).

SSAP 34 does not require the 2002 comparative consolidated balance sheet or consolidated profit and loss account to be

restated under the new accounting policy, therefore no comparative amounts for the information are disclosed below.

(b) The movements in the Group’s net pension scheme assets in the balance sheets during the year were as follows:

2003

Notes HK$’000

At beginning of period:

As previously reported —

Prior year adjustment 13,932

As restated 13,932

Acquisition of subsidiaries 35(b) 3,701

Contributions paid to the pension scheme 96

Net pension scheme cost recognised in the profit and loss account 8 569

At 31st July, 2003 9(c) 18,298

(c) The components of the pension scheme net assets as at the balance sheet date, were as follows:

2003

Note HK$’000

Present value of defined benefit obligation (16,201)

Fair value of scheme assets 28,739

12,538

Net cumulative actuarial losses remaining in the balance sheet 5,760

Net asset recognised 9(b) 18,298

(d) The components of the Group’s net pension scheme cost recognised in the consolidated profit and loss account for the

year, together with the actual return on the scheme assets for the year, were as follows:

2003

Note HK$’000

Current service cost (119)

Interest cost on defined benefit obligation (73)

Expected return on pension scheme assets 761

9(b) 569

Actual return on scheme assets 739

The above amount of the Group’s net pension scheme cost was included in administrative expenses on the face of the

consolidated profit and loss account.
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(e) The principal actuarial assumptions used in determining the Group’s net pension scheme assets as at the balance sheet

date, were as follows:

2003

%

Discount rate 4.5 – 5.0

Expected rate of return on pension scheme assets 5.0 – 7.0

Future salary increases 3.5 – 5.0

(f) In addition to the above disclosures, the following further information is provided pursuant to the requirements of the

Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the ‘‘Listing Rules’’). The

actuarial valuations of the Group’s pension schemes as at 31st March, 2003 were performed by Watson Wyatt Hong Kong

Limited, a member of the Actuarial Society of Hong Kong, using the valuation method detailed under the heading

‘‘Employee benefits: Retirement benefits’’ in note 4 to the financial statements.

As at 31st March, 2003, the level of funding of one pension scheme was 6.9%, as calculated under the projected unit

credit actuarial valuation method used to calculate the amounts disclosed above. For another pension scheme, no funding

is required, based on the actuarial estimate, as a material surplus was noted. The actuary has confirmed to the directors

that there is no material difference on the assumptions used in the preparation of the above actuarial reports between the

date of 31st March, 2003 and 31st July, 2003.

10. FINANCE COSTS

Group

2003 2002

HK$’000 HK$’000

Interest on bank and other borrowings wholly repayable within five years 215,357 252,541

Interest on amount due to GPEL (note 19) 66,289 75,002

Interest on bonds payable 38,041 37,005

Interest on convertible bonds payable 46,922 38,505

Total interest expenses 366,609 403,053

Less: Interest capitalised in properties under development — (33,042)

366,609 370,011

Other finance costs:

Provision for premium on bonds redemption 41,893 127,547

Provision for premium on loan repayment 21,042 35,000

Bank charges and refinancing charges 43,711 35,190

473,255 567,748
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11. DIRECTORS’ AND EMPLOYEES’ REMUNERATION

(a) Directors’ remuneration

Directors’ remuneration disclosed pursuant to the Listing Rules and Section 161 of the Companies Ordinance is as

follows:

Group

2003 2002

HK$’000 HK$’000

Fees 260 260

Other emoluments:

Salaries, allowances and benefits in kind 21,462 25,225

Pension scheme contributions (defined contribution schemes) 319 369

22,041 25,854

Fees include HK$260,000 (2002 : HK$260,000) payable to the independent non-executive directors. There were no other

emoluments payable to the independent non-executive directors during the year (2002 : Nil).

The number of the directors whose remuneration fell within the following bands is as follows:

Number of directors

2003 2002

Nil to HK$1,000,000 7 7

HK$1,000,001 to HK$1,500,000 — 1

HK$2,000,001 to HK$2,500,000 — 1

HK$3,000,001 to HK$3,500,000 2 —

HK$3,500,001 to HK$4,000,000 — 2

HK$14,000,001 to HK$14,500,000 1 —

HK$14,500,001 to HK$15,000,000 — 1

10 12

There was no arrangement under which a director waived or agreed to waive any remuneration during the year.

(b) Employees’ remuneration

The five highest paid employees during the year included three (2002 : four) directors, details of whose remuneration are

set out in note 11(a) above. Details of the remuneration of the remaining two (2002 : one) non-director, highest paid employees

are as follows:

Group

2003 2002

HK$’000 HK$’000

Salaries, allowances and benefits in kind 5,158 3,360

Pension scheme contributions (defined contribution schemes) 258 168

5,416 3,528
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The remuneration of the highest paid non-director, employees fell within the following bands:

Number of employees

2003 2002

HK$2,000,001 to HK$2,500,000 1 —

HK$3,000,001 to HK$3,500,000 1 —

HK$3,500,001 to HK$4,000,000 — 1

2 1

12. TAX

Hong Kong profits tax has been provided at the rate of 17.5% (2002 : 16%) on the estimated assessable profits arising in Hong

Kong during the year.

Taxes on profits assessable elsewhere have been calculated at the rates of tax prevailing in the places in which the Group

operates, based on existing legislation, interpretations and practices in respect thereof.

Group

2003 2002

HK$’000 HK$’000

Provision for tax for the year:

Hong Kong 31,027 35,408

Outside Hong Kong 6 —

Deferred tax (note 32) (380) —

30,653 35,408

Prior year overprovision:

Hong Kong (541) (157)

Share of tax attributable to associates:

Hong Kong (1,596) 766

Outside Hong Kong — (90)

(1,596) 676

Tax charge for the year 28,516 35,927

13. NET LOSS FROM ORDINARY ACTIVITIES ATTRIBUTABLE TO SHAREHOLDERS

The net loss from ordinary activities attributable to shareholders for the year ended 31st July, 2003 dealt with in the financial

statements of the Company, was HK$427,490,000 (2002 : HK$2,900,888,000).

14. LOSS PER SHARE

The calculation of basic loss per share is based on the net loss from ordinary activities attributable to shareholders for the year of

HK$461,040,000 (2002 : HK$1,941,508,000) and the weighted average number of 3,746,002,000 (2002 : 3,746,002,000) ordinary

shares in issue during the year.

Diluted loss per share amounts for the years ended 31st July, 2003 and 2002 have not been disclosed, as the potential ordinary

shares of the Group outstanding during these years had an anti-dilutive effect on the basic loss per share for these years.
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15. FIXED ASSETS

Group

1st August,

2002 Additions

Acquisition

of

subsidiaries

(note 35(b)) Disposals

Disposal of

subsidiaries

(note 35(c))

Exchange

realignments

31st July,

2003

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Cost:

Hotel properties 1,735,750 — 519,262 — — (47) 2,254,965

Leasehold land and

buildings 59,371 — — (1,886) (18,085) — 39,400

Leasehold

improvements 38,396 21,112 — (254) (47) — 59,207

Furniture, fixtures and

equipment 353,935 10,625 35,877 (18,243) (30,683) (4) 351,507

Motor vehicles 25,839 2,876 42 (3,300) (2,724) — 22,733

Computers 9,832 933 569 — — — 11,334

Motor vessels 32,574 235 — — — — 32,809

2,255,697 35,781 555,750 (23,683) (51,539) (51) 2,771,955

Accumulated

depreciation and

impairment:

Hotel properties 611,987 — — — — — 611,987

Leasehold land and

buildings 28,114 1,039 — (443) (17,776) — 10,934

Leasehold

improvements 33,461 4,943 — (7) — — 38,397

Furniture, fixtures and

equipment 230,754 19,651 — (17,676) (15,067) — 217,662

Motor vehicles 17,407 3,334 — (3,300) (2,302) — 15,139

Computers 6,457 1,092 — — — — 7,549

Motor vessels 32,574 60 — — — — 32,634

960,754 30,119 — (21,426) (35,145) — 934,302

Net book value 1,294,943 1,837,653

Certain land and buildings, hotel properties and equipments of the Group with carrying amounts of HK$1,468,393,000

(2002 : HK$930,657,000) were pledged to banks to secure banking facilities granted to the Group.

The Group’s land and buildings and hotel properties included above are held under the following lease terms:

Hong Kong Elsewhere Total

HK$’000 HK$’000 HK$’000

At cost:

Medium term leases 1,721,425 542,187 2,263,612

Long term leases 30,753 — 30,753

1,752,178 542,187 2,294,365

APPENDIX I FINANCIAL INFORMATION

— 96 —



Company

1st August,

2002 Additions Disposals

31st July,

2003

HK$’000 HK$’000 HK$’000 HK$’000

Cost:

Leasehold land and buildings 10,532 — (1,885) 8,647

Leasehold improvements 17,775 807 (255) 18,327

Furniture, fixtures and equipment 47,877 591 (15,631) 32,837

Motor vehicles 17,205 2,248 (2,850) 16,603

Computers 691 20 — 711

94,080 3,666 (20,621) 77,125

Accumulated depreciation:

Leasehold land and buildings 5,013 346 (377) 4,982

Leasehold improvements 14,549 1,887 (71) 16,365

Furniture, fixtures and equipment 43,878 1,319 (15,628) 29,569

Motor vehicles 12,013 2,675 (2,850) 11,838

Computers 466 125 — 591

75,919 6,352 (18,926) 63,345

Net book value 18,161 13,780

The Company’s leasehold land and buildings are situated in Hong Kong and are held under medium term leases.

In the prior year, certain land and buildings of the Company with carrying amounts of HK$1,508,000 were pledged to

banks to secured banking facilities granted to the Group. Such land and buildings was disposed of during the year.

16. INVESTMENT PROPERTIES

Group Company

2003 2002 2003 2002

HK$’000 HK$’000 HK$’000 HK$’000

At beginning of year, at valuation 4,987,860 6,224,870 2,488,500 2,824,000

Additions, at cost 2,052 1,724 1,583 1,628

Arising on acquisition of subsidiaries (note 35(b)) 194,250 — — —

Arising on disposal of subsidiaries (note 35(c)) — (580,096) — —

Deficit on revaluation (680,752) (658,638) (348,383) (337,128)

At end of year, at valuation 4,503,410 4,987,860 2,141,700 2,488,500

The Group’s investment properties are situated in Hong Kong and are held under the following lease terms:

Group Company

2003 2002 2003 2002

HK$’000 HK$’000 HK$’000 HK$’000

Long term leases 890,000 1,037,000 — —

Medium term leases 3,613,410 3,950,860 2,141,700 2,488,500

4,503,410 4,987,860 2,141,700 2,488,500

At 31st July, 2003, the investment properties were revalued by Chesterton Petty Limited, independent chartered surveyors, on an

open market value basis.
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All investment properties of the Group and the Company were leased to third parties under operating leases, further summary

details of which are included in note 38(a) to the financial statements.

Certain investment properties of the Group and the Company with carrying amounts of HK$4,496,700,000 (2002 :

HK$4,980,500,000) and HK$2,141,700,000 (2002 : HK$2,488,500,000), respectively, were pledged to banks to secure banking

facilities granted to the Group.

17. PROPERTIES UNDER DEVELOPMENT

Group Company

2003 2002 2003 2002

HK$’000 HK$’000 HK$’000 HK$’000

At beginning of year, at cost less impairment losses 116,592 160,754 — 19,389

Interest capitalised, net — 33,042 — 832

Other additions, at cost 876 7,306 — 147

Revenue generated from properties under development — (235) — (180)

Disposals (95,517) — — (20,188)

Arising on disposal of a subsidiary (note 35(c)) (20,551) (40,008) — —

Impairment provided for during the year — (44,267) — —

At end of year, at cost less impairment losses 1,400 116,592 — —

The properties under development of the Group are held under medium term leases and are situated in Hong Kong.

As at 31st July, 2003, properties under development are stated at cost. In the prior year, properties under development which

were carried at net realisable value amounted to HK$95,000,000.

In the prior year, a property under development of the Group with carrying amount of HK$75,000,000 was pledged to a bank to

secure banking facilities granted to the Group. In the current year, the charge on the property under development was released upon

partial repayment of the corresponding banking facilities.

Last year’s impairment of properties under development arose from the directors’ assessment of the estimated realisable value of

the properties with reference to the quotation from an independent third party.

18. INTERESTS IN SUBSIDIARIES

Company

2003 2002

HK$’000 HK$’000

Unlisted shares, at cost 1,850,772 1,174,064

Amounts due from subsidiaries 5,470,154 5,288,338

Amounts due to subsidiaries (5,379,592) (4,175,158)

1,941,334 2,287,244

Provision for impairment (3,184,886) (3,676,085)

(1,243,552) (1,388,841)
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Particulars of the principal subsidiaries are as follows:

Name

Place of

incorporation/

registration and

operations

Nominal value

of issued/

registered

capital

Class of

shares held

Percentage of equity

interest attributable

to the Company Principal

activitiesDirect Indirect

Chains Caravelle Hotel

Joint Venture

Company Limited

Vietnam US$16,326,000 * — 26.01 Hotel operations

Diamond String Limited Hong Kong HK$10,000 Ordinary — 65.00 Hotel and

restaurant

operations

Fordspace Development

Limited

Hong Kong HK$2 Ordinary 100.00 — Investment holding

Fortune Sign Venture

Inc.

British Virgin

Islands/

Hong Kong

US$10 Ordinary 100.00 — Investment holding

Furama Hotel

Enterprises Limited

Hong Kong HK$102,880,454 Ordinary — 100.00 Investment holding

Gilroy Company

Limited

Hong Kong HK$10,000 Ordinary 100.00 — Property

investment

Indochina Beach Hotel

Joint Venture

Vietnam US$10,800,000 * — 62.63 Hotel operations

Infoway Limited Hong Kong HK$2 Ordinary 100.00 — Investment holding

Kolot Property Services

Limited

Hong Kong HK$2 Ordinary 100.00 — Property

management

Lai Sun International

Finance (Cayman

Islands) Limited

Cayman Islands/

Hong Kong

US$2 Ordinary 100.00 — Bond issue

Lai Sun International

Finance (1997)

Limited

Cayman Islands/

Hong Kong

US$2 Ordinary 100.00 — Bond issue

Lai Sun Real Estate

Agency Limited

Hong Kong HK$2 Ordinary 100.00 — Property

management

and real estate

agency

Linkbest Development

Limited

Hong Kong HK$2 Ordinary 100.00 — Property

development

Lucky Strike Investment

Limited

Hong Kong HK$10,000 Ordinary 100.00 — Property

investment

Majestic Hotel

Enterprises Limited

Hong Kong HK$2 Ordinary — 100.00 Hotel and

restaurant

operations
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Name

Place of

incorporation/

registration and

operations

Nominal value

of issued/

registered

capital

Class of

shares held

Percentage of equity

interest attributable

to the Company Principal

activitiesDirect Indirect

Majestic Centre Limited Hong Kong HK$2 Ordinary — 100.00 Property

investment

Peakflow Profits

Limited

British Virgin

Islands/

Hong Kong

US$1 Ordinary 100.00 — Investment holding

Transformation

International Limited

British Virgin

Islands/

Hong Kong

US$1 Ordinary 100.00 — Investment holding

Vutana Trading

Investment (No. 2)

Limited

British Virgin

Islands/

Hong Kong

US$1 Ordinary — 100.00 Investment holding

Winpower Holdings

Limited

Hong Kong HK$2 Ordinary — 100.00 Property

development

* These subsidiaries have registered rather than issued share capital.

The above table lists the subsidiaries of the Company which, in the opinion of the directors, principally affected the results for

the year or formed a substantial portion of the assets or liabilities of the Group. To give details of other subsidiaries would, in the

opinion of the directors, result in particulars of excessive length.

The Group’s entire equity interest in Peakflow Profits Limited (‘‘Peakflow’’) was pledged to Grand Design Development

Limited (‘‘Grand Design’’), to secure a loan facility granted to the Group. Shares of certain other subsidiaries held by the Group were

also pledged to banks to secure banking facilities granted to the Group.

On 24th June, 2003, Basingstoke International Limited (‘‘Basingstoke), a wholly-owned subsidiary of the Company, entered into

an agreement with Lai Fung Company Limited (‘‘LFC’’), a wholly-owned subsidiary of Lai Fung Holdings Limited (‘‘Lai Fung’’),

pursuant to which Basingstoke agreed to sell and LFC agreed to purchase the entire issued share capital of Preparis Company Limited

(‘‘Preparis’’), a then wholly-owned subsidiary of Basingstoke, for a total consideration of HK$2,300,000. The assets of Preparis are the

corporate debentures issued by Clearwater Bay Golf & Country Club. The transaction was completed on 25th June, 2003. As Lai Sun

Garment International Limited (‘‘LSG’’), a substantial shareholder of the Company, held a 42.25% interest in the Company and a

46.04% interest in Lai Fung at the time of the transaction, the transaction constituted a related party and a connected transaction for the

Group as defined under SSAP 20 and the Listing Rules, respectively.

On 18th December, 1997, a sale and purchase agreement (the ‘‘Majestic Agreement’’) was entered into between Furama and

certain independent third parties (the ‘‘Majestic Purchasers’’) pursuant to which Furama agreed to sell the entire issued share capital of

Fortune Sign Venture Inc. (‘‘Fortune Sign’’), a then wholly-owned subsidiary of Furama, and to assign the shareholder’s loan due from

Fortune Sign to the Majestic Purchasers for a total consideration of HK$2,030 million. The major assets held by Fortune Sign are two

properties, namely the Majestic Hotel and the Majestic Centre (collectively the ‘‘Majestic Properties’’), which are situated in Hong

Kong. The transaction was satisfied by cash of HK$930 million and a note of HK$1,100 million (the ‘‘Note Receivable’’) (note 21).

In accordance with the terms of the Majestic Agreement, the Note Receivable was interest-free and secured by a charge over the

Majestic Properties.

Upon the completion of the Majestic Agreement (the ‘‘Completion’’), Furama entered into an option deed (the ‘‘Option Deed’’)

with the Majestic Purchasers, pursuant to which Furama granted a share put option and a loan put option (together referred to as the

‘‘Put Options’’) to the Majestic Purchasers to require Furama to repurchase the entire issued share capital of Fortune Sign and the

related shareholders’ loan owing from Fortune Sign, respectively, at a total consideration of approximately HK$1,936 million.
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On 18th December, 1998, a supplemental deed was entered into by the Company, Furama and the Majestic Purchasers, pursuant

to which the Company agreed to perform all of the obligations of Furama set out in the Option Deed jointly and severally with Furama

and to be bound by all of the relevant provisions in the Option Deed.

Each of the Put Options was for a term of approximately three years commencing from the date of the Completion and expiring

on 28th February, 2001 (both dates inclusive) (the ‘‘Option Period’’). On 27th February, 2001, another supplemental deed was entered

into by the Company, Furama and the Majestic Purchasers whereby, inter alia, the Option Period was extended to 30th December, 2002

from 28th February, 2001 and the total consideration under the Put Options was adjusted to HK$1,656 million from the original amount

of approximately HK$1,936 million, in consideration of a payment of a sum of HK$280 million (‘‘Prepayment’’) (note 22) made by

Furama to the Majestic Purchasers on 28th February, 2001.

Upon the exercise of the Put Options by the Majestic Purchasers, Furama would be entitled to set off the outstanding principal

amount of the Note Receivable against the total consideration payable to the Majestic Purchasers.

On 29th November 2002, the Majestic Purchasers exercised the Put Options. The consideration of HK$1,656 million was settled

by cash of HK$556 million and the cancellation of the Note Receivable of HK$1,100 million. On the same date, Fortune Sign became a

wholly-owned subsidiary of the Company.

19. INTERESTS IN ASSOCIATES

Group Company

2003 2002 2003 2002

HK$’000 HK$’000 HK$’000 HK$’000

Shares listed in Hong Kong, at cost — — 1,803,163 1,803,163

Unlisted shares, at cost — — 18,134 18,134

Share of net assets 419,670 266,490 — —

Goodwill on acquisition, net of amortisation and

impairment — 296,000 — —

419,670 562,490 1,821,297 1,821,297

Amounts due from associates 836,640 2,108,129 333,925 332,090

Amounts due to associates (1,503,728) (1,520,546) (3) (7,582)

(247,418) 1,150,073 2,155,219 2,145,805

Provision for impairment (286,542) (567,738) (1,212,126) (1,173,053)

(533,960) 582,335 943,093 972,752

Amount due to an associate classified as a current

liability 1,500,040 1,500,040 — —

966,080 2,082,375 943,093 972,752

Market value of listed shares at the balance sheet date 59,958 114,205 53,368 101,653

The amounts due from associates are unsecured, interest-free and have no fixed terms of repayment except for last year’s amount

due from associates of HK$1,153,485,000 which was interest-bearing at the then prevailing market rates.

The amounts due to associates are unsecured, interest-free and have no fixed terms of repayment except for an amount of

HK$1,500,040,000 due to GPEL as further detailed below.

As at 31st July, 2003, Furama Hotel Enterprises Limited (‘‘Furama’’), a wholly-owned subsidiary of the Company, owed a debt

of HK$1,500,040,000 (the ‘‘Debt’’) to GPEL, a wholly-owned subsidiary of eSun. Pursuant to an intercompany debt deed (the ‘‘Debt

Deed’’) entered into by the Company, eSun, Furama and GPEL on 30th June, 2000, the Debt bears interest at 5% per annum and the
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settlement date of the Debt was the earlier of 31st December, 2002, or the day on which the Exchangeable Bonds (note 30) and the

Convertible Bonds (note 31) are repaid in full. The Debt was not repaid on 31st December, 2002 and remained outstanding as at 31st

July, 2003. Details of the security provided to eSun in respect of the Debt are included in note 30 to the financial statements.

Impairment in value of associates arose from the directors’ assessment of the estimated realisable value of the property

development project carried out by the associates with reference to the then prevailing market conditions.

The amount of the goodwill, capitalised as an asset, arising from the acquisition of interest in an associate is as follows:

Group

2003

HK$’000

Cost:

At beginning of year 530,894

Disposal of an associate (530,894)

At 31st July, 2003 —

Accumulated amortisation and impairment:

At beginning of year 234,894

Amortisation provided during the year 26,545

Disposal of an associate (261,439)

At 31st July, 2003 —

Net book value:

At 31st July, 2003 —

At 31st July, 2002 296,000

Particulars of the principal associates are as follows:

Name

Business

structure

Place of

incorporation/

registration and

operations

Class of

shares held

Percentage of

capital held Principal activities

Bushell Limited Corporate Hong Kong Ordinary 50.00 Property

development

East Asia Entertainment

Limited

Corporate Hong Kong Ordinary 42.54 Entertainment

activity

production

East Asia Satellite Television

Limited

Corporate Hong Kong Ordinary 42.54 Programme

production,

distribution and

broadcasting

East Asia — Televisão Por

Satélite, Limitada#

Corporate Macau Quota 42.54 Programme

production,

distribution and

broadcasting

eSun Holdings Limited Corporate Bermuda/

Hong Kong

Ordinary 42.54 Investment holding
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Name

Business

structure

Place of

incorporation/

registration and

operations

Class of

shares held

Percentage of

capital held Principal activities

Kippford Enterprises Limited# Corporate Hong Kong Ordinary 50.00 Property

development

Omicron International Limited Corporate British Virgin

Islands/

Hong Kong

Ordinary 43.50 Investment holding

# Not audited by Ernst & Young Hong Kong or any other Ernst & Young International member firms.

The above table lists the associates of the Group which, in the opinion of the directors, principally affected the results for the

year or formed a substantial portion of the net assets of the Group. To give details of other associates would, in the opinion of the

directors, result in particulars of excessive length.

The entire shareholding of an associate held by the Group has been pledged to secure a loan facility granted to the Group.

During the year, the Group disposed of certain of its interests in associates as further detailed below:

(i) On 8th November, 2002, two of the Company’s wholly-owned subsidiaries, Fordspace Development Limited (‘‘FDL’’)

and Infoway Limited (‘‘IFL’’), the Company and Dragon Goodwill International Limited (‘‘DGI’’), owned as to 80% by

Mr. Chan Wing Kee, the chief executive officer of Asia Television Limited (‘‘ATV’’), entered in to an agreement (the

‘‘DGI agreement’’). Pursuant to the DGI agreement, the Company agreed to sell and DGI agreed to purchase, for an

aggregate consideration of HK$360,000,000, a 32.75% equity interest in ATV, beneficially owned by FDL and IFL, and

the 100% equity interest in Houseman International Limited (‘‘HIL’’) (as further mentioned below), which owned a 50%

equity interest in HKATV.com Limited (the ‘‘ATV Transaction’’). On the same date, the Company entered into an

agreement (the ‘‘eSun Agreement’’) to acquire from eSun the 100% equity interest it held in HIL for a consideration of

HK$46,080,000 (the ‘‘HIL Transaction’’).

On 14th May, 2003, FDL, IFL, the Company and DGI entered into a supplemental agreement pursuant to which the

consideration of the ATV Transaction was reduced from HK$360,000,000 to HK$230,000,000. On the same date, eSun

and the Company entered into a supplemental agreement pursuant to which the consideration of the HIL Transaction was

reduced to HK$33,580,000.

The ATV transaction constituted a major transaction of the Group under the Listing Rules and was approved by the

shareholders of the Company at its extraordinary general meeting on 30th June, 2003. Such transaction was also approved

by the Exchangeable Bondholders and the Convertible Bondholders at their respective meetings held on 18th July, 2003.

The above transactions were completed on 25th July, 2003.

(ii) On 21st March, 2003, Peakflow, a wholly-owned subsidiary of the Company, entered into an agreement (the ‘‘Bayshore

Agreement’’) with Grand Design, pursuant to which the indebtedness owing by Peakflow to Grand Design was reduced

by HK$463,334,000 (including premium on loan repayment of HK$46,667,000) after a transfer to Grand Design by the

Group of its 20% equity interest in Bayshore Development Group Limited (‘‘Bayshore’’), together with an assignment to

Grand Design HK$600,000,000 worth of shareholders’ loans plus accrued interest owing by Bayshore to the Group. The

major asset of Bayshore is the site at 1 Connaught Road, Central, Hong Kong for which a building is currently under

construction. After the completion of the Bayshore Agreement, the Group continues to hold a 10% interest in Bayshore,

accordingly the carrying value of the interest and the related amount due by Bayshore to the Group are reclassified and

included in the Group’s balance sheet as a long term investment.
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Included in the Group’s share of net assets of associates is the share of net assets of eSun which, in the opinion of the directors,

is material in the context of the Group’s financial statements. Details of the consolidated net assets of eSun and its subsidiaries

(collectively the ‘‘eSun Group’’) are set out below:

eSun Group*

As at

30th June,

2003

HK$’000

Non-current assets 1,867,712

Current assets 66,934

Current liabilities (109,561)

Non-current liabilities (60)

Minority interests (206)

1,824,819

Contingent liabilities

Guarantees given to the Company in connection with

the disposal of an associate to the Company in prior years 25,000

Six months

ended

30th June,

2003

HK$’000

Turnover 49,755

Loss before tax (46,713)

Tax (8)

Net loss from ordinary activities attributable to shareholders (46,721)

* Since eSun’s financial year end date is 31st December, the above amounts have been extracted from the published unaudited

interim report of eSun for the six months ended 30th June, 2003.

Included in the Group’s interests in associates as at 31st July, 2003 is the Group’s share of net assets of the eSun Group of

HK$805,452,000.

As at 30th June, 2003, the Debt plus any accrued interest due by the Group to the eSun Group remained outstanding and overdue.

The directors of the Company are of the opinion that pending the outcome of the Debt Restructuring Plan of the Group as further

explained in note 2 to the financial statements, at this stage it is uncertain as to the extent of the possible recovery by the eSun Group in

respect of the Debt.

As at 30th June, 2003, the film rights held by the eSun Group amounted to HK$112,952,000 which represented all rights, titles

and interests in 96 films (the ‘‘96 Film Rights’’) valued at HK$93,449,000 and the television rights to another 20 films for a period of

10.5 years (the ‘‘20 Film Rights’’) valued at HK$19,503,000. The directors of eSun had engaged an independent third party (the

‘‘Valuer’’) to perform a valuation (the ‘‘Valuation’’) on the 96 Film Rights as at 31st December, 2002. Having regard to the Valuation,

which reported that the fair value of the 96 Film Rights as at 31st December, 2002 was above their costs as stated in the eSun Group’s

consolidated financial statements and having regard to the current market conditions, the directors of eSun are of the opinion that there

is no impairment in the film rights held by the eSun Group as at 30th June, 2003.

The auditors of eSun issued a disclaimer opinion on the financial statements of the eSun Group for the year ended 31st

December, 2002. In their report, the auditors stated that (i) they were unable to obtain sufficient reliable information to satisfy

themselves as to the recoverability of the Debt and (ii) they had been unable to carry out the auditing procedures required by the

Statement of Auditing Standards 520 ‘‘Using the Work of an Expert’’, to satisfy themselves as to (i) the competence and objectivity of
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the Valuer; and (ii) the adequacy of the scope of the Valuer’s work, with regard to the 96 Film Rights. The auditors also stated that they

had been unable to obtain sufficient reliable information or carry out alternative auditing procedures to satisfy themselves as to the

assessment made by eSun’s directors, in connection with the carrying amount of the 20 Film Rights.

20. LONG TERM INVESTMENTS

Group Company

2003 2002 2003 2002

HK$’000 HK$’000 HK$’000 HK$’000

Unlisted equity investments, at cost 174,565 177,110 8,101 8,101

Advances to investees 590,765 291,305 244,618 290,021

765,330 468,415 252,719 298,122

Provision for impairment (407,539) (294,884) (151,000) (148,000)

357,791 173,531 101,719 150,122

Impairment of long term unlisted investments arose from the directors’ assessment of the estimated realisable value of the

property development projects carried out by the investees with reference to the prevailing market conditions.

The entire shareholdings of and advances to Bayshore, with an aggregate carrying value of HK$235,208,000, have been pledged

to Grand Design to secure a loan facility granted to the Group.

21. LONG TERM NOTE RECEIVABLE

Group

2003 2002

HK$’000 HK$’000

Note receivable — 1,100,000

Provision for impairment — (1,100,000)

— —

The Note Receivable represented the sales proceeds receivable from the disposal of Fortune Sign. Provision for impairment of

the full amount had been made in the prior year. During the year, the Note Receivable was applied by the Group to offset the

consideration payable for the re-purchase of Fortune Sign upon the exercise of the Put Options by the Majestic Purchasers as further

detailed in note 18 to the financial statements.

22. LONG TERM PREPAYMENT

Group

2003 2002

HK$’000 HK$’000

Prepayment — 280,000

Provision for impairment — (86,000)

— 194,000

The carrying value of Prepayment was treated as part of the investment cost in Fortune Sign upon the exercise of the Put Options

by the Majestic Purchasers as detailed in notes 18 and 35(b) to the financial statements.
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23. CASH AND CASH EQUIVALENTS AND PLEDGED BANK BALANCES AND TIME DEPOSITS

Group Company

2003 2002 2003 2002

HK$’000 HK$’000 HK$’000 HK$’000

Cash and bank balances 113,459 68,236 66,769 13,454

Time deposits 117,858 263,208 78,797 191,449

231,317 331,444 145,566 204,903

Less amounts pledged for long term bank loan:

Cash and bank balances — (3,778) — (3,778)

Time deposits — (66,275) — (66,275)

— (70,053) — (70,053)

Less amounts pledged for bank loans due within one

year:

Cash and bank balances (38,594) (407) (38,594) (407)

Time deposits (81,796) (22,600) (78,797) (22,600)

(120,390) (23,007) (117,391) (23,007)

Cash and cash equivalents 110,927 238,384 28,175 111,843

Pledged bank balances and time deposits were pledged to banks to secure banking facilities granted to the Group and an investee

company.

At the balance sheet date, the cash and bank balances of the Group denominated in Vietnamese Dong (‘‘VND’’) amounted to

HK$2,750,000 (2002 :HK$7,883,000). The VND is not freely convertible into other currencies. However, under the Regulations on

Foreign Exchange Control of the Socialist Republic of Vietnam, the Group is permitted to exchange VND for other currencies through

banks authorised to conduct foreign exchange business.

24. SHORT TERM INVESTMENTS

Group

2003 2002

HK$’000 HK$’000

Equity investments listed in Hong Kong, at market value 649 231

Unlisted equity investments, at fair value 6,721 6,722

7,370 6,953

25. COMPLETED PROPERTIES FOR SALE

The completed properties for sale are carried at net realisable value as at the balance sheet date.

Certain completed properties for sale of the Group with carrying amount of HK$5,126,500 (2002 : HK$8,195,500) were

employed to generate operating lease rental income for the Group, further summary details of which are included in note 38(a) to the

financial statements.

26. DEBTORS AND DEPOSITS/CREDITORS, DEPOSITS RECEIVED AND ACCRUALS

(a) The Group maintains various credit policies for different business operations in accordance with the business practice and

market conditions in which the respective subsidiaries operate. Sales proceeds receivable from sale of properties are

settled in accordance with the terms of respective contracts. Rent and related charges in respect of the leasing of

properties are payable by tenants in accordance with the terms of the tenancy agreements and are normally payable in
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advance. Hotel and restaurant charges are mainly settled by customers on a cash basis except for those corporate clients

who are maintaining credit accounts with the respective subsidiaries, settlement of which is in accordance with the

respective agreements.

An aged analysis of the trade debtors at the balance sheet date is as follows:

Group

2003 2002

HK$’000 HK$’000

Trade debtors:

Less than 30 days 27,314 26,958

31–60 days 6,335 4,131

61–90 days 3,639 1,318

Over 90 days 9,515 1,951

46,803 34,358

Other debtors and deposits 88,382 73,758

135,185 108,116

(b) An aged analysis of the trade creditors at the balance sheet date is as follows:

Group

2003 2002

HK$’000 HK$’000

Trade creditors:

Less than 30 days 15,209 14,850

31–60 days 3,695 1,366

61–90 days 28 696

Over 90 days 316 324

19,248 17,236

Other creditors, deposits received and accruals 289,423 214,995

308,671 232,231
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27. INTEREST — BEARING BANK AND OTHER BORROWINGS

Group Company

2003 2002 2003 2002

HK$’000 HK$’000 HK$’000 HK$’000

Bank loans, secured 3,725,699 3,279,917 1,858,700 1,422,000

Other loans, secured 231,133 658,400 22,800 33,400

3,956,832 3,938,317 1,881,500 1,455,400

Bank loans repayable:

Within one year 3,725,699 2,411,917 1,858,700 554,000

In the second year — 63,500 — 63,500

In the third to fifth years, inclusive — 804,500 — 804,500

3,725,699 3,279,917 1,858,700 1,422,000

Other loans repayable:

Within one year 231,133 33,400 22,800 33,400

In the second year — — — —

In the third to fifth years, inclusive — 625,000 — —

231,133 658,400 22,800 33,400

Total bank and other borrowings 3,956,832 3,938,317 1,881,500 1,455,400

Portion classified as current liabilities (3,956,832) (2,445,317) (1,881,500) (587,400)

Long term portion — 1,493,000 — 868,000

The secured bank loans are secured by fixed charges over certain properties and floating charges over certain assets held by the

Group.

HK$208,333,000 (2002 : HK$625,000,000) of the secured other loans bears interest at a fixed rate per annum and is repayable in

full on 20th February, 2005 in accordance with the terms of the loan agreement. The remaining amount of HK$22,800,000 (2002 :

HK$33,400,000) in secured other loans bears interest at a fixed rate per month and is due for repayment on 31st December, 2002 and

remained outstanding as at 31st July, 2003.

As detailed in note 2 to the financial statements, the Group had already defaulted in repayment of the Debt due to the eSun

Group, the Exchangeable Bonds and Convertible Bonds. Such defaults had caused cross-default under the terms of the Group’s banking

and other loan facilities. Accordingly, the Group’s bank loans of HK$784,500,000 and other loans of HK$208,333,000 together with the

corresponding provision for premium on loan repayment of HK$26,875,000 (note 29) which had an original maturity term of beyond

one year are now classified as current liabilities.

28. PROVISION FOR PREMIUM ON BONDS REDEMPTION

Group and

Company

HK$’000

At 1st August, 2002 600,692

Provided during the year 41,893

Repurchased and cancelled during the year (30,195)

At 31st July, 2003 612,390
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29. PROVISION FOR PREMIUM ON LOAN REPAYMENT

Group

HK$’000

At 1st August, 2002 52,500

Provided during the year 21,042

Repaid during the year (46,667)

At 31st July, 2003 26,875

For reason as detailed in note 27 to the financial statements, the amount has been classified as current liabilities as at 31st July,

2003.

30. BONDS PAYABLE

Group

2003 2002

HK$’000 HK$’000

At beginning of year 740,025 740,053

Repurchased and cancelled (77,220) —

Repaid during the year (41,134) —

Exchange realignment — (28)

At end of year 621,671 740,025

US$115,000,000 exchangeable bonds (the ‘‘Exchangeable Bonds’’) were issued on 28th February, 1997 by a wholly-owned

subsidiary of the Company, Lai Sun International Finance (Cayman Islands) Limited (the ‘‘Issuer’’) pursuant to a trust deed dated 28th

February, 1997 (the ‘‘EB Trust Deed’’) entered into between the Company, the Issuer and DB Trustees (Hong Kong) Limited (then

known as BT Trustees (Hong Kong) Limited) (the ‘‘Trustee’’). The Exchangeable Bonds are unconditionally and irrevocably

guaranteed by the Company. The Exchangeable Bonds initially bore interest on the principal amount outstanding at the rate of 5% per

annum.

Pursuant to a supplemental trust deed entered into between the Company, the Issuer and the Trustee on 19th January, 2001,

unless previously redeemed, purchased and cancelled or exchanged, the Exchangeable Bonds were to be redeemed at 151.4439% of

their principal amount (the ‘‘Maturity Redemption Price’’) on 28th February, 2004. The Exchangeable Bonds were redeemable at the

option of the holders of Exchangeable Bonds (the ‘‘Exchangeable Bondholders’’) on 31st December, 2002 (the ‘‘Optional Redemption

Date’’) at 139.1033% of their principal amount. In addition, the Exchangeable Bonds were redeemable at any time during the period

from 28th February, 1997 to 28th February, 2004 upon the occurrence of any of the certain other events as defined in the related bond

document at various pre-determined prices ranging from 100% of the principal amount to the Maturity Redemption Price.

Pursuant to an extraordinary resolution passed on 17th December, 2002, the Exchangeable Bonds were amended, as reflected by

the terms of a second supplemental trust deed entered into between the Company, the Issuer and the Trustee on 21st January, 2003. The

Exchangeable Bonds ceased to accrue any further redemption premium with effect from 31st December, 2002. The Exchangeable

Bonds were to bear interest at the rate of 4% per annum on an aggregate amount of the principal and accrued redemption premium with

effect from 31st December, 2002. The Maturity Redemption Price was amended from 151.4439% to 139.1033% of the principal amount

outstanding, and the Optional Redemption Date was extended from 31st December, 2002 to 31st March, 2003.

As detailed in note 2 to the financial statements, the date of unconditional redemption at the option of the Exchangeable

Bondholders was deferred to 31st March, 2003 but the Exchangeable Bonds have not been redeemed up to the current date. On 24th

April, 2003, the Group, through its wholly-owned subsidiary, repurchased part of the Exchangeable Bonds with US$9,900,000 in

principal and together with the related premium and interest of US$4,030,000 from a bank for a consideration of US$12,771,000. The

repurchased bonds were then cancelled pursuant to the terms and conditions of the bond document. On 18th July, 2003, extraordinary

resolutions were passed by the Exchangeable Bondholders approving the ATV transaction (note 19), the release of the ATV Shares

from the security created by the mortgage of shares and security trust deed dated 19th January, 2001 between, inter alios, the Company

and the Trustee in favour of the Exchangeable Bondholders and the consequent modification to the terms and conditions of the

Exchangeable Bonds so that the Exchangeable Bondholders’ right to exchange their respective Exchangeable Bonds into shares in ATV

under the terms and conditions shall have been irrevocably withdrawn and removed and the Company shall cease to be under any
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obligations under the Exchangeable Bonds in respect of the exercise of such right. On 25th July, 2003, the ATV transaction (note 19)

completed and an aggregate amount of US$5,273,600 was repaid to the Exchangeable Bondholders on 30th July, 2003 in part payment

of the aggregate amount outstanding on the Exchangeable Bonds. As a result of such partial repayment of the outstanding principal of

the Exchangeable Bonds, the Maturity Redemption Price for the Exchangeable Bonds was further amended to 141.6906% of the

principal amount outstanding in respect of such bonds.

As at 31st July, 2003, the Exchangeable Bondholders still share:

(1) on a pari passu and pro rata basis, with the Convertible Bondholders (as defined in note 31) the security of a second

charge over 285,512,791 shares of HK$0.50 each in the issued share capital of eSun beneficially owned by the Company;

and

(2) on a pari passu and pro rata basis, with the Convertible Bondholders and eSun of a limited recourse second charge over

6,500 shares of HK$1.00 each in the issued share capital of Diamond String Limited (which owns The Ritz-Carlton Hong

Kong) beneficially owned by the Company.

31. CONVERTIBLE BONDS PAYABLE

Group

2003 2002

HK$’000 HK$’000

At beginning of year 965,250 965,287

Repaid during the year (58,500) —

Exchange realignment — (37)

At end of year 906,750 965,250

US$150,000,000 4% convertible guaranteed bonds due in 2002 (the ‘‘Convertible Bonds’’) were issued on 4th August, 1997 by

Lai Sun International Finance (1997) Limited (‘‘LSIF 1997’’), a wholly-owned subsidiary of the Company pursuant to a trust deed dated

4th August, 1997 entered into between the Company, LSIF 1997 and The Law Debenture Trust Corporation p.l.c. (the ‘‘CB Trustee’’)

with interest at a rate of 4% per annum on their principal amount. The Convertible Bonds are unconditionally and irrevocably

guaranteed by the Company.

Pursuant to the initial bond document of the Convertible Bonds entered into on 4th August, 1997 (the ‘‘CB Document’’), unless

previously redeemed, purchased and cancelled or converted, the Convertible Bonds are convertible into fully paid ordinary shares of

HK$0.50 each in the Company at the option of the holders of Convertible Bonds (the ‘‘Convertible Bondholders’’) at an original

conversion price of HK$11.50 per share at a fixed exchange rate of HK$7.80 = US$1.00 on conversion, at any time from 4th September,

1997 to 24th June, 2002 (the ‘‘Maturity Date’’), both dates inclusive. Pursuant to a third supplemental trust deed dated 19th January,

2001, the Maturity Date was extended to 31st December, 2002 and the conversion price was amended to HK$1.10 per share. The

conversion price is subject to adjustments upon the occurrence of certain events as detailed in the CB Document. Unless previously

redeemed, purchased and cancelled or converted, the Convertible Bonds were redeemable at 136.5927% of their outstanding principal

amount (the ‘‘Maturity Redemption Price’’) plus interest accrued at the Maturity Date.

Pursuant to an extraordinary resolution passed on 19th December, 2002, the Convertible Bonds were amended, as reflected by

the terms of a fourth supplemental trust deed entered into between the Company, the Issuer and the CB Trustee on 21st January, 2003.

The Convertible Bonds ceased to accrue any further redemption premium with effect from 31st December, 2002. The Convertible

Bonds were to bear interest at a rate of 4% per annum on an aggregate amount of the principal and accrued redemption premium with

effect from 31st December, 2002. The Maturity Date was further extended from 31st December, 2002 to 31st March, 2003.

As detailed in note 2 to the financial statements, the Convertible Bonds were due for redemption on 31st March, 2003 but were

not so redeemed up to the current date. On 18th July, 2003, extraordinary resolutions were passed by the Convertible Bondholders

approving the ATV transaction (note 19) and the release of the ATV Shares from the security created by the mortgage of shares and

security trust deed dated 19th January, 2001 between, inter alios, the Company and the CB Trustee in favour of the Convertible

Bondholders. On 25th July, 2003, completion of the ATV Transaction (note 19) took place and an aggregate amount of US$7,500,000

was repaid to the Convertible Bondholders as soon as practicable thereafter in part payment of the aggregate amount outstanding on the

Convertible Bonds. As a result of such partial repayment of the outstanding principal, the Maturity Redemption Price of the Convertible

Bonds was further amended to 138.9535% of each Convertible Bond’s outstanding principal amount as at 31st July, 2003.
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As at 31st July, 2003, the Convertible Bondholders still share, on a pasi passu and pro rata basis, with the Exchangeable

Bondholders, the security as described in note 30(1) and share with the Exchangeable Bondholders and eSun, on a pari passu and pro

rata basis, the security as described in note 30(2).

32. DEFERRED TAX

Group

2003 2002

HK$’000 HK$’000

At beginning of year (380) (380)

Arising on acquisition of subsidiaries (note 35(b)) (5,065) —

Write back for the year (note 12) 380 —

At end of year (5,065) (380)

The principal components of the deferred tax assets/(liabilities) are as follows:

Group

Provided Not provided

2003 2002 2003 2002

HK$’000 HK$’000 HK$’000 HK$’000

Decelerated/(accelerated) capital allowances on fixed

assets (5,065) (380) 5 2,209

Tax losses — — 9,485 14,810

(5,065) (380) 9,490 17,019

The revaluation of the Group’s investment properties in Hong Kong does not constitute a timing difference and, consequently,

the amount of potential deferred tax thereon has not been quantified.

The Company had no significant potential deferred tax liabilities for which provision has not been made.

33. SHARE CAPITAL

Number

of shares

Nominal

value

Number

of shares

Nominal

value

2003 2003 2002 2002

’000 HK$’000 ’000 HK$’000

Authorised:

Ordinary shares of HK$0.50 each 10,000,000 5,000,000 10,000,000 5,000,000

Preference shares of HK$1.00 each 1,200,000 1,200,000 1,200,000 1,200,000

6,200,000 6,200,000

Issued and fully paid:

Ordinary shares of HK$0.50 each 3,746,002 1,873,001 3,746,002 1,873,001

APPENDIX I FINANCIAL INFORMATION

— 111 —



34. RESERVES

(a) Group

The amounts of the Group’s reserves and the movements therein for the current and prior years are presented in the

consolidated statement of changes in equity on pages 40 to 41 of the financial statements.

Amounts of goodwill and negative goodwill arising on the acquisition of subsidiaries in prior years remain eliminated

against consolidated reserves.

The amounts of goodwill and negative goodwill remaining in consolidated reserves as at 31st July, 2003, arising from the

acquisition of subsidiaries prior to 1st August, 2001, are as follows:

Goodwill

eliminated

against capital

reserve

Goodwill

eliminated

against

accumulated

losses

Negative

goodwill

credited to

accumulated

losses

HK$’000 HK$’000 HK$’000

Cost:

At beginning of year and at 31st July, 2003 62,619 32,270 (149,983)

Accumulated impairment:

At beginning of year and at 31st July, 2003 (62,619) — —

Net amount:

At 31st July, 2003 — 32,270 (149,983)

At 31st July, 2002 — 32,270 (149,983)

(b) Company

Share

premium

account

Investment

property

revaluation

reserve

Capital

redemption

reserve

Accumulated

losses Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

At 1st August, 2001 5,858,164 1,966,703 1,200,000 (7,396,812) 1,628,055

Deficit on revaluation of

investment properties — (337,128) — — (337,128)

Net loss for the year — — — (2,900,888) (2,900,888)

At 31st July, 2002 and 1st

August, 2002 5,858,164 1,629,575 1,200,000 (10,297,700) (1,609,961)

Deficit on revaluation of

investment properties — (348,383) — — (348,383)

Net loss for the year — — — (427,490) (427,490)

At 31st July, 2003 5,858,164 1,281,192 1,200,000 (10,725,190) (2,385,834)
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35. NOTES TO THE CONSOLIDATED CASH FLOW STATEMENT

(a) Major non-cash transactions

During the year, the Group had the following major non-cash transactions.

(i) As detailed in note 19 to the financial statements, the reduction of indebtedness owing to Grand Design of

HK$463,334,000 was settled by means of a transfer of a 20% interest in Bayshore and the assignment of

shareholders’ loans plus accrued interest, and therefore had no effects on the Group’s cash flows.

(ii) As detailed in note 18 to the financial statements, the consideration for the acquisition of Fortune Sign was partly

set off by the Note Receivable (note 21), and therefore had no effect on the Group’s cash flows.

In the prior year, the Group had the following major non-cash transaction.

On 7th December, 2001, the Company, LSG and Mr. Lim Por Yen (‘‘Mr. Lim’’) entered into an agreement pursuant to

which:

(i) the Company agreed to sell, and LSG agreed to purchase, 779,958,912 ordinary shares of Lai Fung (the ‘‘Lai Fung

Transaction’’), which represented approximately 25.40% of the then existing issued share capital of Lai Fung and

the Company’s then entire shareholding interest in Lai Fung. The consideration of the Lai Fung Transaction was

satisfied by the execution and delivery by LSG to the Company, on the completion of the transaction, a loan note

in an aggregate principal amount of HK$225,200,000 (the ‘‘LSG Loan Note’’);

(ii) Mr. Lim agreed to sell, and LSD agreed to purchase, 125,450,000 ordinary shares in the capital of ATV, which

represented approximately 16.08% of the then existing issued share capital of ATV (the ‘‘Lim Transaction’’) for a

consideration of HK$225,200,000; and the Company agreed to assign to Mr. Lim (or his nominee) its rights and

benefits in respect of the LSG Loan Note to satisfy the consideration payable by the Company to Mr. Lim in

respect of the Lim Transaction (the ‘‘Assignment of Debt’’).

The consideration receivable and payable under the Lai Fung Transaction and the Lim Transaction were settled through

the issuance of the LSG Loan Note and the Assignment of Debt, and therefore had no effect on the Group’s cash flows.

(b) Acquisition of subsidiaries

2003 2002

Notes HK$’000 HK$’000

Net assets acquired:

Fixed assets 15 555,750 —

Investment properties 16 194,250 —

Pension scheme assets 9(b) 3,701 —

Inventories 1,106 —

Debtors and deposits 16,590 —

Cash and bank balances 7,927 —

Creditors, deposits received and accruals (20,673) —

Tax payable (3,586) —

Deferred tax 32 (5,065) —

750,000 —

Satisfied by:

Cash 556,000 —

Prepayment (note 22) 194,000 —

750,000 —
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An analysis of the net outflow of cash and cash equivalents in respect of the acquisition of subsidiaries is as follows:

Group

2003 2002

HK$’000 HK$’000

Cash consideration 556,000 —

Cash and bank balances acquired (7,927) —

Net outflow of cash and cash equivalents in respect of the acquisition of subsidiaries 548,073 —

Since acquisition, the subsidiaries contributed HK$51,298,000 to the Group’s turnover and profit of HK$10,079,000 to

the consolidated loss after tax and before minority interests for the year ended 31st July, 2003.

(c) Disposal of subsidiaries

2003 2002

Notes HK$’000 HK$’000

Net assets disposed of:

Fixed assets 15 16,394 —

Investment properties 16 — 580,096

Properties under development 17 20,551 40,008

Long term investment 2,545 —

Inventories 829 —

Debtors and deposits 12,568 1,086

Cash and bank balances 1,875 704

Creditors, deposits received and accruals (28,172) (7,441)

Interest-bearing bank and other borrowings (39,582) —

Minority interests 2,062 —

Release of investment property revaluation reserve — 113,921

Release of exchange fluctuation reserve (2,305) —

(13,235) 728,374

Gain/(loss) on disposal 19,230 (296,361)

5,995 432,013

Satisfied by:

Cash 5,995 432,013

An analysis of net inflow of cash and cash equivalents in respect of the disposal of subsidiaries is as follows:

2003 2002

HK$’000 HK$’000

Cash consideration received 5,995 432,013

Cash and bank balances disposed of (1,875) (704)

Net inflow of cash and cash equivalents in respect of the disposal of subsidiaries 4,120 431,309

The results of the subsidiaries disposed of during the year had no significant impact on the Group’s consolidated turnover

or loss after tax for the year.

The subsidiaries disposed of during the year ended 31st July, 2002 contributed turnover of HK$28,121,000 and net profit

of HK$16,281,000 to the consolidated profit and loss account for that year.
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36. COMMITMENTS

The Group and the Company had the following commitments not provided for in the financial statements at the balance sheet

date:

Group Company

2003 2002 2003 2002

HK$’000 HK$’000 HK$’000 HK$’000

Capital commitments:

Contracted for — 27,234 — —

Authorised, but not contracted for 2,724 2,980 — —

2,724 30,214 — —

37. CONTINGENT LIABILITIES

(i) Contingent liabilities not provided for in the financial statements at the balance sheet date were as follows:

Group Company

2003 2002 2003 2002

HK$’000 HK$’000 HK$’000 HK$’000

Guarantees given to banks in connection with

facilities granted to:

Subsidiaries — — 1,988,793 2,355,431

Associates 194,772 269,194 194,772 269,194

194,772 269,194 2,183,565 2,624,625

Guarantees given in connection with the issue of

Exchangeable Bonds — — 621,671 740,025

Guarantees given in connection with the issue of

Convertible Bonds — — 906,750 965,250

194,772 269,194 3,711,986 4,329,900

(ii) Pursuant to certain indemnity deeds dated 12th November, 1997 entered into between the Company and Lai Fung, the

Company has undertaken to indemnify Lai Fung in respect of certain potential PRC income tax and land appreciation tax

(‘‘LAT’’) payable or shared by Lai Fung in consequence of the disposal of any of the property interests attributable to Lai

Fung through its subsidiaries and its associates as at 31st October, 1997 (the ‘‘Property Interests’’). These tax indemnities

given by the Company apply in so far as such tax is applicable to the difference between (i) the value of the Property

Interests in the valuation thereon by Chesterton Petty Limited, independent chartered surveyors, as at 31st October, 1997

(the ‘‘Valuation’’); and (ii) the aggregate costs of such Property Interests incurred up to 31st October, 1997, together with

the amount of unpaid land costs, unpaid land premium and unpaid costs of resettlement, demolition and public utilities

and other deductible costs in respect of the Property Interests. The indemnity deeds assume that the Property Interests are

disposed of at the values attributed to them in the Valuation, computed by reference to the rates and legislation governing

PRC income tax and LAT prevailing at the time of the Valuation.

The indemnities given by the Company do not cover (i) new properties acquired by Lai Fung subsequent to the listing of

the shares of Lai Fung on The Stock Exchange of Hong Kong Limited (the ‘‘Listing’’); (ii) any increase in the relevant tax

which arises due to an increase in tax rates or changes to the legislation prevailing at the time of the Listing; and (iii) any

claim to the extent that provision for deferred tax on the revaluation surplus has been made in the calculation of the

adjusted net tangible asset value of Lai Fung as set out in Lai Fung’s prospectus dated 18th November, 1997.

Lai Fung had no LAT payable during the year. No income tax payable by Lai Fung was indemnifiable by the Company

during the year.
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38. OPERATING LEASE ARRANGEMENTS

(a) As lessor

The Group leases its investment properties (note 16) and certain completed properties for sale (note 25) under operating

lease arrangements, with leases negotiated for terms ranging from one to three years. The terms of the leases generally also

require the tenants to pay security deposits and provide for periodic rental adjustments according to the then prevailing market

conditions.

At the balance sheet date, the Group and the Company had total future minimum lease receivables under non-cancellable

operating leases with its tenants falling due as follows:

Group Company

2003 2002 2003 2002

HK$’000 HK$’000 HK$’000 HK$’000

Within one year 178,336 277,902 115,036 146,641

In the second to fifth years, inclusive 110,617 214,228 65,889 86,397

288,953 492,130 180,925 233,038

For the properties with their disposals completed after the balance sheet date, only the future minimum lease receivables

under non-cancellable operating leases up to their respective completion dates were included in the above table.

(b) As lessee

The Group leases certain properties under operating lease arrangements. Leases for properties are negotiated for terms

ranging from one to five years.

At the balance sheet date, the Group and the Company had total future minimum lease payments under non-cancellable

operating leases falling due as follows:

Group Company

2003 2002 2003 2002

HK$’000 HK$’000 HK$’000 HK$’000

Within one year 5,226 6,088 2,894 3,854

In the second to fifth years, inclusive 6,222 9,357 5,422 7,596

11,448 15,445 8,316 11,450

39. POST BALANCE SHEET EVENTS

Subsequent to the year end date, the following transactions were completed by the Group and detailed as follows:

(i) On 29th July, 2003, an agreement for sale and purchase was entered into by the Company and an independent third party,

pursuant to which the Company agreed to dispose of Lai Sun Yuen Long Centre (‘‘LSYLC’’) for a consideration of

HK$89,500,000. As at 31st July, 2003, LSYLC was classified as investment property and stated at the valuation of

HK$89,500,000 which resulted in a revaluation deficit of HK$8,339,000. Such deficit was included in the Company’s

consolidated investment property revaluation reserve at the balance sheet date. Upon the completion of such transaction

on 6th August, 2003, the loss on disposal of LSYLC was approximately HK$8,339,000.

(ii) On 6th August, 2003, an agreement for sale and purchase was entered into by the Company and various parties, pursuant

to which the Company agreed to dispose of its entire shareholding in Omicron International Limited, (‘‘Omicron’’), a

43.5% owned associate of the Group, together with its loan to Omicron with an aggregate carrying value of

HK$65,509,000, for HK$35,000,000. The transaction was completed on 14th August, 2003. An impairment loss of

HK$30,509,000 on the Group’s interest in an associate was made and recorded in the Group’s current year profit and loss

account to reflect the impairment of the Group’s interest in Omicron with reference to its subsequent disposal price.
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(iii) On 18th August, 2003, Lucky Strike Investment Limited, a wholly-owned subsidiary of the Company, received and

accepted a private tender offer (‘‘Tender’’) from Wing On Properties and Securities Company Limited to sell Causeway

Bay Plaza 1 (‘‘CBP1’’) for a cash consideration of HK$1,200,000,000. As at 31st July, 2003, CBP1 was classified as

investment property and stated at the valuation by an independent professional valuer of HK$1,220,000,000 which

resulted in a revaluation deficit of HK$252,973,000 and such deficit was included in the Company’s consolidated

investment property revaluation reserve. Upon the completion of such transaction on 23rd October, 2003, the Group will

record a loss of HK$272,973,000 and negative goodwill attributable to CBP1 of HK$149,983,000 will also be released

from the Group’s accumulated losses to the credit of the consolidated profit and loss account with a compensatory effect.

40. COMPARATIVE AMOUNTS

As further explained in note 3 to the financial statements, due to the adoption of certain new and revised SSAPs during the

current year, the accounting treatment and presentation of certain items and balances in the financial statements have been revised to

comply with the new requirements. Accordingly, certain comparative amounts have been reclassified to conform with the current year’s

presentation.

41. APPROVAL OF THE FINANCIAL STATEMENTS

The financial statements were approved and authorised for issue by the board of directors on 7th November, 2003.
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2. INTERIM RESULTS

The LSD Group’s unaudited condensed consolidated financial statements for the six months ended

31st January, 2004 are reproduced below. No interim dividend was declared for both six month periods

ended 31st January, 2004 and 2003. There were no exceptional and extraordinary items included in the LSD

Group’s unaudited consolidated results for both six months periods ended 31st January, 2004 and 2003.

Condensed consolidated profit and loss account

For the six months ended 31st January, 2004

Six months ended

31/1/2004 31/1/2003

(Unaudited) (Unaudited)

(As restated)

Notes HK$’000 HK$’000

TURNOVER 3 1,709,416 548,793

Cost of sales (1,748,241) (258,063)

Gross profit/(loss) (38,825) 290,730

Other revenue 8,109 43,580

Administrative expenses (145,576) (129,387)

Release of negative goodwill upon disposal of investment

properties 149,983 —

Reversal of impairment in value of long term investments 42,542 —

Other operating income/(expenses), net (2,502) 18,690

PROFIT FROM OPERATING ACTIVITIES 4 13,731 223,613

Finance costs 5 (157,116) (260,470)

Share of profits and losses of associates (17,673) (9,920)

Reversal of/(provision for) impairment in value of associates 12,385 (26,854)

LOSS BEFORE TAX (148,673) (73,631)

Tax 6 (7,060) (25,366)

LOSS BEFORE MINORITY INTERESTS (155,733) (98,997)

Minority interests (11,387) (16,527)

NET LOSS FROM ORDINARY ACTIVITIES

ATTRIBUTABLE TO SHAREHOLDERS (167,120) (115,524)

LOSS PER SHARE 7

Basic HK$0.04 HK$0.03

Diluted N/A N/A

APPENDIX I FINANCIAL INFORMATION

— 118 —



Condensed consolidated balance sheet
31st January, 2004

31/1/2004 31/7/2003
(Unaudited) (Audited)

(As restated)
Notes HK$’000 HK$’000

NON-CURRENT ASSETS
Fixed assets 1,826,649 1,837,653
Investment properties 3,193,910 4,503,410
Properties under development 1,407 1,400
Goodwill 9,728 —
Interests in associates 9 939,937 966,080
Long term investments 383,533 357,791
Pledged time deposits 10 10,000 —
Pension scheme assets 3,701 18,298

6,368,865 7,684,632

CURRENT ASSETS
Short term investments 7,147 7,370
Completed properties for sale 972 5,246
Inventories 8,085 7,502
Debtors and deposits 11 137,801 135,185
Pledged bank balances and time deposits 10 111,696 120,390
Cash and cash equivalents 422,821 110,927

688,522 386,620

CURRENT LIABILITIES
Creditors, deposits received and accruals 11 335,230 308,671
Tax payable 95,351 107,392
Interest-bearing bank and other borrowings 2,998,433 3,956,832
Provision for premium on bonds redemption 612,390 612,390
Provision for premium on loan repayment 30,417 26,875
Bonds payable 621,671 621,671
Convertible bonds payable 906,750 906,750
Amount due to an associate 1,500,040 1,500,040

7,100,282 8,040,621

NET CURRENT LIABILITIES (6,411,760) (7,654,001)

TOTAL ASSETS LESS CURRENT LIABILITIES (42,895) 30,631

NON-CURRENT LIABILITIES
Deferred tax (44,593) (53,177)
Long term rental deposits received (32,830) (40,294)

(77,423) (93,471)

(120,318) (62,840)

CAPITAL AND RESERVES
Issued capital 1,873,001 1,873,001
Reserves (2,352,826) (2,291,318)

(479,825) (418,317)

MINORITY INTERESTS 359,507 355,477

(120,318) (62,840)
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Condensed consolidated statement of changes in equity

For the six months ended 31st January, 2004

For the six months ended 31st January, 2004 (Unaudited)

Issued

capital

Share

premium

account

Investment

property

revaluation

reserve

Capital

redemption

reserve

Exchange

fluctuation

reserve

Accumulated

losses Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

At 31st July, 2003 and 1st August,

2003 (Audited)

As previously reported 1,873,001 5,858,164 1,246,358 1,200,000 47,568 (10,599,247) (374,156)

Prior year adjustment (Note 2) — — — — — (44,161) (44,161)

As restated 1,873,001 5,858,164* 1,246,358* 1,200,000* 47,568* (10,643,408)* (418,317)

Addition costs to investment

properties charged against the

investment property revaluation

reserve — — (6,635) — — — (6,635)

Release upon disposal of investment

properties — — 261,312 — — — 261,312

Release of negative goodwill upon

disposal of investment properties — — — — — (149,983) (149,983)

Exchange realignments:

Subsidiaries — — — — 897 — 897

Associates — — — — 21 — 21

Net loss for the period — — — — — (167,120) (167,120)

At 31st January, 2004 (Unaudited) 1,873,001 5,858,164* 1,501,035* 1,200,000* 48,486* (10,960,511)* (479,825)

* These reserve accounts comprise consolidated reserves in a net debit balance of HK$2,352,826,000 (as at31st July, 2003 (as

restated): HK$2,291,318,000) in the condensed consolidated balance sheet.

For the six months ended 31st January, 2003 (Unaudited and as restated)

Issued

capital

Share

premium

account

Investment

property

revaluation

reserve

Capital

redemption

reserve

Exchange

fluctuation

reserve

Accumulated

losses Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

At 31st July, 2002 and 1st August,

2002 (Audited)

As previously reported 1,873,001 5,858,164 1,927,110 1,200,000 60,282 (10,152,139) 766,418

Prior year adjustment (Note 2) — — — — — (28,635) (28,635)

As restated 1,873,001 5,858,164 1,927,110 1,200,000 60,282 (10,180,774) 737,783

Release upon disposal of

subsidiaries — — — — (2,114) — (2,114)

Addition costs to investment

properties charged against the

investment property revaluation

reserve — — (109) — — — (109)

Exchange realignments:

Subsidiaries — — — — 118 — 118

Associates — — — — (902) — (902)

Net loss for the period — — — — — (115,524) (115,524)

At 31st January, 2003 (Unaudited) 1,873,001 5,858,164 1,927,001 1,200,000 57,384 (10,296,298) 619,252

APPENDIX I FINANCIAL INFORMATION

— 120 —



Condensed consolidated cash flow statement

For the six months ended 31st January, 2004

Six months ended

31/1/2004 31/1/2003

(Unaudited) (Unaudited)

HK$’000 HK$’000

NET CASH USED IN OPERATING ACTIVITIES (7,695) (98,560)

NET CASH FROM/(USED IN) INVESTING ACTIVITIES 1,302,570 (499,557)

NET CASH FROM/(USED IN) FINANCING ACTIVITIES (982,947) 490,558

NET INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS 311,928 (107,559)

Cash and cash equivalents at beginning of period 110,927 238,384

Effect of foreign exchange rate changes, net (34) 144

CASH AND CASH EQUIVALENTS AT END OF PERIOD 422,821 130,969

Notes to condensed consolidated financial statements

1. BASIS OF PRESENTATION

(a) The condensed consolidated financial statements have not been audited by the Company’s auditors but have been

reviewed by the Company’s audit committee.

(b) The Group sustained a net loss from ordinary activities attributable to shareholders of HK$167 million for the six-month

period ended 31st January, 2004.

The Group is currently having ongoing discussions with all of its financial creditors with the objective of refinancing the

Group to put it in a better financial position. On 17th December, 2002, meetings with the holders (the ‘‘Exchangeable

Bondholders’’) of US$115 million exchangeable guaranteed bonds (the ‘‘Exchangeable Bonds’’) and the holders (the

‘‘Convertible Bondholders’’) of US$150 convertible guaranteed bonds (the ‘‘Convertible Bonds’’) were held at which,

among other things, resolutions to approve the deferral of the Group’s obligations to redeem the Exchangeable Bonds and

the Convertible Bonds to 31st March, 2003 were duly passed.

The Group defaulted in the repayment of the Debt (note 9) due to Golden Pool Enterprise Limited (‘‘GPEL’’), a wholly-

owned subsidiary of eSun Holdings Limited (‘‘eSun’’), on 31st December, 2002. In addition, the Convertible Bonds were

due to be redeemed by the Group on 31st March, 2003 but were not so redeemed and, at the same time, the Group also

failed to satisfy the redemption rights exercised by certain of the Exchangeable Bondholders, which in turn, has resulted

in the Exchangeable Bonds becoming due for redemption in their entirety. Accordingly, the Group had defaulted in the

repayment of the Debt and the redemption of both of the Convertible Bonds and the Exchangeable Bonds. Such defaults,

in turn, constituted a technical event of default under all of the Group’s other borrowing facilities.

As at the date of approval of these condensed consolidated financial statements, the Group has yet to reach an agreement

with the Exchangeable Bondholders, the Convertible Bondholders, eSun and its other financial creditors as to the terms

of a comprehensive restructuring of the Group’s indebtedness (the ‘‘Debt Restructuring Plan’’). The Group is currently

operating under a period of informal standstill and up to now, neither the Exchangeable Bondholders, the Convertible

Bondholders, eSun nor its other financial creditors have taken any action to enforce their respective securities. The Group

is, with the assistance of its financial and legal advisers, conducting ongoing negotiations with all of its financial

creditors with a view to securing the terms of a Debt Restructuring Plan acceptable to all relevant parties. Negotiation
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with various financial creditors has reached a fairly advanced stage and the directors of the Company are hopeful that the

Group will be able to secure the agreement of all its financial creditors to a consensual debt restructuring plan within the

year 2004.

Throughout the period and up to the date of approval of these condensed consolidated financial statements, the Group

continued to implement an orderly disposal of its assets, including properties and other investments, to generate positive

cash flows for the partial repayment of bank and other borrowings and to help provide sufficient working capital for the

Group’s operations and for the future partial repayment of Exchangeable Bonds and Convertible Bonds.

The directors of the Company believe that the Group will be able to secure the agreement of all its financial creditors to

the Debt Restructuring Plan and, at the same time, will be able to continue the orderly disposal of the assets of the Group

and to obtain financing or refinancing arrangements to generate additional positive cash flows. On this basis, the directors

of the Company consider that the Group will have sufficient working capital to finance its operations in the foreseeable

future. Accordingly, the directors of the Company are satisfied that it is appropriate to prepare the financial statements on

a going concern basis.

If the going concern basis is not appropriate, adjustments would have to be made to restate the values of the assets to their

recoverable amounts, to provide for any further liabilities which might arise and to reclassify non-current assets and

liabilities as current assets and liabilities, respectively.

2. ACCOUNTING POLICIES

The unaudited condensed consolidated financial statements have been prepared in accordance with Statement of Standard

Accounting Practice (‘‘SSAP’’) No. 25 ‘‘Interim financial reporting’’ issued by the Hong Kong Society of Accountants.

The accounting policies and basis of presentation used in the preparation of these interim financial statements are the same as

those used in the audited financial statements for the year ended 31st July, 2003, except that the revised SSAP 12 ‘‘Income tax’’ and the

new interpretations relating to which have been retrospectively adopted for the first time in the preparation of the current period’s

condensed consolidated interim financial statements.

SSAP 12 (Revised) prescribes the basis for accounting for income taxes payable or recoverable, arising from the taxable profit or

loss for the current period (current tax); and income taxes payable or recoverable in future periods, principally arising from taxable and

deductible temporary differences and the carry forward of unused tax losses (deferred tax).

Due to the adoption of SSAP 12 (Revised) in the current period, prior year adjustments were made to recognise the deferred tax

assets and liabilities in relation to the differences between capital allowance for tax purposes and depreciation for financial reporting

purpose and other taxable and deductible temporary differences, which are generally fully provided for, whereas previously the deferred

tax was recognised for timing differences only to the extent that it was probable that the deferred tax asset or liability would crystallise

in the foreseeable future. Certain comparative amounts of the audited consolidated balance sheet as at 31st July, 2003 have been

restated to conform with the current period’s presentation.

The accumulated losses as at 1st August, 2002 and 2003 were restated and increased by HK$28,635,000 and HK$44,161,000,

respectively, which represented the net effect of additional provision for the deferred tax liabilities. This change has resulted in an

increase in deferred tax liabilities as at 31st July, 2002 and 2003 by HK$31,162,000 and HK$48,112,000, respectively. The loss for the

six months ended 31st January, 2003 was increased by HK$9,647,000.
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3. SEGMENTAL INFORMATION

(a) Business segments

The following tables present revenue and profit/(loss) for the Group’s business segments:

Six months ended 31st January, 2004 (Unaudited)

Property

development

and sales

Property

investment

Hotel and

restaurant

operations Others Eliminations Consolidated

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Segment revenue:

Sales to external customers 3,762 1,439,161 254,618 11,875 — 1,709,416

Intersegment sales — 6,256 364 10,595 (17,215) —

Other revenue — 1,335 179 3,800 — 5,314

Total 3,762 1,446,752 255,161 26,270 (17,215) 1,714,730

Segment results (8,784) (29,700) 49,426 9,615 — 20,557

Interest income and unallocated

gains 2,795

Reversal of impairment in

value of long term

investments 42,542

Unallocated expenses (52,163)

Profit from operating activities 13,731

Six months ended 31st January, 2003 (Unaudited)

Property

development

and sales

Property

investment

Hotel and

restaurant

operations Others Eliminations Consolidated

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Segment revenue:

Sales to external customers 97,315 198,042 235,863 17,573 — 548,793

Intersegment sales — 1,818 61 11,247 (13,126) —

Other revenue 25 581 262 115 — 983

Total 97,340 200,441 236,186 28,935 (13,126) 549,776

Segment results (1,497) 159,111 57,467 29,524 — 244,605

Interest income and unallocated

gains 42,597

Unallocated expenses (63,589)

Profit from operating activities 223,613
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(b) Geographical segments

The following tables present revenue for the Group’s geographical segments:

Six months ended 31st January, 2004

(Unaudited)

Hong Kong Vietnam Consolidated

HK$’000 HK$’000 HK$’000

Segment revenue:

Sales to external customers 1,638,221 71,195 1,709,416

Other revenue 5,314 — 5,314

Total 1,643,535 71,195 1,714,730

Six months ended 31st January, 2003 (Unaudited)

Hong Kong

Mainland

of China Vietnam Consolidated

HK$’000 HK$’000 HK$’000 HK$’000

Segment revenue:

Sales to external customers 461,430 5,316 82,047 548,793

Other revenue 679 91 213 983

Total 462,109 5,407 82,260 549,776

4. PROFIT FROM OPERATING ACTIVITIES

The Group’s profit from operating activities is arrived at after charging/(crediting):

Six months ended

31/1/2004 31/1/2003

(Unaudited) (Unaudited)

HK$’000 HK$’000

Depreciation 15,593 13,583

Loss on disposal of investment properties 281,312 —

Amortisation of goodwill on acquisition of a subsidiary 572 —

Unrealised loss on short term investments 263 —

Loss/(gain) on disposal of fixed assets 72 (730)

Gain on disposal of subsidiaries — (12,318)

Dividend income (100) —
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5. FINANCE COSTS

Six months ended

31/1/2004 31/1/2003

(Unaudited) (Unaudited)

HK$’000 HK$’000

Interest on bank and other borrowings wholly repayable within five years 68,127 117,018

Interest on amount due to an associate 30,233 36,535

Interest on bonds payable 17,617 18,759

Interest on convertible bonds 25,199 20,607

Total interest expenses 141,176 192,919

Other finance costs:

Provision for premium on bonds redemption — 41,893

Provision for premium on loan repayment 3,542 17,500

Bank charges and debt refinancing charges 12,398 8,158

157,116 260,470

6. TAX

Hong Kong profits tax has been provided at the rate of 17.5% (2003 : 17.5%) on the estimated assessable profits arising in Hong

Kong during the period.

Taxes on profits assessable elsewhere have been calculated at the rates of tax prevailing in the places in which the Group

operates, based on existing legislation, interpretations and practices in respect thereof.

Six months ended

31/1/2004 31/1/2003

(Unaudited) (Unaudited)

(As restated)

HK$’000 HK$’000

Company and subsidiaries

Current tax:

Hong Kong 14,325 16,618

Deferred tax (8,584) 10,349

5,741 26,967

Share of tax attributable to associates:

Hong Kong 1,319 (1,352)

Outside Hong Kong — (249)

1,319 (1,601)

Tax charge for the period 7,060 25,366

7. LOSS PER SHARE

The calculation of basic loss per share is based on the net loss from ordinary activities attributable to shareholders for the period

of HK$167,120,000 (2003 (as restated): HK$115,524,000) and the weighted average number of 3,746,002,000 (2003 : 3,746,002,000)

ordinary shares in issue during the period.

Diluted loss per share amounts for the current and prior periods have not been disclosed, as the potential ordinary shares of the

Group outstanding during these periods, if any, had an anti-dilutive effect on the basic loss per share for these periods.
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8. RELATED PARTY TRANSACTIONS

Six months ended

31/1/2004 31/1/2003

(Unaudited) (Unaudited)

Notes HK$’000 HK$’000

Interest income from associates (i) — 38,478

Interest expenses to an associate (ii) 30,233 36,535

Rental income from a related company (iii) 2,056 3,119

Acquisition of a subsidiary from an associate (iv) 10,300 —

Notes:

(i) The interest income from associates for the six months ended 31st January, 2003 arose from advances made thereto.

Interest was charged at the prevailing market rates.

(ii) Pursuant to the relevant debt deed, interest was payable on the outstanding principal amount of the Debt (as defined

below) at 5% per annum for the period up to 31st December, 2002. The Debt was due for repayment on 31st December,

2002 but remained outstanding as at the date of approval of these condensed consolidated financial statements. Interest

was accrued at 4% per annum from 1st January, 2003 onwards.

(iii) Rental income was received from a subsidiary of the Company’s controlling shareholder, based on terms stated in the

lease agreements.

(iv) An agreement dated 26th September, 2003 in relation to the sale and purchase of the entire interest in Glynhill Hotels and

Resorts (Vietnam) Pte Ltd (‘‘GHR’’) was entered into between Delta Asia Limited (‘‘DAL’’), a wholly-owned subsidiary

of eSun, as the seller and Furama Hotels and Resorts International Limited (‘‘FHRI’’), a wholly-owned subsidiary of the

Group, as the purchaser for a consideration of HK$10.3 million. GHR manages the Caravelle Hotel situated in Ho Chi

Minh City, People’s Republic of Vietnam pursuant to a management agreement dated 23rd April, 1998. The

consideration was arrived at after arm’s length negotiations on normal commercial terms between DAL and FHRI, and

was determined by reference to the estimated management fee income to be generated by GHR, based on projections

prepared by the eSun Group (as defined below) and calculated on the discounted cash flow basis.

9. INTERESTS IN ASSOCIATES

Included in the Group’s interests in associates as at 31st January, 2004 is the Group’s share of net assets of eSun and its

subsidiaries (the ‘‘eSun Group’’) of HK$786,372,000.

The eSun Group recorded a net loss attributable to shareholders of approximately HK$93 million for the year ended 31st

December, 2003 (2002 : HK$69 million). As at 31st December, 2003, the eSun Group had consolidated net current liabilities of HK$172

million (2002 : net current assets of HK$5 million), consolidated accumulated losses of HK$2,336 million (2002 : HK$2,243 million)

and consolidated net assets of HK$1,779 million (2002 : HK$1,822 million).

Included in the net current liabilities of HK$172 million were bank loans of HK$19 million, loans from a related company and

directors aggregating HK$101 million and other loans of HK$45 million (the ‘‘Loan Providers’’), all of which are scheduled to mature

within the next 12 months from the balance sheet date.

In order to improve the eSun Group’s financial position, immediate liquidity, cash flows, profitability and operations, the eSun

Group has adopted and is in the process of implementing the following measures:

(a) continue to seek the creditors’ and the Loan Providers’ ongoing support to the eSun Group;

(b) endeavour to recover the amount due from Furama Hotel Enterprises Limited (‘‘FHEL’’), a wholly-owned subsidiary of

the Company, of HK$1,500,040,000 (the ‘‘Debt’’) together with the interest income thereon; and

(c) take action to tighten cost controls over various general and administrative expenses and to explore profitable business

opportunities.
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In the opinion of the directors of eSun, in light of the measures taken to date and the expected outcome of other measures in

progress as planned, including the attainment of profitable and positive cash flow operations, the eSun Group will have sufficient

working capital and cash resources to meet its financial obligations in full as they fall due in the foreseeable future. On this basis, the

directors of eSun consider that the eSun Group will have sufficient working capital to finance its operations in the foreseeable future.

Accordingly, the directors of eSun are satisfied that it is appropriate to prepare the financial statements on a going concern basis.

Should the eSun Group be unable to continue as a going concern, adjustments would have to be made to restate the values of the

assets to their recoverable amounts, to provide for any further liabilities which might arise and to reclassify non-current assets and

liabilities as current assets and liabilities, respectively. The effects of these potential adjustments have not been reflected in the eSun

Group’s financial statements.

As at 31st December, 2003, the Debt due by FHEL remained outstanding and overdue. In respect of the recoverability of the

Debt, the directors of eSun consider that pending the outcome of the Debt Restructuring Plan of the Group as detailed in note 1 to the

condensed consolidated financial statements, the eSun Group is uncertain as to the extent of the recovery of the Debt. The directors of

eSun consider that the recoverable amount of such Debt, together with the related interest thereon, is currently uncertain and, in the

absence of any reliable information, they are unable to estimate the amount of any specific provision against the Debt at the current

time.

As at 31st December, 2003, the film rights of the eSun Group represented all rights, titles and interests in 127 films (the ‘‘127

Film Rights’’) with aggregate carrying value of HK$197,541,000 and the TV rights to another 2 films for a period of 10.5 years of

aggregate carrying value of HK$114,000. The directors of eSun engaged an independent third party (the ‘‘Valuer’’) to perform a

valuation of the 127 Film Rights as at 31st December, 2003, and having regard to the current market conditions, the directors of eSun

are of the opinion that there was no impairment in the eSun Group’s film rights as at 31st December, 2003.

The auditors of eSun have issued a disclaimer opinion on the financial statements of the eSun Group for the year ended 31st

December, 2003. In their report, the auditors state that:

(i) they have been unable either to obtain sufficient reliable information, or to carry out alternative auditing procedures, to

satisfy themselves as to the recoverability of the Debt;

(ii) they have been unable to obtain sufficient reliable information to carry out the auditing procedures required by the

Statement of Auditing Standards 520 ‘‘Using the Work of an Expert’’, issued by the Hong Kong Society of Accountants,

to satisfy themselves as to (a) the competence and objectivity of the Valuer; and (b) the adequacy of the scope of the

Valuer’s work as to the 127 Film Rights. Accordingly, they have been unable to carry out adequate auditing procedures to

assess the carrying amount of the eSun Group’s film rights as at 31st December, 2003. Included in the eSun’s

consolidated profit and loss account for the year ended 31st December, 2003 is an amortisation charge of the eSun

Group’s film rights of HK$2,591,000. They are also unable either to obtain sufficient reliable information, or to carry out

alternative auditing procedures to satisfy themselves as to the appropriateness of the basis of computation of the amount

of the amortisation charge; and

(iii) they consider that appropriate disclosures concerning the adoption of the going concern basis have been made, but

because of the significant uncertainty relating to the success of the measures currently undertaking by the eSun Group,

they are not able to determine whether the going concern basis adopted in the eSun Group’s financial statements is

appropriate.

10. PLEDGED BANK BALANCES AND TIME DEPOSITS

As at 31st January, 2004, a total of approximately HK$121,696,000 (as at 31st July, 2003 : approximately HK$120,390,000) of

the bank balances and time deposits of the Group were pledged to banks to secure certain loan facilities granted to the Group and to

back up a corporate guarantee issued by the Company in respect of a loan facility granted by a bank to a subsidiary and an associate.

11. DEBTORS AND DEPOSITS/CREDITORS, DEPOSITS RECEIVED AND ACCRUALS

(a) The Group maintains various credit policies for different business operations in accordance with the business practice and

prevailing market conditions in which the Company and its respective subsidiary companies operate. Sale proceeds

receivables from sale of properties are settled in accordance with the terms of respective sale and purchase agreements.

Rental and related charges in respect of the leasing of properties are payable by tenants in accordance with the terms of
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the tenancy agreements and are normally payable in advance. Hotel and restaurant charges are mainly settled on cash

basis except for those corporate clients who are maintaining credit accounts with the respective subsidiaries, settlement

of which is in accordance with the terms of respective agreements.

An aged analysis of the trade debtors of the Group as at 31st January, 2004 and 31st July, 2003 are as follows:

31/1/2004 31/7/2003

(Unaudited) (Audited)

HK$’000 HK$’000

Trade debtors:

Less than 30 days 31,389 27,314

31–60 days 11,052 6,335

61–90 days 3,294 3,639

Over 90 days 6,294 9,515

52,029 46,803

Other debtors and deposits 85,772 88,382

137,801 135,185

(b) An aged analysis of the trade creditors of the Group as at 31st January, 2004 and 31st July, 2003 are as follows:

31/1/2004 31/7/2003

(Unaudited) (Audited)

HK$’000 HK$’000

Trade creditors:

Less than 30 days 12,179 15,209

31–60 days 5,360 3,695

61–90 days 138 28

Over 90 days 325 316

18,002 19,248

Other creditors, deposits received and accruals 317,228 289,423

335,230 308,671
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12. CONTINGENT LIABILITIES

(i) Contingent liabilities not provided for in the financial statements as at the balance sheet date were as follows:

Group Company

31/1/2004 31/7/2003 31/1/2004 31/7/2003

(Unaudited) (Audited) (Unaudited) (Audited)

HK$’000 HK$’000 HK$’000 HK$’000

Guarantees given to banks and other financial

creditors in connection with facilities granted

to:

Subsidiaries — — 1,135,850 1,988,793

Associates 194,183 194,772 194,183 194,772

194,183 194,772 1,330,033 2,183,565

Guarantees given in connection with the issue of

Convertible Bonds — — 906,750 906,750

Guarantees given in connection with the issue of

Exchangeable Bonds — — 621,671 621,671

194,183 194,772 2,858,454 3,711,986

(ii) Pursuant to certain indemnity deeds dated 12th November, 1997 entered into between the Company and Lai Fung

Holdings Limited (‘‘Lai Fung’’), an associate of the Company’s controlling shareholder, the Company has undertaken to

indemnify Lai Fung in respect of certain potential PRC income tax and land appreciation tax (‘‘LAT’’) payable or shared

by Lai Fung in consequence of the disposal of any of the property interests attributable to Lai Fung through its

subsidiaries and its associates as at 31st October, 1997 (the ‘‘Property Interests’’). These tax indemnities given by the

Company apply in so far as such tax is applicable to the difference between (i) the value of the Property Interests in the

valuation thereon by Chesterton Petty Limited, independent chartered surveyors, as at 31st October, 1997 (the

‘‘Valuation’’); and (ii) the aggregate costs of such Property Interests incurred up to 31st October, 1997, together with the

amount of unpaid land costs, unpaid land premium and unpaid costs of resettlement, demolition and public utilities and

other deductible costs in respect of the Property Interests. The indemnity deeds assume that the Property Interests are

disposed of at the values attributed to them in the Valuation, computed by reference to the rates and legislation governing

PRC income tax and LAT prevailing at the time of the Valuation.

The indemnities given by the Company do not cover (i) new properties acquired by Lai Fung subsequent to the listing of

the shares of Lai Fung on The Stock Exchange of Hong Kong Limited (the ‘‘Listing’’); (ii) any increase in the relevant tax

which arises due to an increase in tax rates or changes to the legislation prevailing at the time of the Listing; and (iii) any

claim to the extent that provision for deferred tax on the revaluation surplus has been made in the calculation of the

adjusted net tangible asset value of Lai Fung as set out in Lai Fung’s prospectus dated 18th November, 1997.

13. COMMITMENTS FOR THE PURCHASE OF PROPERTY, PLANT AND EQUIPMENT

As at 31st January, 2004, the Group had no commitments for purchase of property, plant and equipment. As at 31st July, 2003,

the Group had commitments authorised, but not contracted for of HK$2,724,000 in respect of purchase of property, plant and

equipment.

3. INDEBTEDNESS

As at 31st July, 2004, being the latest practicable date prior to the printing of this circular for the

purpose of this indebtedness statement, the LSD Group had outstanding borrowings of approximately

HK$5,965 million comprising (i) secured bank and other borrowings of approximately HK$2,292 million

(of which a sum of HK$1,189 million was guaranteed by LSD), (ii) an accrued loan repayment premium of

approximately HK$32 million under a loan facility guaranteed by LSD, (iii) an outstanding amount of

approximately HK$881 million payable under the Exchangeable Bonds guaranteed by LSD (principal of
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HK$622 million and accrued bond redemption premium of HK$259 million) and (iv) an outstanding amount

of approximately HK$1,260 million payable under the Convertible Bonds guaranteed by LSD (principal of

HK$907 million and accrued bond redemption premium of HK$353 million) and (v) an amount due to the

eSun Group of approximately HK$1,500 million. The outstanding amount payable under the Exchangeable

Bonds, the Convertible Bonds and the amount due to the eSun Group are secured against a security package,

further details of which are set out below.

As at 31st July, 2004, certain investment properties with unaudited carrying amounts of approximately

HK$3,198 million, certain fixed assets with unaudited carrying amounts of approximately HK$965 million

and certain bank balances and time deposits with banks of approximately HK$90 million were pledged to

banks to secure banking facilities granted to the LSD Group. At the same date, certain investment properties

with carrying amounts of approximately HK$3 million, certain fixed assets with carrying amounts of

approximately HK$25 million and a time deposit with a bank of approximately HK$8 million were pledged

to the bank to back up certain corporate guarantees issued by LSD in respect of certain banking facilities

granted by the bank to a subsidiary and an associate of the LSD Group. In addition, 285,512,791 ordinary

shares of eSun, the entire holding of the shares of Peakflow Profits Limited together with its 10%

shareholding in and its advance to Bayshore Development Group Limited, the joint venture company for the

AIG Tower project, and certain shares in other subsidiaries held by the LSD Group were also pledged to

banks and other lenders to secure loan facilities granted to the LSD Group. In addition, pursuant to the terms

and conditions of the Exchangeable Bonds and the Convertible Bonds, the Exchangeable Bondholders share

on a pari passu and pro rata basis with the Convertible Bondholders the security charge over a second charge

over 285,512,791 ordinary shares of eSun beneficially owned by LSD. The Exchangeable Bondholders also

share on a pari passu and pro rata basis with the Convertible Bondholders and eSun the security of a limited

recourse second charge over 6,500 ordinary shares of Diamond String Limited (which owns The Ritz-

Carlton, Hong Kong) beneficially owned by LSD. The secured bank and other borrowings were also secured

by floating charges over certain assets held by the LSD Group.

As at 31st July, 2004, the LSD Group had contingent liabilities of approximately HK$469 million in

respect of guarantees given by the LSD Group to banks in connection with the banking facilities granted to

certain associates of the LSD Group. In addition, pursuant to certain indemnity deeds dated 12th November,

1997 entered into between LSD and Lai Fung Holdings Limited (‘‘Lai Fung’’), LSD has undertaken to

indemnify Lai Fung in respect of certain potential People’s Republic of China (‘‘PRC’’) income tax and land

appreciation tax (‘‘LAT’’) payable or shared by Lai Fung as a result of the disposal of any of the property

interests attributable to Lai Fung through its subsidiaries and its associates as at 31st October, 1997 (the

‘‘Property Interests’’). These tax indemnities given by LSD apply in so far as such tax is applicable to the

difference between (i) the value of the Property Interests in the valuation thereon by Chesterton Petty

Limited, independent chartered surveyors, as at 31st October, 1997 (the ‘‘Valuation’’); and (ii) the aggregate

costs of such Property Interests incurred up to 31st October, 1997, together with the amount of unpaid land

costs, unpaid land premium and unpaid costs of resettlement, demolition and public utilities and other

deductible costs in respect of the Property Interests. The indemnity deeds assume that the Property Interests

are disposed of at the values attributed to them in the Valuation, computed by reference to the rates and

legislation governing PRC income tax and LAT prevailing at the time of the Valuation. The indemnities

given by LSD do not cover (i) new properties acquired by Lai Fung subsequent to the listing of the shares of

Lai Fung on The Stock Exchange of Hong Kong Limited (the ‘‘Listing’’); (ii) any increase in the relevant

tax which arises due to an increase in tax rates or changes to the legislation prevailing at the time of the

Listing; and (iii) any claim to the extent that provision for deferred tax on the revaluation surplus has been

made in the calculation of the adjusted net tangible asset value of Lai Fung as set out in Lai Fung’s

prospectus dated 18th November, 1997.

APPENDIX I FINANCIAL INFORMATION

— 130 —



Save as disclosed herein, the LSD Group does not have any other material (i) debt securities of the

LSD Group which are issued and outstanding or are authorised or otherwise created but unissued or term

loans; or (ii) other borrowings or indebtedness in the nature of borrowings of the LSD Group including bank

overdrafts and liabilities under acceptances (other than normal trade bills) or acceptance credits or hire

purchase commitments; or (iii) mortgages or charges of the LSD Group; or (iv) contingent liabilities or

guarantees of the LSD Group, as at the Latest Practicable Date.

4. FINANCIAL AND TRADING PROSPECTS

As explained in this circular, the LSD Group has entered into the Settlement Agreement with the eSun

Group and reached agreement ‘‘in principle’’ with the Informal Committee. Although the Settlement

remains conditional upon a number of factors, including the passing of the ordinary resolution by the

Shareholders to be proposed at the EGM, the passing of the resolution(s) by eSun’s shareholders at the eSun

SGM and the passing of the relevant resolution(s) by the Bondholders at their respective meetings, LSD is

confident that the Settlement will become unconditional and Completion will take place. The future

financial and trading prospects of the LSD Group would greatly depend on the successful implementation of

the Settlement and the continued support of the LSD Group’s creditors. If the Settlement does not go ahead,

the Company will endeavour to maintain a stable platform for its operations and proceed to continue to

negotiate with the LSD Group’s creditors to revise the restructuring proposal.

5. MATERIAL CHANGES

As disclosed in the LSD’s audited consolidated financial statements for the year ended 31st July,

2003, the LSD Group entered into sale and purchase agreements with various parties in relation to disposal

of (i) Causeway Bay Plaza I, (ii) Lai Sun Yuen Long Centre and (iii) the LSD Group’s entire interest in

Omicron International Limited, a then 43.5% owned associate of the LSD Group. All these transactions

were completed before the LSD Group’s interim period ended 31st January, 2004 and reflected in LSD

Group’s interim report for the same period issued on 16th April, 2004.

As detailed in this circular, LSD entered into the Settlement Agreement with eSun and reached in

principle agreement with the Informal Committee in respect of total indebtedness owed to eSun and the

Bondholders. Reference is made to Appendix II of this circular as regards the effects of the Settlement on

the LSD Group.

Save as disclosed above, the Directors are not aware of any material change in the financial or trading

position or prospects of the LSD Group since 31st July, 2003, being the date up to which the latest published

audited consolidated financial statements of LSD were made.

6. WORKING CAPITAL

As at the date of this circular, the LSD Group is still operating under a period of informal standstill

and up to now, neither the Exchangeable Bondholders, the Convertible Bondholders, eSun nor its other

financial creditors have taken any action to enforce their respective securities. On 28th June, 2004, LSD and

eSun (and their respective wholly-owned subsidiaries, Furama Hotel Enterprises and Golden Pool) entered

into the Settlement Agreement concerning the settlement of the eSun Debt (the ‘‘eSun Settlement’’) in the

principal amount of approximately HK$1,500 million. In addition, LSD has also reached an agreement ‘‘in

principle’’ with the Informal Committee concerning the restructuring of indebtedness owed by the LSD

Group to the Bondholders in principal of approximately US$196 million (equal to approximately HK$1,529

million) (the ‘‘Bonds Settlement’’). Following the completion of the Bonds Settlement and eSun
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Settlement, the LSD Group will continue its negotiation with its other financial creditors, with an aggregate

amount of outstanding balances of approximately HK$2,324 million as at 31st July, 2004, with a view to

securing a longer term financing for its remaining indebtedness (the ‘‘Loan Refinancing’’).

The relevant persons or institutions providing financing have confirmed that such financing facilities

exist as at 31st July, 2004, being the latest practicable date prior to the printing of this circular for the

purpose of the indebtedness statement included in paragraph 3 above. However, such persons or institutions

are not in a position to confirm that such financing facilities will remain in place for the 12 months

following the date of this circular.

Throughout the period from 1st August, 2003 to the date of this circular, the LSD Group continued to

implement an orderly disposal of its assets, to generate positive cash flows for the partial repayment of bank

and other borrowings and to help provide sufficient working capital for the LSD Group’s operations and for

funding cash repayment of the Bonds Settlement and the eSun Settlement.

On the assumption that the eSun Settlement, the Bonds Settlement and the Loan Refinancing will be

forthcoming and, at the same time, the LSD Group will be able to continue the orderly disposal of its assets

to generate additional positive cash flows, the Directors believe that the LSD Group will have sufficient

working capital for its requirements for the 12 months following the date of this circular. Otherwise, the

Directors are of the opinion that the LSD Group would not have adequate funds to enable it to operate as a

going concern in the foreseeable future.

7. SHARE CAPITAL

The number of Shares and the nominal value of the authorised and issued share capital of LSD as at

31st July, 2003 were as follows:

Number of

shares

Nominal

value

’000 HK$’000

Authorised

Ordinary shares of HK$0.50 each 10,000,000 5,000,000

Preference shares of HK$1.00 each 1,200,000 1,200,000

11,200,000 6,200,000

Issued and fully paid:

Ordinary shares of HK$0.50 each 3,746,002 1,873,001

Up to the Latest Practicable Date, there has been no change in the share capital of LSD (authorised

and issued) since 31st July, 2003.

Each Share ranks pari passu in all respects, including dividends, voting and capital.

As at the Latest Practicable Date, LSD did not have any warrants, options, convertible securities,

derivatives or other securities in issue save for the Bonds. None of the unissued share or loan capital of LSD

is subject to any warrants, options, derivatives or conversion rights and it has not been agreed, conditionally

or unconditionally, to put any of the unissued share or loan capital of LSD under any warrants, options,

derivatives or conversion rights.
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A. PRO FORMA FINANCIAL INFORMATION OF THE LSD GROUP

Basis

The following is the pro forma financial information of LSD assuming that Completion of the

Settlement had taken place on 31st January, 2004 in accordance with terms of the Settlement as

detailed in the circular and without taking into account the effect of any possible disposal of the Three

Planned Sale Interests. The purpose of preparing the pro forma financial information of LSD is to

illustrate the effect of the Settlement on LSD’s consolidated net assets. The pro forma consolidated net

assets of LSD was prepared based on the unaudited consolidated deficiency in assets of LSD as at 31st

January, 2004 as set out in LSD’s 2003/2004 interim report which was published on 16th April, 2004.

The pro forma financial information was prepared for illustrative purpose only and because of its

nature, it may not give a true picture of the financial position to the LSD Group following Completion

and without taking into account the effect of any possible disposal of the Three Planned Sale Interests.

(i) Pro forma consolidated net assets of LSD upon Completion

Adjustments

Balance as at

31st January,

2004

Effect of the

Settlement

Share of

eSun’s loss

arising from

the Settlement

Pro forma

balance upon

Completion

after share of

eSun’s loss

arising from

the Settlement

HK$ million HK$ million HK$ million HK$ million

Consolidated net

assets/(deficiency in

assets) (479.8) (Note 1) (42.8) (Note 2) (139.4)

(Note 6)
2,273.1

65.1 (Note 3)
(27.7) (Note 3)

4,500.0 (Note 4)
(1,602.3) (Note 5)

Consolidated net

assets/(deficiency in

assets) per Share

HK$(0.13)

(Note 1)
HK$0.18

(Note 7)

(ii) Estimated loss before expenses arising from the Settlement before the effect of any possible

disposal of the Three Planned Sale Interests to be recognised in the consolidated profit and

loss account of LSD upon Completion

The estimated loss arising from the Settlement upon Completion shown below includes LSD’s

share of eSun’s loss arising from the Settlement which is calculated based on LSD’s consolidated net

asset position as at 31st January, 2004, which includes LSD’s share of 42.54% of eSun’s consolidated

net assets, after adjusting for the effect of the Settlement. The daily operating transactions of both

LSD Group and eSun Group for the period from 1st February, 2004 to the date of Completion will

affect the net assets position of both groups. Therefore, the actual amount of LSD’s share of eSun’s

loss arising from the Settlement upon Completion will have to be recalculated based on the
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consolidated net assets position of both LSD and eSun as at the date of Completion. The directors of

LSD considered that it is impracticable for them to estimate the quantum of the above transactions as

at the date hereof.

Settlement

premium

arising from

the Settlement

Reversal of

interest

expenses on

amount due to

Golden Pool

Reversal of

LSD’s 42.54%

share of

interest income

attributable to

the eSun

Group on

amount due to

Golden Pool

Share of

eSun’s loss

arising from

the

Settlement

Estimated

loss before

expenses

of the

Settlement

HK$ million HK$ million HK$ million HK$ million HK$ million

Gain/(loss) (1,602.3)

(Note 5)

65.1

(Note 3)

(27.7)

(Note 3)

(139.4)

(Note 6)

(1,704.3)

Notes:

1. The unaudited consolidated deficiency in assets of LSD is based on the unaudited condensed consolidated

accounts as set out in LSD’s 2003/2004 interim report which was published on 16th April, 2004. The unaudited

deficiency in assets per Share is calculated based on the unaudited consolidated deficiency in assets of LSD of

approximately HK$479.8 million as at 31st January, 2004 and the number of Shares in issue of 3,746,002,320 as at

31st January, 2004.

2. The amount represents accrued interests on the Bonds for the period from 1st February, 2004 to 31st July, 2004

which is calculated based on interest rate of 4% per annum on the aggregate amount of the outstanding principal

of approximately HK$1,529 million and accrued redemption premium of approximately HK$612 million.

3. Pursuant to the Settlement Agreement entered between LSD, Furama Hotel Enterprises, eSun and Golden Pool,

eSun and Golden Pool agreed that any requirement on LSD and Furama Hotel Enterprises to pay interest on the

amount due to Golden Pool has been unconditionally waived by eSun and Golden Pool since 1st January, 2003.

Therefore, the accrued interest on the amount due to Golden Pool of HK$65.1 million for the period from 1st

January, 2003 to 31st January, 2004 as included in LSD’s consolidated balance sheet as at 31 January 2004 needs

to be reversed upon Completion.

As disclosed in eSun’s 2003 annual report, no interest income in respect of the amount due to Golden Pool since

1st January, 2003 was recognised in eSun’s consolidated financial statements because the directors of eSun were

unable to estimate the amount of such interest income that may eventually be realized due to the then financial

situation of the LSD Group. In preparing the LSD Group’s consolidated financial statements for the year ended

31st July, 2003 and interim period ended 31st January, 2004, LSD had made its own adjustments in its

consolidated financial statements to reflect the above accrued interest when equity accounting for its 42.54%

interest in eSun. Therefore, the above reversal of interest on amount due to Golden Pool of HK$65.1 million will

cause a corresponding reversal of HK$27.7 million in LSD’s consolidated financial statements when LSD equity

accounts for its 42.54% interest in the eSun Group upon Completion.

4. The amount represents the nominal value of approximately 9,000 million of Shares of HK$0.50 each to be issued

to Bondholders and eSun upon Completion.
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5. The amount represents the settlement premium arising from the Settlement which is calculated based on the terms

of the Settlement as detailed below.

Settlement premium arising from the Bonds Settlement

Outstanding bond debt

Accrued Interests

Principal

Accrued

redemption

premium As at 31/1/04

From 01/02/04

to 31/07/04 Total

HK$ million HK$ million HK$ million HK$ million HK$ million

Convertible Bonds 906.8 353.2 55.9 25.2 1,341.1

Exchangeable Bonds 621.7 259.2 39.1 17.6 937.6

Bonds 1,528.5 612.4 95.0* 42.8* 2,278.7

Less: Cash repayment to Bondholders (300.0)

Residual Indebtedness (266.0)

Contingent Indebtedness (70.0)

Amount of bond debt to be eliminated in consideration of issuance of Shares 1,642.7

Less: Nominal value of 3,800,040,000 Shares of HK$0.50 each to be issued to Bondholders

upon Completion (1,900.0)

Settlement premium arising from the Bonds Settlement (257.3)

Settlement premium arising from the Settlement Agreement

Amount due to Golden Pool 1,500.0

Accrued interest from 1st January, 2003 to 31st January, 2004 65.1#

Amount due to Golden Pool and accrued interest as at 31st January, 2004 1,565.1

Less: Reversal of accrued interest from 1st January 2003 to 31st January, 2004 (65.1)#

Amount due to Golden Pool immediately before Completion 1,500.0

Less: Cash repayment to Golden Pool (20.0)

eSun Loan to be granted to Furama Hotel Enterprises for its partial repayment of amount

due to Golden Pool (225.0)

Amount due to Golden Pool to be eliminated in consideration of issuance of Shares 1,255.0

Less: Nominal value of 5,200,000,000 Shares of HK$0.50 each to be issued to Golden Pool or

its nominee upon Completion (2,600.0)

Settlement premium arising from the Settlement Agreement (1,345.0)

Total settlement premium arising from the Settlement (1,602.3)

* The amount of accrued interests on the debt owed to the Bondholders of approximately HK$95 million as at 31st

January, 2004 was recorded in the LSD’s unaudited consolidated accounts as at 31st January, 2004. The accrued

interests up to 31st July, 2004 will be settled together with other outstanding amounts owed by the LSD Group to

the Bondholders upon Completion.

# The amount of the accrued interest on the indebtedness due to Golden Pool of approximately HK$65.1 million as

at 31st January, 2004 was recorded in the LSD’s unaudited consolidated accounts as at 31st January, 2004.

Pursuant to the Settlement Agreement, eSun and Golden Pool agreed that any requirement on the part of the LSD

Group to pay any interest on the indebtedness due to Golden Pool was waived by eSun and Golden since 1st

January, 2003 upon Completion. Therefore, the above accrued interest of approximately HK$65.1 million will be

reversed upon Completion.
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6. Share of eSun’s loss arising from the Settlement

HK$ million

Pro forma consolidated net assets of LSD upon Completion but before share of

eSun’s loss arising from the Settlement 2,412.5

eSun’s 40.80% share thereof 984.3

Less: Amount due by Furama Hotel Enterprises to be eliminated in

consideration of 5,200 million Shares of HK$0.5 each (note i) (1,255.0)

eSun’s loss arising from the Settlement before the effect on the cross-holding

between LSD and eSun (270.7)

eSun’s additional loss arising from the Settlement attributable to the effect of

the cross-holding between LSD and eSun (56.9)

eSun’s loss arising from the Settlement after the effect on the cross-holding

between LSD and eSun (327.6)

LSD’s 42.54% share thereof (139.4)

HK$ million

Note i. Amount due by Furama Hotel Enterprises immediately before the Completion as

included in the audited balance sheet of eSun as at 31st December, 2003 1,500.0

Less: Cash repayment receivable from LSD (20.0)

eSun Loan to be granted to Furama Hotel Enterprises for partial repayment

of its amount due to Golden Pool (225.0)

Amount due by Furama Hotel Enterprises to be eliminated in consideration of

5,200 million Shares of HK$0.5 each 1,255.0

Upon Completion of the Settlement, eSun will hold a 40.8% equity interest in LSD. eSun’s share of the LSD

Group’s net assets immediately after Completion is estimated to be approximately HK$984.3 million. As

compared with the acquisition cost of 5,200 million Shares of HK$1,255 million, an impairment loss of HK$270.7

million will be recognised by eSun.

LSD also holds a 42.54% equity interest in eSun. Since directors of both LSD and eSun consider that there will be

no apparent dominance by either LSD or eSun over the other after Completion, both LSD and eSun will equity

account for their interest in the other company. Therefore, LSD needs to take up such impairment in its

consolidated accounts through its equity interest in eSun. Thereafter, eSun will need to further take up LSD’s

share of such impairment through its 40.8% equity interest in LSD. The effect of such recycling process will lead

to eSun to take up a further loss of HK$56.9 million as disclosed above.

7. The pro forma consolidated net asset value per Share is calculated based on the pro forma consolidated net assets

of LSD upon Completion and after share of eSun’s loss arising from the Settlement of approximately HK$2,273.1

million and the enlarged number of Shares of 12,746,042,320.
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B. REPORT ON PRO FORMA FINANCIAL INFORMATION OF THE FINANCIAL EFFECT OF

THE SETTLEMENT

The following is the text of a report, prepared for the sole purpose of inclusion in this circular,

received from Ernst & Young, the reporting accountant, in respect of the pro forma financial information of

LSD as included under the heading of ‘‘PRO FORMA FINANCIAL INFORMATION OF THE LSD GROUP’’

in this Appendix II:

15th Floor

Hutchison House

10 Harcourt Road

Central

Hong Kong

15th September, 2004

The Board of Directors

Lai Sun Development Company Limited

11/F Lai Sun Commercial Centre

680 Cheung Sha Wan Road

Kowloon, Hong Kong

Dear Sirs,

Lai Sun Development Company Limited (the ‘‘Company’’/‘‘LSD’’) and its subsidiaries (the

‘‘Group’’) in connection with the circular for the proposed settlement of indebtedness owed by

Furama Hotel Enterprises, and guaranteed by LSD, to Golden Pool, an indirect wholly-owned

subsidiary of eSun, and the proposed settlement of indebtedness owed by LSD to Bondholders (the

‘‘Settlement’’)

We report on the pro forma financial information of the Group (the ‘‘Pro Forma Financial

Information’’) set out on pages 133 to 136 under Section A ‘‘Pro Forma Financial Information of the LSD

Group’’ of Appendix II ‘‘Pro Forma Financial Information’’ of the circular of the Company dated 15th

September, 2004 (the ‘‘Circular’’) in connection with the Settlement. The Pro Forma Financial Information

is unaudited and has been prepared by the directors of the Company, for illustrative purposes only, to

provide information about how the Settlement, as described in the accompanying introduction to the Pro

Forma Financial Information, might have affected the unaudited consolidated net assets of the Group as at

31st January, 2004 as if Completion of the Settlement had taken place on 31st January, 2004 in accordance

with terms of Settlement as detailed in the Circular and without taking into account the effect of any

possible disposal of the Three Planned Sale Interests. Terms used herein have the same meanings as in the

Circular unless the context otherwise requires.

The financial information used in the preparation of Pro Forma Financial Information is derived from

the unaudited interim report of the Group as at 31st January, 2004 dated 16th April, 2004 (the ‘‘Unaudited

Financial Information’’) included in the Circular. Further details of the basis of presentation of the Pro

Forma Financial Information are set out in the introductory paragraph of Appendix II.
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Responsibilities

It is the responsibility solely of the directors of LSD to prepare the Pro Forma Financial Information in

accordance with paragraph 29 of Chapter 4 of the Rules Governing the Listing of Securities on The Stock

Exchange of Hong Kong Limited (the ‘‘Listing Rules’’).

It is our responsibility to form an opinion, as required by the Listing Rules, on the Pro Forma Financial

Information and to report our opinion to you. We do not accept any responsibility for any reports previously

given by us on any financial information used in the compilation of the Pro Forma Financial Information

beyond that owed to those to whom those reports were addressed by us at the dates of their issue.

Basis of opinion

We conducted our work in accordance with the Statements of Investment Circular Reporting

Standards and Bulletin 1998/8 ‘‘Reporting on pro forma financial information pursuant to the listing rules’’

issued by the Auditing Practices Board in the United Kingdom, where applicable. Our work, which involved

no independent examination of any of the underlying financial information, consisted primarily of

comparing the Unaudited Financial Information with the source documents, considering the evidence

supporting the adjustments and discussing the Pro Forma Financial Information with the directors of the

Company.

Our work does not constitute an audit or a review in accordance with Statements of Auditing

Standards issued by the Hong Kong Institute of Certified Public Accountants and, accordingly, we do not

express any such assurance on the Pro Forma Financial Information.

The Pro Forma Financial Information has been prepared on the bases, including the directors’

judgements and assumptions, set out on pages 133 to 136 in the Circular (the ‘‘Bases’’) for illustrative

purpose only, and, because of its nature, it may not be indicative of the financial position of the Group as at

31st January, 2004 or at any other future date.

Opinion

In our opinion:

(a) the Pro Forma Financial Information has been properly compiled by the directors of the

Company on the Bases stated;

(b) such Bases are consistent with the accounting policies of the Group, and

(c) the adjustments are appropriate for the purposes of the Pro Forma Financial Information as

disclosed pursuant to paragraph 29(1) of Chapter 4 of the Listing Rules.

Yours faithfully,

Ernst & Young

Certified Public Accountants

Hong Kong
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The following is the text of a letter, summary of values and valuation certificate received from

Chesterton Petty Limited, an independent valuer, in connection with their valuation as at 30th June, 2004 of

the property interests held by the LSD Group pursuant to the Takeovers Code and pursuant to Rule 5.02 of

the Listing Rules as regards the Three Planned Sale Interests for the purpose of inclusion in this circular:

15th September, 2004

The Directors

Lai Sun Development Company Limited

11th Floor, Lai Sun Commercial Centre

680 Cheung Sha Wan Road

Kowloon

Hong Kong

Dear Sirs

In accordance with your instructions for us to value various property interests held by Lai Sun

Development Company Limited (hereinafter known as ‘‘LSD’’) and its subsidiaries and associated

companies of which, LSD or its subsidiaries have an interest of 30% or more (hereinafter together known as

the ‘‘LSD Group’’) in Hong Kong, the Peoples Republic of China (the ‘‘PRC’’) and Vietnam pursuant to the

Takeovers Code and pursuant to Rule 5.02 of the Listing Rules as regards the Three Planned Sale Interests,

we confirm that we have carried out inspections, made relevant enquiries and searches and obtained such

further information as we consider necessary for the purpose of providing you with our opinion of the open

market values of the relevant property interests as at 30th June, 2004.

Our valuation is our opinion of the open market value which we would define as intended to mean

‘‘the best price at which the sale of an interest in a property would have been completed unconditionally for

cash consideration on the date of valuation, assuming:

(a) a willing seller;

(b) that, prior to the date of valuation, there had been a reasonable period (having regard to the

nature of the property and the state of the market) for the proper marketing of the interest, for the

agreement of the price and terms and for the completion of the sale;

(c) that the state of the market, level of values and other circumstances were, on any earlier assumed

date of exchange of contracts, the same as on the date of valuation;
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(d) that no account is taken of any additional bid by a prospective purchaser with a special interest;

and

(e) that both parties to the transaction had acted knowledgeably, prudently and without

compulsion’’.

Our valuation has been made on the assumption that the owners sell the property interests on the open

market without the benefit of a deferred term contract, leaseback, joint venture, management agreement or

any similar arrangement which would serve to increase the values of the property interests. In addition, no

account has been taken of any option or right of pre-emption concerning or affecting the sale of the property

interests and no forced sale situation in any manner is assumed in our valuation.

We have valued the property interests in Group I and Group II by reference to sales evidence as

available on the market and, where appropriate, on the basis of capitalization of net income shown on

schedules handed to us by LSD. We have allowed for outgoings and in appropriate cases made provisions

for reversionary income potential.

In respect of the property interests in Group III and Group IV, we have prepared our valuation with

regards to the requirements contained in Practice Note 12 of the Rules Governing the Listing of Securities

on The Stock Exchange of Hong Kong Limited. We received a legal opinion in respect of the property

interests in Group III from Hengtong & Co dated 10th September, 2004 and a legal opinion from Phillips

Fox dated 9th September, 2004 for the property interests in Group IV, on which we base our advice on the

titles to these property interests.

The valuation of the property interests in Group IV has been determined on the hypothetical

assumption that the property can be freely disposed of in the market and the ownership can be transferred to

other parties. The valuation is prepared by reference to comparable market transactions in the same locality

as the relevant properties which is the most reliable method for valuing property assets and the most

common method used for valuing properties in Hong Kong. Since the properties are located in a relatively

under-developed market, our valuation is based on limited information regarding comparable transactions.

Owing to the imperfection of the property market in Vietnam, we are unable to advise that our valuation

figure for the properties may be realisable in the open market. Whilst the valuer has exercised his

professional judgement in arriving at the valuation, investors are urged to consider carefully the nature of

such assumptions which are disclosed in the valuation certificate and should exercise caution when

interpreting the valuation certificate.

We have been provided with extracts of title documents relating to the property interests in Hong

Kong and we have caused searches to be made for these property interests at the Land Registry in Hong

Kong. We have not, however, inspected the original documents to verify ownership or to ascertain the

existence of any amendments which do not appear on the copies handed to us. In respect of the property

interests in Group III and Group IV, we have relied on the information provided by the above-mentioned

legal advisers concerning the titles to these property interests.

We have relied to a very considerable extent on information given by LSD and LSD’s legal advisers.

We have no reason to doubt the truth and accuracy of the information provided to us by LSD and LSD’s

legal advisers which is material to the valuation and have accepted advice given to us on such matters as

planning approvals or statutory notices, easements, tenure, lettings, site and floor areas and all other

relevant matters. We have not verified the truth and accuracy of the information and we have relied on the

LSD’s confirmation that no material facts have been omitted from the information so supplied. We consider
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that we have been provided with sufficient information to reach an informed view. Dimensions,

measurements and areas included in the valuation certificate are based on information contained in the

documents and leases provided to us and are therefore only approximations.

We have inspected the exterior of the property interests valued and, where possible, we have also

inspected the interior of the premises. However, no structural survey has been made, but in the course of our

inspection, we did not note any serious defects. We are not, however, able to report that the properties are

free from rot, infestation or any other structural defects. No tests were carried out on any of the services. We

have not been able to carry out detailed site measurements to verify the correctness of the site areas of the

properties and we have assumed that the site areas shown on the documents handed to us are correct.

No allowance has been made in our report for any charges, mortgages or amounts owing on any

property interests nor for any expenses or taxation which may be incurred in effecting a sale. Nevertheless,

we have been advised by LSD that a total estimated profits tax liability attributable to the LSD Group and

the total estimated stamp duty liability that may arise from the disposal of the properties of approximately

HK$31 million and HK$185 million respectively will crystallize if the property interests of the LSD Group

were disposed of as at the date of valuation (i.e. 30th June 2004) (such estimated tax liabilities having taken

into account of LSD’s intention to dispose of the relevant properties in Vietnam via disposals of the direct

or indirect interest in the companies holding such properties). Except for the estimated profits tax liability of

approximately HK$2 million relating to certain property interests and a property interest under development

which are held by the LSD Group in Hong Kong for future sale, taking into account LSD’s intention to hold

the other properties for long term purpose and that it is a general market practice for stamp duty liability to

be borne by the purchaser in a property transaction, the likelihood of the remaining estimated profits tax

liability (i.e. HK$29 million) and estimated stamp duty liability (i.e. HK$185 million) being crystallized is

remote. The actual tax implication will be subject to formal tax assessment based on the tax position of the

relevant companies and tax rules and regulations prevailing at the time of disposal.

Unless otherwise stated, it is assumed that all property interests are free from encumbrances,

restrictions and outgoings of an onerous nature which could affect their values.

Unless otherwise stated, all monetary amounts stated are in Hong Kong dollars.

Our summary of values and valuation certificate are attached.

Yours faithfully

For and on behalf of

Chesterton Petty Limited

Charles C K Chan
MSc FRICS FHKIS MCIArb RPS(GP)

Executive Director

Note: Mr Charles C K Chan, Chartered Estate Surveyor, MSc FRICS, FHKIS, MCIArb, RPS (GP), has been a qualified valuer with

Chesterton Petty Limited since June 1987 and has about 20 years’ experience in the valuation of properties in Hong Kong, 8

years’ experience in the valuation of properties in Vietnam and 11 years’ experience in valuation of properties in the PRC.
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SUMMARY OF VALUES

Property

Capital value in

existing state as at

30th June, 2004

Interest

attributable

to the

LSD Group

Capital value in

existing state as at

30th June, 2004

attributable

to the LSD Group

Group I — Property interests held by the LSD Group in Hong Kong

1. Cheung Sha Wan Plaza,

833 Cheung Sha Wan Road,

Cheung Sha Wan,

Kowloon,

Hong Kong

HK$1,760,000,000 100% HK$1,760,000,000

2. Causeway Bay Plaza 2,

Lockhart Road/Percival Street,

Causeway Bay,

Hong Kong

HK$1,000,000,000 100% HK$1,000,000,000

3. Lai Sun Commercial Centre,

680 Cheung Sha Wan Road,

Cheung Sha Wan,

Kowloon,

Hong Kong

HK$438,000,000 100% HK$438,000,000

4. The Commercial Portion of 348 Nathan

Road (known as Majestic Centre),

Yau Ma Tei,

Kowloon,

Hong Kong

HK$252,000,000 50% HK$126,000,000

5. 164 Residential Units in Tower V,

16 Residential Units in Towers I, II, III

and VI and 671 Car Parking Space

in The Waterfront,

1 Austin Road West,

Tsim Sha Tsui,

Kowloon,

Hong Kong

HK$2,039,000,000 10% HK$203,900,000

6. 19th Floor of May Tower II and Car

Parking Space No. 60 on Ground Floor

of May Towers I and II,

5 and 7 May Road,

Mid-Levels,

Hong Kong

HK$36,000,000 100% HK$36,000,000
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Property

Capital value in

existing state as at

30th June, 2004

Interest

attributable

to the

LSD Group

Capital value in

existing state as at

30th June, 2004

attributable

to the LSD Group

7. Lots Nos. 2345B, 3078RP, 3108, 3152,

3180RP, 3200ARP, 3221RP and 3239 in

Demarcation District No. 104,

Ngau Tam Mei,

Yuen Long,

New Territories,

Hong Kong

HK$9,000,000 50% HK$4,500,000

8. Roof and Exterior Advertising Spaces,

China Hong Kong Centre,

122–126 Canton Road,

Tsim Sha Tsui,

Kowloon,

Hong Kong

HK$6,000,000 100% HK$6,000,000

9. Flats A and B on 10th Floor and Car

Park Space Nos. 1, 2, 13 and 14 on

Ground Floor,

Metropolitan Factory and Warehouse

Building,

30–32 Chai Wan Kok Street,

Tsuen Wan,

New Territories,

Hong Kong

HK$3,200,000 100% HK$3,200,000

10. 32 Car Parking Spaces on Basement,

Tai Po Garden,

1 Mui Shu Hang Road,

Tai Po,

New Territories,

Hong Kong

HK$3,200,000 40% HK$1,280,000

11. 2nd Floor, Mau Lam Building,

16–18 Mau Lam Street,

Yau Ma Tei,

Kowloon,

Hong Kong

HK$1,800,000 100% HK$1,800,000

12. Lots Nos. 540, 1553, 859RP and 1186 in

Demarcation District No. 244,

Ho Chung,

Sai Kung,

New Territories,

Hong Kong

HK$1,300,000 100% HK$1,300,000
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Property

Capital value in

existing state as at

30th June, 2004

Interest

attributable

to the

LSD Group

Capital value in

existing state as at

30th June, 2004

attributable

to the LSD Group

13. Unit F on 11th Floor,

Centre 600,

82 King Lam Street,

Cheung Sha Wan,

Kowloon,

Hong Kong

HK$940,000 100% HK$940,000

14. Flat O on 1st Floor (including Portion of

Flat Roof on 1st Floor),

Sun On Building,

490 Queen’s Road West,

Kennedy Town,

Hong Kong

HK$830,000 100% HK$830,000

15. Car Parking Spaces Nos. 1 and 6 on 2nd

Floor, Car Parking Spaces Nos. 1 and 6

on 3rd Floor, Car Parking Spaces Nos.

1, 10, 11 and 15 on 4th Floor of the Car

Parking Portion,

The Panorama,

520 Castle Peak Road,

Tsuen Wan,

New Territories,

Hong Kong

HK$1,600,000 50% HK$800,000

16. Shop Nos. G20A on Ground Floor and

Shop Nos. 337, 344, 358 and 359

on 3rd Floor,

East Commercial Block of South

Horizons,

18A South Horizon Drive,

Ap Lei Chau,

Hong Kong

HK$780,000 100% HK$780,000

17. Car Parking Space No. 4 on Car Park

Level 1 and Car Parking Space No. 49

on Car Park Level 3,

Flourish Court,

30 Conduit Road,

Mid-Levels,

Hong Kong

HK$500,000 33.33% HK$166,650
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Property

Capital value in

existing state as at

30th June, 2004

Interest

attributable

to the

LSD Group

Capital value in

existing state as at

30th June, 2004

attributable

to the LSD Group

18. Flat Roof on Roof,

Parc 22,

22 Sung Wong Toi Road,

Tokwawan,

Kowloon,

Hong Kong

HK$200,000 100% HK$200,000

19. Flat Roofs on Top Roof and Satellite

TV Plant Room on 30th Floor,

Well-Found Building,

488 Jaffe Road,

Causeway Bay,

Hong Kong

HK$80,000 100% HK$80,000

20. Flat Roof B immediately above Flat B

on 28th Floor,

The Eastborne,

51 Shau Kei Wan Main Street East,

Shau Kei Wan,

Hong Kong

HK$50,000 100% HK$50,000

21. Unit Nos. 3 and 4 of Roof,

Lai Cheong Factory Building,

479–479A Castle Peak Road,

Cheung Sha Wan,

Kowloon,

Hong Kong

HK$100,000 100% HK$100,000

22. Roof of Tower A, New Mandarin Plaza,

14 Science Museum Road,

Tsim Sha Tsui,

Kowloon,

Hong Kong

HK$500,000 100% HK$500,000

23. Shops Nos. 1 and 2 on Ground Floor,

Lai Hung Garden,

1 Tan Kwai Tsuen Road,

Yuen Long,

New Territories,

Hong Kong

No commercial value 100% No commercial value

24. Club House of 37 Repulse Bay Road,

Hong Kong

No commercial value 100% No commercial value
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Property

Capital value in

existing state as at

30th June, 2004

Interest

attributable

to the

LSD Group

Capital value in

existing state as at

30th June, 2004

attributable

to the LSD Group

25. The Ritz-Carlton Hong Kong,

3 Connaught Road,

Central,

Hong Kong

HK$990,000,000 65% HK$643,500,000

26. The Hotel Portion and Portions of the

Building of 348 Nathan Road (known as

Majestic Hotel),

Yau Ma Tei,

Kowloon,

Hong Kong

HK$643,000,000 50% HK$321,500,000

Sub-total: HK$7,188,080,000 HK$4,551,426,650

Group II — Property interests held under development by the LSD Group in Hong Kong

27. A residential development on Lot No.

2094 in Demarcation District No. 105,

Ngau Tam Mei,

Yuen Long,

New Territories,

Hong Kong

HK$210,000,000 50% HK$105,000,000

28. A commercial and service apartment

development at 24–26 Kimberley Road,

55–61 Carnarvon Road and

38–40 Kimberley Street,

Tsim Sha Tsui,

Kowloon,

Hong Kong

HK$600,000,000 50% HK$300,000,000

Sub-total: HK$810,000,000 HK$405,000,000

Group III — Property interest held by the LSD Group in the PRC

29. Guangzhou International Golf Club,

Xiancun,

Zhencheng,

Guangdong Province,

the PRC

No commercial value 50% No commercial value

Sub-total: No commercial value No commercial value
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Property

Capital value in

existing state as at

30th June, 2004

Interest

attributable

to the

LSD Group

Capital value in

existing state as at

30th June, 2004

attributable

to the LSD Group

Group IV — Property interests held by the LSD Group in Vietnam

30. Caravelle Hotel,

19–23 Cong Truong Lam Son Square,

District 1,

Ho Chi Minh City,

Vietnam

HK$442,000,000 26.01% HK$114,964,200

31. Furama Resort,

68 Ho Xuan Huong Street,

China Beach,

Da Nang,

Vietnam

HK$224,000,000 62.625% HK$140,280,000

Sub-total: HK$666,000,000 HK$255,244,200

Grand Total: HK$8,664,080,000 HK$5,211,670,850
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VALUATION CERTIFICATE

Group I — Property interests held by the LSD Group in Hong Kong

Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

1. Cheung Sha Wan Plaza,

833 Cheung Sha Wan

Road, Cheung Sha Wan,

Kowloon, Hong Kong

New Kowloon Inland Lot

No. 5955

The property comprises an 8-storey

and a 7-storey office over a 7-storey

(including a basement and a Mezzanine

Floor) common commercial/

carparking/loading and unloading/

mechanical podium with bus terminus

completed in 1989.

The gross floor area of the

development is approximately as

follows:

Shopping floors:

15,042.83 sq.m. (161,921 sq.ft.) on

Ground to 3rd Floors.

Restaurant floors:

6,131.74 sq.m. (66,002 sq.ft.) on

Mezzanine, Portions of 1st and 2nd

Floors.

Office floors:

44,132.20 sq.m. (475,039 sq.ft.) on 5th

to 11th Floors of Tower 1 and 5th to

12th Floors of Tower 2.

The total gross floor area of the

property extends to 65,306.76 sq.m.

(702,962 sq.ft.) or thereabouts.

The property also comprises a total of

355 carparking spaces.

New Kowloon Inland Lot No. 5955 is

held from the Government under

Conditions of Sale No. 11878 for a

term commencing from 4th April, 1986

and expiring on 30th June, 2047 at a

revised annual rent equivalent to 3% of

the rateable value for the time being of

the lot.

Most of the commercial floors are

let under various tenancies mostly

for terms of two or three years with

the latest expiry date in November

2006 at a total monthly rental

income of about HK$5,510,000

mostly exclusive of rates and

management fees and some with

options to renew for further terms

of one to three years.

A portion of the commercial floors

is let under various licences mostly

for terms of two years with the

latest expiry date in August 2005 at

a total monthly licence fee of about

HK$171,000 exclusive of rates and

management fees.

The office units are mostly let

under various tenancies mostly for

terms of two or three years with the

latest expiry date in June 2006 at a

total monthly rental income of

about HK$4,480,000 exclusive of

rates and management fees and

some with options to renew for

further terms of one to three years.

The carparking spaces on the

basement, 3rd and 4th Floors are

operated by the owner as a fee-

paying public carpark.

A portion of the 1st Floor is also let

under a licence for the occupation

of a base station and the external

wall is also let under a licence both

for a term of two years with the

latest expiry date in November

2003 at a total monthly licence fee

of about HK$33,500 inclusive of

rates and management fees.

HK$1,760,000,000

(100% interest)

HK$1,760,000,000

(100% interest

attributable to the

LSD Group)

Notes:

(1) The registered owner of the property is LSD.

(2) The property is subject to a mortgage in favour of Citicorp International Limited.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

2. Causeway Bay Plaza 2,

Lockhart Road/Percival

Street, Causeway Bay,

Hong Kong

Section J of Inland Lot

No. 2833, The

Remaining Portions of

Sections D, E, G, H, K,

L, M and O of Inland

Lot No. 2833, Sub-

section 4 of Section H

of Inland Lot No. 2833

and The Remaining

Portion of Inland Lot

No. 2833

Causeway Bay Plaza 2 is a high-grade

28-storey (including 3 basements)

commercial/office building near the

Causeway Bay M.T.R. station

completed in 1992.

The gross floor area of the

development is approximately as

follows:

Retail Shopping:

4,583.80 sq.m. (49,340 sq.ft.) or

thereabouts on Basement I, Ground, 1st

and 2nd Floors.

Cinemas:

1,478.26 sq.m. (15,912 sq.ft.) or

thereabouts on portion of Ground

Floor, 3rd and 4th Floors providing a

total of 961 seats.

Restaurants:

4,849.03 sq.m. (52,195 sq.ft.) or

thereabouts on 5th to 11th Floors.

Offices:

9,044.50 sq.m. (97,355 sq.ft.) or

thereabouts on 12th to 24th Floors.

The total gross floor area of the

development extends to 19,955.59

sq.m. (214,802 sq.ft.) or thereabouts.

There are a total 55 carparking spaces

at the 2 basement levels.

Inland Lot No. 2833 is held under a

Government lease for a term of 99

years commencing from 15th April,

1929 renewable for a further term of 99

years.

The commercial and restaurant

portions are let under various

tenancies mostly for terms of two or

three years with the latest expiry date

in May 2006 at a total monthly rental

income of about HK$2,300,000

exclusive of rates and management

fees and some with options to renew

for further terms of two or three

years.

A portion of the commercial area is

let on monthly basis at a monthly

rental income of HK$80,000

exclusive of rates and management

fees. The signages and light boxes

are let on monthly basis at a total

monthly licence fee of about

HK$78,000 inclusive of rates and

service charges. The

telecommunication base stations and

antennae are let under various

tenancies mostly for terms of two

years at a total monthly licence fee of

about HK$25,700 exclusive of rates

and service charges.

The office portion is let under

various tenancies mostly for terms of

two or three years with the latest

expiry date in September 2005 at a

total monthly rental income of about

HK$1,221,000 mostly exclusive of

rates and management fees and some

with options to renew for further

terms of one to three years.

The two mini-cinemas are let under a

tenancy for a term of four years

expiring in April 2006 at a monthly

rental income of HK$550,000

exclusive of rates and management

fees.

The two carparking basements are let

to a single operator as a public fee-

paying carpark for a term of two

years expiring in October 2004 at a

monthly rental income of

HK$230,000 or 75% of the gross

receipt, whichever is the greater,

exclusive of rates and management

fees.

HK$1,000,000,000

(100% interest)

HK$1,000,000,000

(100% interest

attributable to the

LSD Group)

Notes:

(1) The registered owner of the property is Gilroy Company Limited, in which the LSD Group has a 100% interest.

(2) The property is subject to a loan agreement incorporating a floating charge and a legal charge, three supplements to the

said loan agreement and a second mortgage all in favour of Hang Seng Bank Limited.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

3. Lai Sun Commercial

Centre, 680 Cheung Sha

Wan Road, Cheung Sha

Wan, Kowloon, Hong

Kong

New Kowloon Inland Lot

No. 5984

The property comprises a site with an

area extending to 3,120.96 sq.m.

(33,594 sq.ft.) or thereabouts.

Currently erected on the site is a 13-

level commercial/carpark complex

completed in 1987. The basement,

Ground and 1st Floors are planned for

retail and restaurant purposes and the

9th to 11th Floors are planned for

office use. The property also comprises

450 private car parking spaces and 71

lorry parking spaces on the 2nd to 8th

Floors.

The gross floor areas of the property

are approximately as follows:

Shops/restaurant floors:

9,816.89 sq.m. (105,669 sq.ft.)

Office floors:

7,569.86 sq.m. (81,482 sq.ft.)

New Kowloon Inland Lot No. 5984 is

held from the Government under

Conditions of Sale No. 11748 for a

term which expired on 27th June, 1997

and had been extended upon expiry

until 30th June, 2047 without premium

but at a revised annual rent at 3% of

the rateable value for the time being of

the lot from the date of extension.

Except 2,299.24 sq.m. (24,749

sq.ft.) of the office area on the 9th,

10th and 11th Floors which are

occupied by the Group, the

remaining office units are let under

various tenancies all for terms of

two years with the latest expiry

date in August 2005. The total

monthly rental income is about

HK$442,000 exclusive of rates and

management fees.

Except 528.34 sq.m. (5,687 sq.ft.)

of commercial area on Basement

which are owner-occupied, the

majority of the remainder of the

commercial portion is let under

various tenancies and licences for

terms of one to three years with the

latest expiry date in July 2006 at a

total monthly rental income of

about HK$1,160,000 partly

exclusive of rates and management

fees and some with options to

renew for a further term of one to

three years.

The 7 carparking floors are

operated by the owner as a public

fee-paying carpark.

The external wall as well as

portions of 5th and 6th Floors are

let under a licence for a term of two

years expiring in September 2005

at a monthly rental income of

HK$16,500 exclusive of rates and

management fees.

HK$438,000,000

(100% interest)

HK$438,000,000

(100% interest

attributable to the

LSD Group)

Notes:

(1) The registered owner of the property is LSD.

(2) The property is subject to a loan agreement incorporating a mortgage, a supplement to the said loan agreement and a

second mortgage all in favour of Hang Seng Bank Limited.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

4. The Commercial Portion

of 348 Nathan Road

(known as Majestic

Centre), Yau Ma Tei,

Kowloon, Hong Kong

7,973/29,810th equal and

undivided shares of and

in Kowloon Inland Lot

No. 6733

‘‘348 Nathan Road’’ is a 20-storey

(including 3 basement levels)

commercial/hotel development erected

on a site with a registered site area of

approximately 1,968.97 sq.m. (21,194

sq.ft.). The development was

completed in 1992.

The property comprises the whole of

the commercial portion of the

development on Basements 1 and 2, a

portion of Ground Floor, Upper

Ground Floor, a portion of 1st Floor,

2nd and 3rd Floors with a total gross

floor area of approximately 7,973

sq.m. (85,821 sq.ft.).

Kowloon Inland Lot No. 6733 is held

from the Government under Conditions

of Renewal No. 5465 for a term of 150

years commencing from 25th

December, 1888 at an annual

Government rent of HK$1,946.

Except for the whole of Basement 2

with a lettable area of

approximately 1,824.88 sq.m.

(19,643 sq.ft.) which is vacant, the

remainder of the property is let

under various tenancies mostly for

terms of two years with the latest

expiring in August 2006 at a total

monthly rental income of about

HK$1,280,000 exclusive of rates

and management fees.

One antenna on upper roof, a water

chiller, 5 base stations and 2

signboards and 7 light boxes are let

under various tenancies mostly for

terms of two years or on monthly

basis together at a total monthly

rental income of about HK$67,500

exclusive of rates and management

fees.

HK$252,000,000

(100% interest)

HK$126,000,000

(50% interest

attributable to the

LSD Group)

Notes:

(1) The registered owner of the property is Majestic Centre Limited, in which the LSD Group has a 50% interest.

(2) The property is subject to a mortgage in favour of Hang Seng Bank Limited.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

5. 164 Residential Units in

Tower V, 16 Residential

Units in Towers I, II, III

and VI and 671 Car

Parking Space in The

Waterfront, 1 Austin

Road West, Tsim Sha

Tsui, Kowloon, Hong

Kong

Portions of and in

Kowloon Inland Lot

No. 11080

The Waterfront is a large-scale

residential development comprising

6 residential blocks over a carparking/

recreational podium completed in

2000.

The property comprises 124 flat units

and 40 duplex units in Tower V, 8 flat

units and 2 duplex units in Tower I,

2 flat units in Tower II, 3 flat units in

Tower III and a duplex unit in Tower

VI of the development with a total

gross floor area of approximately

27,029.17 sq.m. (290,942 sq.ft.).

The property also comprises 671

covered car parking spaces on

Basement 1 to Basement 2 and Level 1

to Level 2 of the development.

Kowloon Inland Lot No. 11080 is held

from the Government under Condition

of Grant No. 12397 for a term

commencing from 8th July, 1996 and

expiring on 30th June, 2047 at an

annual Government rent at 3% of the

rateable value for the time being of the

lot.

Portions of the Tower V of the

property are let under various

tenancies mostly for terms of one to

two years at a total monthly rent of

approximately HK$5,730,000

inclusive of rates and management

fee.

Portions of the residential units in

other towers of the property are let

under various tenancies at a total

monthly rent approximately

HK$267,000 inclusive of rates and

management fees.

69 out of 671 car parking spaces

are subject to various licences at a

total monthly rent of approximately

HK$202,000 inclusive of rates and

management fees.

The remaining portion of the

property is vacant.

HK$2,039,000,000

(100% interest)

HK$203,900,000

(10% interest

attributable to the

LSD Group)

Notes:

(1) The property comprises the following units:

Residential Units

— The entire Tower V (comprising 124 flat units and 40 duplex units)

— Flat A on 9th Floor, Flats A, C and F on 35th Floor, Flats A and D on 39th Floor, Flat A on 41st Floor, Flat E on

45th Floor and Duplex Units C on 42nd and 45th Floors of Tower I.

— Flats G on 37th and 40th Floors of Tower II.

— Flat G on 27th Floor, Flats E on 37th and 41st Floors of Tower III.

— Duplex Unit F on 45th Floor of Tower VI.
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Car Parking Spaces

Basement 2 : Nos. 1, 3–4, 6, 7, 9, 14, 28, 30, 32, 36, 39–41, 47–49, 52, 55–56, 58, 79, 84–85, 87, 89, 91–97, 99–101,

110–112, 114, 124–126, 128–129, 139–144, 150–154, 156–173, 186, 216–219, 221–222, 224, 236,

239–243, 253–254, 256–259, 261, 273–275 and 277–278.

Basement 1 : Nos. 1–2, 34–35, 37–41, 43–44, 67, 74–75, 86–87, 89, 93, 96–97, 104, 114, 122, 124, 132, 134,

162–171, 173–178, 179, 181–242 and 217A.

Level 1 : Nos. 1–249.

Level 2 : Nos. 1–3, 5–6, 8–9, 12, 15, 22–34, 38, 40–43, 50–92, 94, 96–97, 103–120, 124–125, 127–131, 133–134,

136–150, 153–184, 187, 189–190, 194, 197-245, 250–264 and 267.

(2) The registered owner of the property is Union Charm Development Limited, in which the LSD Group has a 10% interest.

(3) The property is subject to a mortgage (charge) and a deed of variation and further charge to secure general banking

facilities all in favour of The Hongkong and Shanghai Banking Corporation Limited.

(4) The property is subject to Confirmation Deed in favour of The Hongkong and Shanghai Banking Corporation Limited.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

6. 19th Floor of May Tower II

and Car Parking Space No.

60 on Ground Floor of May

Towers I and II, 5 and 7 May

Road, Mid-Levels, Hong

Kong

35/2,480th shares of and in

Inland Lot No. 1772 and the

Extension thereto

May Tower II is a 27-storey centrally

air-conditioned apartment building

surmounting a 3-storey carparking/

recreational podium completed in 1992.

The property comprises an apartment unit

with a gross floor area of approximately

315.22 sq.m. (3,393 sq.ft.).The property

also comprises a covered car parking space

on Ground Floor.

The property is held from the Government

under a Government Lease for a term of

75 years commencing from 8th April,

1907 renewable for a further term of 75

years at an annual Government rent of

HK$140,400 for the lot.

The property is not subject

to any tenancy.

HK$36,000,000

(100% interest)

HK$36,000,000

(100% interest

attributable to the

LSD Group)

Notes:

(1) The registered owner of the property is Hong Kong Hill Limited, in which the LSD Group has a 100% interest.

(2) The property is subject to a mortgage in favour of The Hongkong and Shanghai Banking Corporation Limited.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

7. Lots Nos. 2345B, 3078RP,

3108, 3152, 3180RP,

3200ARP, 3221RP and 3239

in Demarcation District No.

104, Ngau Tam Mei, Yuen

Long, New Territories, Hong

Kong

The property comprises 8 pieces of

scattered agricultural land with a total site

area of 6,827.57 sq.m. (73,492 sq.ft.) or

thereabouts.

The property is mainly derelict with wild

vegetation.

Lots Nos. 2345B, 3078RP, 3108, 3152,

3180RP, 3200ARP, 3221RP and 3239 in

Demarcation District No. 104 are held

under a Block Government lease for a term

which expired on 27th June, 1997 and had

been extended upon expiry until 30th June,

2047 without premium but at a revised

annual rent of 3% of the rateable value for

the time being of the lot from the date of

extension.

The property is not subject

to any tenancy.

HK$9,000,000

(100% interest)

HK$4,500,000

(50% interest

attributable to the

LSD Group)

Note: The registered owner of the property is Modern Focus Limited, in which the LSD Group has a 50% interest.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

8. Roof and Exterior

Advertising Spaces, China

Hong Kong Centre, 122–126

Canton Road, Tsim Sha Tsui,

Kowloon, Hong Kong

40/980th equal and undivided

shares of and in Kowloon

Inland Lots Nos. 3554, 3555

and 3556

China Hong Kong Centre is an 18-storey

commercial building completed in 1992.

The property comprises the top roof with 2

advertising spaces and a large advertising

stand spreading vertically from the 4th

Floor to the top roof of the building.

Kowloon Inland Lots Nos. 3554, 3555 and

3556 are held under their respective

Government leases each for a term of 75

years commencing from 4th July, 1899

renewable for a further term of 75 years.

The property is not subject

to any tenancy.

HK$6,000,000

(100% interest)

HK$6,000,000

(100% interest

attributable to the

LSD Group)

Note: The registered owner of the property is Prime Perfect Development Limited, in which the LSD Group has a 100%

interest.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

9. Flats A and B on 10th Floor

and Car Park Space Nos. 1, 2,

13 and 14 on Ground Floor,

Metropolitan Factory and

Warehouse Building, 30–32

Chai Wan Kok Street, Tsuen

Wan, New Territories, Hong

Kong

28/380th equal and undivided

shares of and in Section B of

Tsuen Wan Inland Lot No.

34

Metropolitan Factory and Warehouse

Building is a 14-storey industrial building

with loading/unloading/car parking space

on the Ground Floor and was completed in

1979.

The property comprises 2 factory units on

the 10th Floor with a total gross floor area

extending to 1,056.30 sq.m. (11,370 sq.ft.)

or thereabouts.

The property also comprises 4 car parking

spaces on Ground Floor of the building.

Tsuen Wan Inland Lot No. 34 is held from

the Government under Conditions of Sale

No. 5136 for a term which expired on 27th

June, 1997 and had been extended upon

expiry until 30th June, 2047 without

premium but at a revised annual rent at 3%

of the rateable value for the time being of

the lot from the date of extension.

The factory units of the

property are vacant.

Car Park Space No. 2 is let

on monthly basis at a

monthly licence fee of

HK$2,500 inclusive of rates

and management fees

whereas Car Park Spaces

Nos. 13 and 14 are licenced

on monthly basis at a total

licence fee of HK$4,000

inclusive of rates but

exclusive of management

fees. The remaining car

parking space is vacant.

HK$3,200,000

(100% interest)

HK$3,200,000

(100% interest

attributable to the

LSD Group)

Notes:

(1) The registered owner of the property is LSD.

(2) The property is subject to a mortgage to secure general banking facilities, a deed of variation of mortgage and a

confirmatory deed all in favour of The Hongkong and Shanghai Banking Corporation Limited.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

10. 32 Car Parking Spaces on

Basement, Tai Po Garden, 1

Mui Shu Hang Road, Tai Po,

New Territories, Hong Kong

140/23,300th shares of and in

Tai Po Town Lot No. 60

Tai Po Garden is a private residential

development comprising 14 blocks of 5-

storey apartment buildings with ancillary

recreational and carparking facilities

completed in 1989.

The property comprises 32 covered car

parking spaces on the Basement of the

development.

Tai Po Town Lot No. 60 is held under New

Grant No. 12227 for a term which expired

in 27th June, 1997 and had been extended

upon expiry until 30th June, 2047 without

premium but at a revised annual rent of

3% of the rateable value for the time being

of the lot from the date of extension.

The property is let on

monthly and hourly basis

yielding a monthly income

in July 2004 of

approximately HK$3,000

inclusive of rates and

management fees.

HK$3,200,000

(100% interest)

HK$1,280,000

(40% interest

attributable to the

LSD Group)

Notes:

(1) The property comprises Car Parking Spaces Nos. 5, 13, 14, 16, 19, 69, 95, 97, 101–104, 107–110, 180, 188, 212, 219,

254, 257–260, 264, 266, 269–271 and 277–278 on the Basement of the development.

(2) The registered owner of the property is Mandy Investment Company Limited, in which the LSD Group has a 40%

interest.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

11. 2nd Floor, Mau Lam

Building, 16–18 Mau Lam

Street, Yau Ma Tei,

Kowloon, Hong Kong

18/216th shares of and in

Kowloon Inland Lot No.

8892

Mau Lam Building is a 13-storey

(including a Mezzanine Floor) composite

commercial/office building completed in

1987.

The property comprises an office floor of

the building with a gross floor area of

126.35 sq.m. (1,360 sq.ft.) or thereabouts.

Kowloon Inland Lot No. 8892 is held

under a Government lease for a term of

150 years commencing form 25th

December, 1888 at an annual Government

rent of HK$126 for the lot.

The property is owner-

occupied.

HK$1,800,000

(100% interest)

HK$1,800,000

(100% interest

attributable to the

LSD Group)

Note: The registered owner of the property is Furama Hotel Enterprises Limited, in which the LSD Group has a 100% interest.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

12. Lots Nos. 540, 553, 859RP

and 1186 in Demarcation

District No. 244, Ho Chung,

Sai Kung, New Territories,

Hong Kong

The property comprises 4 pieces of

scattered agricultural land with a total site

area of 592.34 sq.m. (6,376 sq.ft.) or

thereabouts.

The property is mainly derelict with wild

vegetation.

Lots Nos. 540, 553, 859RP and 1186 in

Demarcation District No. 244 are held

under a Block Government lease for a term

which expired on 27th June, 1997 and had

been extended upon expiry until 30th June,

2047 without premium but at a revised

annual rent of 3% of the rateable value for

the time being of the lot from the date of

extension.

The property is not subject

to any tenancy

HK$1,300,000

(100% interest)

HK$1,300,000

(100% interest

attributable to the

LSD Group)

Note: The registered owner of the property is Regent Success Development Limited, in which the LSD Group has a 100%

interest.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

13. Unit F on 11th Floor, Centre

600, 82 King Lam Street,

Cheung Sha Wan, Kowloon,

Hong Kong

30/4,018th shares of and in

New Kowloon Inland Lot

No. 4315

Centre 600 is a 21-storey industrial

building with ancillary car parking spaces

on the Ground Floor completed in 1996.

The property comprises a workshop unit

on the 11th Floor of the building with a

gross floor area of 75.81 sq.m. (816 sq.ft.)

or thereabouts.

New Kowloon Inland Lot No. 4315 is held

under a Government lease for a term

which expired on 27th June, 1997 and had

been extended upon expiry until 30th June,

2047 without premium but at a revised

annual rent at 3% of the rateable value for

the time being of the lot from the date of

extension.

The property is not subject

to any tenancy.

HK$940,000

(100% interest)

HK$940,000

(100% interest

attributable to the

LSD Group)

Note: The registered owner of the property is Top Town Enterprises Limited, in which the LSD Group has a 100% interest.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

14. Flat O on 1st Floor, Sun On

Building (including Portion

of Flat Roof on 1st Floor),

490 Queen’s Road West,

Kennedy Town, Hong Kong

1/237th share of and in The

Remaining Portion of Sub-

section 2 of Section B of

Inland Lot No. 834

Sun On Building is a 14-storey composite

commercial/residential building completed

in 1965.

The property comprises a flat unit on the

1st Floor of the building with a saleable

area of 48.31 sq.m. (520 sq.ft.) or

thereabouts. The property also comprises a

flat roof with an area of 8.83 sq.m. (95

sq.ft.) or thereabouts.

Inland Lot No. 834 is held under a

Government lease for a term of 986 years

commencing from 26th December, 1864 at

an annual Government rent of HK$38 for

the lot.

The property is not subject

to any tenancy.

HK$830,000

(100% interest)

HK$830,000

(100% interest

attributable to the

LSD Group)

Note: The registered owner of the property is Furama Hotel Enterprises Limited, in which the LSD Group has a 100% interest.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

15. Car Parking Spaces Nos. 1

and 6 on 2nd Floor, Car

Parking Spaces Nos. 1 and 6

on 3rd Floor, Car Parking

Spaces Nos. 1, 10, 11 and 15

on 4th Floor of the Car

Parking Portion, The

Panorama, 520 Castle Peak

Road, Tsuen Wan, New

Territories, Hong Kong

104/30,110th shares of and in

Lot No. 327 in Demarcation

District No. 355

Panorama is a 44-storey residential

building built over a 5-storey commercial/

carparking podium completed in 1999.

The property comprises 8 covered visitor

car parking spaces within the carparking

levels of the building.

Lot No. 327 in Demarcation District No.

355 is held under New Grant No. 3822 for

a term which expired on 27th June, 1997

and had been extended upon expiry until

30th June, 2047 without premium but at a

revised annual rent at 3% of the rateable

value for the time being of the lot from the

date of extension.

The subject property is let

under various monthly

licences at an average total

monthly income of about

HK$16,700 from December

2003 to May 2004 inclusive

of rates and management

fees.

HK$1,600,000

(100% interest)

HK$800,000

(50% interest

attributable to the

LSD Group)

Note: The registered owner of the property is Giant Riches Limited, in which the LSD Group has a 50% interest.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

16. Shop Nos. G20A on Ground

Floor and Shop Nos. 337,

344, 358 and 359 on 3rd

Floor, East Commercial

Block of South Horizons,

18A South Horizon Drive,

Ap Lei Chau, Hong Kong

9/168,000th equal and

undivided shares of and in

The Remaining Portion of

Apleichau Inland Lot No.

121

South Horizons is a large-scale residential

development comprising a total of 34

residential blocks with ancillary

commercial and carparking facilities.

East Commercial Block of South Horizons

is a 6-storey shopping/ recreational

complex surmounting a 2-level carparking

basement completed in about 1994. The

property comprises a shop unit on the

Ground Floor and 4 shop units on the 3rd

Floor of the building with a total gross

floor area extending to 15.79 sq.m. (170

sq.ft.) or thereabouts.

Apleichau Inland Lot No. 121 is held from

the Government under Conditions of

Exchange No. 11998 for a term

commencing from 28th January, 1988 and

expiring on 31st March, 2040. The annual

rent payable for the lot from 1st July, 1997

is an amount equal to 3% of the rateable

value for the time being of the lot.

The property is not subject

to any tenancy.

HK$780,000

(100% interest)

HK$780,000

(100% interest

attributable to the

LSD Group)

Note: The registered owner of the property is Profit Winner Investment Limited, in which the LSD Group has a 100% interest.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

17. Car Parking Space No. 4 on

Car Park Level 1 and Car

Parking Space No. 49 on Car

Park Level 3, Flourish Court,

30 Conduit Road, Mid-

Levels, Hong Kong

8/6,986th shares of and in

The Remaining Portion of

Sub-section 1 of Section C

and The Remaining Portion

of Section D of Inland Lot

No. 706

Flourish Court is a 42-storey private

residential building surmounting a 6-

storey car parking podium completed in

1993.

The property comprises 2 covered car

parking spaces in the podium of the

building.

Inland Lot No. 706 is held under a

Government Lease for a term of 999 years

from 25th June, 1861.

The property is not subject

to any tenancy.

HK$500,000

(100% interest)

HK$166,650

(33.33% interest

attributable to the

LSD Group)

Note: The registered owner of the property is May Queen Limited, in which the LSD Group has a 33.33% interest.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

18. Flat Roof on Roof, Parc 22,

22 Sung Wong Toi Road,

Tokwawan, Kowloon,

Hong Kong

2/274th shares of and in

Sub-sections 3, 4 and 5 of

Section A of Kowloon

Inland Lot No. 2304 and

The Remaining Portion of

Kowloon Inland Lot No.

2304

Parc 22 is an 11-storey residential building

built over a level of shops plus 2

carparking levels completed in 1998.

The property comprises the flat roofs of

the building with a total area of 120.96

sq.m. (1,302 sq.ft.) or thereabouts.

Kowloon Inland Lot No. 2304 is held

under a Government lease for a term of 75

years commencing from 25th January,

1930 renewable for a further term of 75

years at an annual Government rent of

HK$41.67 for the subject sections of the

lot.

The property is not subject

to any tenancy.

HK$200,000

(100% interest)

HK$200,000

(100% interest

attributable to the

LSD Group)

Note: The registered owner of the property is Leading Delight Limited, in which the LSD Group has a 100% interest.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

19. Flat Roofs on Top Roof and

Satellite TV Plant Room on

30th Floor, Well-Found

Building, 488 Jaffe Road,

Causeway Bay, Hong Kong

1/2nd of 1/1,003rd share of

and in The Remaining

Portions of Sub-sections 20

and 23 of Section A of

Inland Lot No. 2836

Well-Found Building is a 26-storey

commercial/office composite building

completed in 2001.

The property comprises a satellite TV

plant room on the 30th Floor with a

saleable area of 2.32 sq.m. (25 sq.ft.) or

thereabouts and 2 flat roofs on the top roof

level with a total area of 18.30 sq.m. (197

sq.ft.) or thereabouts.

Inland Lot No. 2836 is held under a

Government lease for a term of 99 years

commencing from 30th September, 1929

renewable for a further term of 99 years at

an annual Government rent of HK$24 for

the subject sections of the lot.

The property is not subject

to any tenancy.

HK$80,000

(100% interest)

HK$80,000

(100% interest

attributable to the

LSD Group)

Note: The registered owner of the property is Leading Delight Limited, in which the LSD Group has a 100% interest.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

20. Flat Roof B immediately

above Flat B on 28th Floor,

The Eastborne, 51 Shau

Kei Wan Main Street East,

Shau Kei Wan, Hong Kong

2/3,408th shares of and in

The Remaining Portion of

Section A of Shaukiwan

Lot No. 52, The Remaining

Portion of Sub-section 1 of

Section A of Shaukiwan

Lot No. 52, The Remaining

Portion of Section B of

Shaukiwan Lot No. 52, The

Remaining Portion of Sub-

section 1 of Section F of

Shaukiwan Lot No. 52, The

Remaining Potion of

Section E of Shaukiwan

Lot No. 52 and The

Remaining Portion of

Section D of Shaukiwan

Lot No. 52

The Eastborne is a 23-storey residential

building built over a 2-storey commercial/

recreational podium completed in 1999.

The property comprises a flat roof on the

28th Floor of the building with an area of

17.93 sq.m. (193 sq.ft.) or thereabouts.

Shaukiwan Lot No. 52 is held under a

Lease for term of 999 years commencing

from 3rd January, 1860.

The property is not subject

to any tenancy.

HK$50,000

(100% interest)

HK$50,000

(100% interest

attributable to the

LSD Group)

Note: The registered owner of the property is Leading Delight Limited, in which the LSD Group has a 100% interest.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

21. Unit Nos. 3 and 4 of Roof,

Lai Cheong Factory

Building, 479–479A Castle

Peak Road, Cheung Sha

Wan, Kowloon, Hong Kong

2/40th shares of and in The

Remaining Portion of

Section A of New Kowloon

Inland Lot No. 3516

Lai Cheong Factory Building is a 9-storey

industrial building completed in 1964.

The property comprises portions of the

roof of the building with a total area of

1,424.56 sq.m. (15,334 sq.ft.) or

thereabouts.

New Kowloon Inland Lot No. 3516 is held

from the Government under Conditions of

Sale No. 4268 for a term which expired on

27th June, 1997 and had been extended

upon expiry until 30th June, 2047 without

premium but at a revised annual rent at 3%

of the rateable value for the time being of

the lot from the date of extension.

The property is not subject

to any tenancy.

HK$100,000

(100% interest)

HK$100,000

(100% interest

attributable to the

LSD Group)

Note: The registered owner of the property is Leading Delight Limited, in which the LSD Group has a 100% interest.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

22. Roof of Tower A, New

Mandarin Plaza, 14 Science

Museum Road, Tsim Sha

Tsui, Kowloon, Hong Kong

100/30,000th shares of and

in Kowloon Inland Lot No.

10599

The property comprises the top roof of

Block A of New Mandarin Plaza which is

a modern 15-storey office building

completed in 1982.

Kowloon Inland Lot No. 10599 is entitled

to a Government lease for a term of 75

years commencing from 18th June, 1979

renewable for a further term of 75 years at

an annual rent of HK$1,000.

The property is subject to a

licence for a term from 1st

December, 1994 to 30th

November, 2009 at an

annual licence fee of HK$1.

HK$500,000

(100% interest)

HK$500,000

(100% interest

attributable to the

LSD Group)

Note: The registered owner of the property is Franklin Development Limited, in which the LSD Group has a 100% interest.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

23. Shops Nos. 1 and 2 on

Ground Floor, Lai Hung

Garden, 1 Tan Kwai Tsuen

Road, Yuen Long, New

Territories, Hong Kong

23/920th shares of and in

Lot No. 4070 in

Demarcation District

No. 124

Lai Hung Garden is a residential

development comprising two 11-storey

residential blocks surmounting a level of

commercial podium completed in 1994.

The property comprises 2 shops on the

Ground Floor of the development with a

total gross floor area of 135.27 sq.m.

(1,456 sq.ft.) or thereabouts.

Lot No. 4070 in Demarcation District No.

124 is held under New Grant No. 761 for a

term which expired on 27th June, 1997 and

had been extended upon expiry until 30th

June, 2047 without premium but at a

revised annual rent at 3% of the rateable

value for the time being of the lot from the

date of extension.

The property is leased to the

management company of

the development on monthly

basis at an annual rent of

HK100. The property is

occupied as a leisure and

recreational area for the

residents of the

development.

No commercial value

(100% interest)

No commercial value

(100% interest

attributable to the

LSD Group)

Notes:

(1) The registered owner of the property is Leading Delight Limited, in which the LSD Group has a 100% interest.

(2) In accordance with your specific terms of instructions, we have prepared the above valuation based on the current use of

the property as a leisure and recreational area for the residents of the development.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

24. Club House of 37 Repulse

Bay Road, Hong Kong

20/2,667th shares of and in

Rural Building Lot No. 410

‘‘37 Repulse Bay Road’’ is a luxury

residential development comprising 3

blocks of residential towers with ancillary

carparking and recreational facilities

completed in 1994.

The property comprises the club house

situated on 5 levels of the podium of the

development. The property mainly

accommodates 2 squash courts, a billiard

room, 2 children’s play rooms, a fitness

machine room, a function room, 2

changing rooms and ancillary lavatories

and stores.

The saleable area of the property is 1,800

sq.m. (19,375 sq.ft.) or thereabouts plus a

roof garden of 200 sq.m. (2,153 sq.ft.) or

thereabouts.

Rural Building Lot No. 410 is held under a

Government lease for a term of 75 years

commencing from 20th June, 1938

renewable for a further term of 75 years at

an annual Government rent of HK$766.

The property is used by the

residents of the

development.

No commercial value

(100% interest)

No commercial value

(100% interest

attributable to the

LSD Group)

Note: The registered owner of the property is Leading Delight Limited, in which the LSD Group has a 100% interest.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

25. The Ritz-Carlton Hong

Kong, 3 Connaught Road,

Central, Hong Kong

Inland Lot No. 8736

The property comprises a rectangular level

site with frontages onto Connaught Road

Central, Chater Road, and Club Street. The

site has an area of about 1,390 sq.m.

(14,962 sq.ft.).

Currently standing on the site is a 28-

storey (including 3 Mechanical Floors)

plus 4 basement levels hotel building

completed in 1992. The building

accommodates a hotel with 216 guest

rooms and ancillary food and beverage

outlets, retail shops, recreational and back-

of-house facilities. The gross floor area of

the building is approximately 17,347.9

sq.m. (186,733 sq.ft.).

The property is held under a government

lease for a term commencing on 28th June,

1989 and expiring on 30th June, 2047. The

current government rent for the property is

HK$895,320 per annum.

The property is currently

occupied as a full-service

business hotel under the

trade name of The Ritz-

Carlton Hong Kong.

A shop on Basement 2 is let

under a tenancy for a term

of two years, yielding a

monthly rental of

HK$200,000 exclusive of

rates and service charges.

HK$990,000,000

(100% interest)

HK$643,500,000

(65% interest

attributable to the

LSD Group)

Notes:

(1) The registered owner of the property is Diamond String Limited, in which the LSD Group has a 65% interest.

(2) The property is subject to the following encumbrances:

(i) Debenture incorporating a mortgage and a floating charge dated 2nd August, 1993 in favour of The Hongkong and

Shanghai Banking Corporation Limited; and

(ii) Operating agreement dated 2nd August, 1993 in favour of The Ritz-Carlton Limited.

(3) The hotel is managed by The Ritz-Carlton Limited under the operating agreement dated 2nd August, 1993, which is

amended by a supplemental agreement dated 7th November, 1994 and another supplemental agreement dated 20th

January, 2000. In the course of our valuation, we have taken into account the effect on value of the abovementioned

operating agreement.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

26. The Hotel Portion and

Portions of the Building of

348 Nathan Road (known

as Majestic Hotel), Yau Ma

Tei, Kowloon, Hong Kong

21,837/29,810th equal and

undivided shares of and in

Kowloon Inland Lot

No. 6733

‘‘348 Nathan Road’’ comprises a 20-storey

(including 3 basement levels) commercial/

hotel development erected on a site with a

registered site area of approximately

1,968.97 sq.m. (21,194 sq.ft.). The

development was completed in 1992.

The property comprises the hotel portion

of the development and occupies

Basement 3 for back-of-house facilities

and portion of Ground Floor as hotel

entrance and bell service. The majority

portion of 1st Floor is planned for hotel

lobby, front office, a coffee shop, a lounge

bar, a business centre and retail shops. The

4th to 14th Floors accommodate 350 guest

rooms (including 6 suites) with 15th Floor

accommodating 30 furnished service

apartments (including 3 suites). A

gymnasium is provided on 4th Floor

within the hotel portion.

The total gross floor area of the property is

approximately 21,837 sq.m. (235,053

sq.ft.).

Kowloon Inland Lot No. 6733 is held from

the Government under Conditions of

Renewal No. 5465 for a term of 150 years

commencing from 25th December, 1888 at

an annual Government rent of HK$1,946.

The property is operated by

a hotel management

company which is a wholly

owned subsidiary of the

LSD Group.

HK$643,000,000

(100% interest)

HK$321,500,000

(50% interest

attributable to the

LSD Group)

Notes:

(1) The registered owner of the property is Majestic Hotel Enterprises Limited, in which the LSD Group has a 50% interest.

(2) The property is subject to a mortgage in favour of Hang Seng Bank Limited.

APPENDIX III VALUATION REPORT

— 174 —



Group II — Property interests held under development by the LSD Group in Hong Kong

Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

27. A residential development

on Lot No. 2094 in

Demarcation District No.

105, Ngau Tam Mei, Yuen

Long, New Territories,

Hong Kong

Lot No. 2094 in

Demarcation District

No. 105

The property comprises a residential

development with club house and

recreational facilities which is being

constructed on a site with a registered area

of approximately 19,556 sq.m. (210,501

sq.ft.).

Upon completion, the development will

comprise 54 3-storey detached houses with

exclusive carport and garden. The total

gross floor area of the houses is

approximately 7,062.371 sq.m. (76,019

sq.ft.) plus a total green balcony area of

approximately 202.59 sq.m. (2,181 sq.ft.).

The development is estimated to be

completed in September 2004.

Lot No. 2094 in Demarcation District No.

105 is held from the Government under

New Grant No. 4599 for a term of 50 years

commencing from 22nd June, 2001 at an

annual Government rent at 3% of the

rateable value for the time being of the lot.

The property is in the final

stage of super-structure

construction.

HK$210,000,000

(100% interest)

HK$105,000,000

(50% interest

attributable to the

LSD Group)

Notes:

(1) The registered owner of the property is Kippford Enterprises Limited, in which the LSD Group has a 50% interest.

(2) The property is subject to a debenture in favour of The Hongkong and Shanghai Banking Corporation Limited.

(3) The outstanding construction cost payable to complete the development as at 30th June, 2004 is about HK$44,000,000

(4) The capital value when completed of the development as at 30th June, 2004 is estimated at HK$290,000,000.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

28. A commercial and service

apartment development at

24–26 Kimberley Road,

55–61 Carnarvon Road and

38–40 Kimberley Street,

Tsim Sha Tsui, Kowloon,

Hong Kong

Kowloon Inland Lot

No. 11147

The property comprises a commercial and

service apartment development with

ancillary carparking and loading/

unloading facilities which is being

constructed on a site with a registered area

of approximately 960.40 sq.m. (10,338

sq.ft.).

Upon completion, the property will

comprise a 29-storey building with 168

service apartments with a total gross floor

area of approximately 7,724.598 sq.m.

(83,139 sq.ft.) and commercial spaces with

a total gross floor area of approximately

2,826.244 sq.m. (30,422 sq.ft.). In

addition, the development will provide a

gymnasium with a gross floor area of

approximately 384.232 sq.m. (4,136 sq.ft.)

and parking spaces for 4 motorcycles and

39 private cars and 5 loading/unloading

bays

The development is estimated to be

completed in September 2004.

Kowloon Inland Lot No. 11147 is held

from the Government under Conditions of

Exchange No. 12601 for a term of 50 years

commencing from 25th September, 2001

at an annual Government rent at 3% of the

rateable value for the time being of the lot.

The property is in the final

stage of super-structure

construction.

HK$600,000,000

(100% interest)

HK$300,000,000

(50% interest

attributable to the

LSD Group)

Notes:

(1) The registered owner of the property is Bushell Limited, in which the LSD Group has a 50% interest.

(2) The property is subject to a debenture (incorporated a building mortgage and a floating charge) and two supplements to

debenture in favour of Wing Lung Bank Limited, The Bank of East Asia Limited and DBS Bank Limited, Hong Kong

Branch.

(3) The outstanding construction cost payable to complete the development as at 30th June, 2004 is about HK$75,000,000

(4) The capital value when completed of the development as at 30th June, 2004 is estimated at HK$770,000,000.
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Group III — Property interest held by the LSD Group in the PRC

Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

29. Guangzhou

International Golf Club,

Xiancun, Zengcheng,

Guangdong Province,

the PRC

The property comprises a site (the

‘‘Property’’) with a site area of approximately

953,338.10 sq.m. (10,261,731 sq.ft.).

Currently standing on the site is a golf club

with an 18-hole golf course. It comprises the

following buildings and structures:

The property is currently

operated as a golf club.

No commercial value

(100% interest)

No commercial value

(50% interest

attributable to the

LSD Group)

Items GFA

(sq.m.)

Temporary Clubhouse with

Pro-shop & Restaurant

634

Practice Range 1,188

Generator & Warehouse

Building

342

Maintenance Workshop 720

Entrance Guard Room 48

5 halfway houses 330

Total 3,262

The golf course was completed in about 1996.

The construction work of the main clubhouse

was pending with a completed foundation and

the gross floor area of the club house will be

approximately 3,507 sq.m. upon completion.

The land use rights of the property have been

partly granted for a term of 40 years

commencing from November 1993 to

November 2033 for golf course purpose.

(Please see Note 6)

Notes:

(1) Pursuant to the State-owned Land Use Right Certificate (Zeng Gao Yong (2000) Zi Di No. C0300015) dated 11th May,

2000 issued by Zengcheng People’s Government, the land use right of portion of the Property with an area of

approximately 25,981.31 sq.m. was granted to Guangzhou International Golf Club for a term expiring on 1st November,

2033 for golf course purpose. (Please see note 6)

(2) Pursuant to the sino-foreign co-operative joint venture contract dated 3rd August, 1992, Guangzhou International Golf

Club (the ‘‘Joint Venture Company’’) was established as a sino-foreign co-operative joint venture between Zengcheng

County Xiancun Town Economic Development Company ( ) (‘‘Party A’’) and Orwell

Investments Pte Ltd Singapore (‘‘Party B’’). The joint venture contract contains inter-alia, the following information:

(i) Name of investors: Party A — Zengcheng County Xiancun Town Economic Development Company

( )

Party B — Orwell Investments Pte Ltd Singapore

(ii) Type of investment: Sino-foreign co-operative joint venture
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(iii) Period of operation: 30 years

(iv) Total investment: US$20,000,000

(v) Registered capital: US$20,000,000

(vi) Contributions: Party A has to provide the land for the golf course with a total site area of 1,200 Mu to

the Joint Venture Company without consideration and Party B has to provide

US$20,000,000 to the Joint Venture Company

(vii) Profit Sharing: Party A — 10% of net profit after tax, no responsibility to share the loss if the Joint

Venture Company is making loss and entitled to no less than RMB2,160,000 yuan

guaranteed return per annum.

Party B — 90% of net profit after tax

(3) Pursuant to the approval letter for the supplemental contract for Guangzhou International Golf Club issued by Guangzhou

Foreign Economic Trading Committee dated 21st March, 1994 (hereinafter referred to as the ‘‘Supplemental Contract’’),

Party A has to provide 1430 Mu instead of 1200 Mu of land without consideration to the Joint Venture Company and

Party B still has to provide US$20,000,000 contribution to the Joint Venture Company. (Please see note 6)

(4) (i) Pursuant to the Business Licence (Qi Zuo Yue Hui Zi Di No. 000786) dated 18th June, 1998 issued by the PRC

State Administration for Industry and Commerce Bureau, Guangzhou International Golf Club was established

with a registered capital of US$20,000,000. The Business Licence is valid for the period from 13th November,

1992 to 13th November, 2022.

(ii) Scope of business

stated under the

Business Licence

: Construct and operate 18 holes international standard golf course with ancillary

facilities and member club.

(5) As advised by the LSD Group, the total construction for the main clubhouse and staff quarters expended as at 28th

November, 2001 was approximately RMB5,788,971 yuan and the expected total cost is about RMB30,000,000 yuan.

(6) We have been provided with a legal opinion on the title to the property issued by LSD Group’s PRC legal adviser, which

contains, inter alia, the following information:

(i) In accordance with the PRC laws, before the title to the Property is duly vested in the Joint Venture Company, the

following formalities must be completed:

(1) the relevant State-owned Land Bureau makes a requisition for the land and then the nature of the land is

changed from collective-owned to state-owned before the relevant State-owned Land Bureau is ready to

grant the land use rights in respect of the land to the Joint Venture Company;

(2) a land use rights contract must be entered into between the relevant State-owned Land Bureau and the Joint

Venture Company for grant of the land use rights of the Property;

(3) the Joint Venture Company has fully paid the land premium as specified in the land use rights contract; and

(4) the Joint Venture Company must obtain a Land Use Rights Certificate in respect of the land from the

relevant people’s government.

(ii) The grant of land use rights of a piece of land with an area of 1,200 mu was agreed by Zengcheng County State-

owned Land Bureau and Guangzhou State-owned Land Bureau respectively on 16th May, 1992 and 19th May,

1992. However, a formal approval document issued by an authorized State-owned Land Bureau is still required

before the vesting of the title to the Property in the Joint Venture Company.

(iii) Guangzhou State-owned Land Bureau has not yet issued the approval for grant of land use rights in respect of the

additional area of 230 mu as in the Supplemental Contract.
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(iv) In 1992, Guangzhou State-owned Land Bureau was authorized to the grant of land use rights for land with area not

exceeding 1,000 mu while the Zengcheng County State-owned Land Bureau was authorized to the grant of land

use rights for land with area not exceeding 10 mu. Therefore, an approval from Guangdong State-owned Land and

Resources Office ( ) was required for the grant of the land use rights for land with a site area of

1,430 mu.

(v) The original Land Use Certificate (Zeng Guo Yong (2000) Zi Di Te No.: C0300015, the ‘‘Land Use Certificate’’)

dated 11th May, 2000 issued by Zengcheng People’s Government regarding the land use rights of portion of the

Property with an area of approximately 25,981.33 square metres (the ‘‘Land’’) and the original copy of the land

use rights contract of the Land are withheld by the relevant government authority pending the payment of the land

premium. For this reason, it is not certain that the title of the Land has been duly vested in the Joint Venture

Company

(vi) The Land is not freely transferable in the open market unless all the following conditions have been fully

complied with:

(1) the Joint Venture Company has made investments and has developed the Land in compliance with the land

use right contract;

(2) the Joint Venture Company has fully paid the land premium under the land use rights contract; and

(3) the Joint Venture Company has duly obtained a state-owned land use rights certificate of the Land.

(vii) The construction work of the main clubhouse is discontinued after the completion of foundation work. Before

commencement of construction work, the Joint Venture Company is required to obtain a renewed Construction of

Land Planning Permit and a renewed Construction Work Planning Permit.

(7) The status of the title and grant of major approvals and licences in accordance with the information provided by LSD are

listed as follows:

Contract for Transfer/Grant of Land Use Rights No

Certificate for State-owned Land Use Rights Yes (Portion)

Premises and Land Title Certificate No

Planning Permit of Construction Land Yes

Planning Permit of Construction Project Yes

Business Licence Yes

Joint Venture Contract and its Supplemental Contract Yes
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Group IV — Property interests held by the LSD Group in Vietnam

Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

30. Caravelle Hotel, 19–23

Cong Truong Lam Son

Square, District 1, Ho Chi

Minh City, Vietnam

The property comprises a level corner site

situated within the downtown area of Ho

Chi Minh City. It has an area of

approximately 2,612.00 sq.m. (28,116

sq.ft.). Currently standing on the property

are 2 hotels — the original Caravelle Hotel

and a newly constructed hotel.

The original Caravelle Hotel is a 10-storey

hotel completed in 1959. It has been

recently refurbished and converted to

provide 24 serviced apartment units, 8

suite units, executive offices, restaurants

and entertainment facilities. It has a gross

floor area of approximately 8,436.00 sq.m.

(90,805 sq.ft.).

The newly constructed hotel is a 24-storey

hotel completed in 1998 providing 303

guest rooms with restaurants, recreational

and back-of-house facilities and function

rooms. It has a gross floor area of

26,702.00 sq.m. (287,420 sq.ft.) or

thereabouts.

The property is held under a land use right

for a term of 25 years commencing from

8th October, 1992.

The property is operated by

a hotel management

company which is a wholly

owned subsidiary of the

LSD Group.

HK$442,000,000

(100% interest)

HK$114,964,200

(26.01% interest

attributable to the

LSD Group)

Notes:

(1) We have been provided with the legal opinion dated 9th September, 2004 of Phillips Fox, a foreign law firm licensed to

operate in Vietnam. The legal opinion, inter alia, stipulates the followings:

(a) The rights to use the land of the property is held by Chains Caravelle Hotel Joint Venture Co. Ltd (‘‘Caravelle’’)

under a Certificate of Right to Use Land dated 9th June, 1994 for a term of 25 years commencing from 8th

October, 1992. The structures of the property are owned by Caravelle.

(b) Caravelle is a joint venture company incorporated pursuant to Investment Licence No. 433/GP dated 8th October,

1992 and is 51% owned by Glynhill Investments (Vietnam) Pte Ltd (‘‘GIV’’) and 49% owned by Saigon Tourist of

Ho Chi Minh City, the Vietnamese owner.

(c) Under the Joint Venture Contract dated 25th March, 1992, the duration of the joint venture is 48 years from 8th

October, 1992.

(d) A decision by the Minister of Planning and Investment dated 19th May, 1997 provides comfort that the rights to

use the land extending beyond 25 years are likely to be obtainable. GIV has a legal right to force the Vietnamese

owner to contribute the rights to use the land for years 26 to 40.

(e) The land cannot be transferred by the holder of the rights to use the land.

(2) The LSD Group has a 51% interest in GIV.

(3) In accordance with the specific instructions of LSD, we have prepared our valuation of the property on the hypothetical

assumption that the property can be freely disposed of in the market and the ownership can be transferred to other parties.

It is also assumed that the right to extend the use of the land beyond the expiry of 25 years as stipulated in the legal

opinion will be obtained without any material cost.
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Property Description and tenure Particulars of occupancy

Capital value in

existing state as at

30th June, 2004

31. Furama Resort, 68 Ho

Xuan Huong Street, China

Beach, Da Nang, Vietnam

The property comprises a site situated

along the China Beach of Da Nang City. It

has an area of approximately 30,000 sq.m.

(322,920 sq.ft.). In addition to this, around

3 hectares of beach area and 1 hectare of

leased land in front of the resort for

carparking and tennis courts are available

for use.

Currently standing on the property is a 4-

storey five-star hotel providing 198 keyed

guest rooms (comprising 192 standard

rooms and 6 suites) with restaurants,

recreational facilities and function rooms.

It has a gross floor area of approximately

19,806.00 sq.m. (213,192 sq.ft.). The hotel

consists of a main building with lobby,

shops, function rooms, court yard,

restaurant, lounge, offices and recreational

facilities. There are 2 buildings

accommodating hotel rooms connected to

the main building.

The property is held under a land use right

for a term of 40 years commencing from

19th November, 1992.

The property is operated by

a hotel management

company which is a wholly

owned subsidiary of the

LSD Group.

HK$224,000,000

(100% interest)

HK$140,280,000

(62.625% interest

attributable to the

LSD Group)

Notes:

(1) We have been provided with the legal opinion dated 9th September, 2004 of Phillips Fox, a foreign law firm licensed to

operate in Vietnam. The legal opinion, inter alia, stipulates the followings:

(a) The rights to use the land of the property is held by Indochina Beach Hotel (‘‘Indochina’’) under a Certificate of

Right to Use Land dated 11th June, 1994 for a term of 40 years commencing from 19th November, 1992. The

structures of the property are owned by Indochina.

(b) Indochina is a joint venture company incorporated pursuant to Investment Licence No. 468/GP dated 19th

November, 1992 and is 75% owned by Indochina Beach Hotel Limited and 25% owned by Danang Tourist

Services Company, the Vietnamese owner.

(c) Under the Joint Venture Contract dated 28th June, 1994, the duration of the joint venture is 40 years from 19th

November, 1992.

(d) The land cannot be transferred by the holder of the rights to use the land.

(2) The LSD Group has a 83.5% interest in Indochina Beach Hotel Limited.

(3) In accordance with the specific instructions of LSD, we have prepared our valuation of the property on the hypothetical

assumption that the property can be freely disposed of in the market and the ownership can be transferred to other parties.

APPENDIX III VALUATION REPORT

— 181 —



The following is the text of a letter, prepared for the sole purpose of inclusion in this circular,

received from Ernst & Young, the reporting accountant, in respect of the unaudited financial

information of LSD as included in the ‘‘Letter from the Board’’ of this circular under the heading of

‘‘Further Details of about the eSun Loan and the Ritz-Carlton Security’’ and ‘‘Further particulars on

the Three Planned Sale Interests’’:

15th September, 2004

The Board of Directors

Lai Sun Development Company Limited

11/F, Lai Sun Commercial Centre

680 Cheung Sha Wan Road

Kowloon

Hong Kong

Dear Sir,

We have performed the procedures detailed below on certain unaudited figures of Surearn and

Diamond String and of the Three Planned Sale Interests (the ‘‘Unaudited Figures’’) set out in the

‘‘Letter from the Board’’ under the headings ‘‘Further details about the eSun Loan and the Ritz-

Carlton Security’’ and ‘‘Further particulars on the Three Planned Sale Interests’’, respectively, in the

circular of the Company dated 15th September, 2004 (the ‘‘Circular’’). Terms used in this letter shall

have the same meaning as those defined in the Circular unless the context otherwise requires.

The Unaudited Figures include the following:

1. the unaudited total assets and net assets of Surearn and Diamond String as at 31st

January, 2004 attributable to the LSD Group of approximately HK$979 million and

HK$457 million, respectively;

2. the unaudited net book value of fixed assets, total assets and net assets of Caravelle

Security Interest as at 31st January, 2004 attributable to the LSD Group to approximately

HK$171.8 million, HK$196 million and HK$91 million, respectively;

3. the unaudited net book value of fixed assets, total assets and net assets of Danang

Security Interest as at 31st January, 2004 attributable to the LSD Group of approximately

HK$149.3 million, HK$178 million and HK$126 million, respectively; and

4. the unaudited total assets and net asset value of Union Charm Development Limited

(‘‘Union Charm’’) of approximately HK$135 million as at 31st January, 2004. Union

Charm is the registered owner of Waterfront Security Interest, of which the LSD Group

has a 10% interest and is treated as a long term investment of the LSD Group

The preparation of the Unaudited Figures is the sole responsibility of the directors of the

Company. Our responsibility is to report on the results of our procedures.
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Our procedures consisted of the following:

1. We made enquires of the directors of the Company as to the accounting policies adopted

in the preparation of the Unaudited Figures;

2. We compared the accounting policies adopted in the preparation of the Unaudited Figures

with those adopted in the preparation of the unaudited interim financial statements of the

LSD Group as at 31st January, 2004 (the ‘‘Unaudited Interim Financial Statements’’); and,

3. We checked the arithmetical accuracy of the calculations.

These procedures do not constitute an audit or a review made in accordance with Statement of

Auditing Standards (‘‘SASs’’) issued by the Hong Kong Institute of Certified Public Accountants

(the ‘‘HKICPA’’), and accordingly, we do not express an audit or review opinion on these Unaudited

Figures.

Had we preformed additional procedures or had we performed an audit or a review of the

financial statements of the LSD Group as a whole or of the Unaudited Figures specifically in

accordance with SASs issued by the HKICPA, other matters might have come to our attention that

we would have reported on.

Based on our procedures, so far as the accounting policies and calculations are concerned, the

Unaudited Figures have been prepared on a basis consistent in all material respect with the

accounting policies adopted by the LSD Group in its preparation of the Unaudited Interim Financial

Statements.

This letter relates only to the Unaudited Figures specified above and does not extend to any

financial statements of the LSD Group, taken as a whole.

Yours faithfully,

Ernst & Young

Certified Public Accountants
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The following is the text of a letter, prepared for the sole purpose of inclusion in this circular,

received from Access Capital, the independent financial adviser to the Independent Board Committee

and the Independent Shareholders, in respect of the unaudited financial information of LSD as

included in the ‘‘Letter from the Board’’ of this circular under the heading of ‘‘Further details about

the eSun Loan and the Ritz-Carlton Security’’ and ‘‘Further particulars on the Three Planned Sale

Interests’’:

Suite 606

6th Floor

Bank of America Tower

12 Harcourt Road, Central

Hong Kong

15th September, 2004

The Independent Board Committee

Lai Sun Development Company Limited

11/F, Lai Sun Commercial Centre

680 Cheung Sha Wan Road

Kowloon

Hong Kong

Dear Sirs,

MAJOR TRANSACTION AND CONNECTED TRANSACTIONS
PROPOSED SETTLEMENT OF INDEBTEDNESS
OWED BY FURAMA HOTEL ENTERPRISES,

AND GUARANTEED BY LSD, TO GOLDEN POOL,
AN INDIRECT WHOLLY-OWNED SUBSIDIARY OF eSUN,

PROPOSED SETTLEMENT OF INDEBTEDNESS
OWED BY LSD TO BONDHOLDERS AND

APPLICATION FOR WHITEWASH WAIVER BY eSUN
FROM OBLIGATIONS TO MAKE A GENERAL OFFER

FOR SHARES OF LSD AND APPLICATION FOR CONSENT
OF THE SFC FOR THE CHEN FAMILY SPECIAL DEAL

We refer to the unaudited figures as at 31st January, 2004 (the ‘‘Unaudited Figures’’) for the

Three Planned Sale Interests and the Ritz-Carlton Security (both as defined below) as described in

the circular to the shareholders of Lai Sun Development Company Limited dated 15th September,

2004 (the ‘‘Circular’’) and also set out below. Terms used in this letter shall have the same meaning

as those defined in the Circular unless the context otherwise requires.
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Details of the Three Planned Sale Interests and the Ritz-Carlton Security are set in the sections

headed ‘‘Further details about the eSun Loan and the Ritz-Carlton Security’’ and ‘‘Further particulars

on the Three Planned Sale Interests’’ of the ‘‘Letter from the Board’’. The Unaudited Figures are as

follows:

1. the unaudited net book value of fixed assets of Caravelle Security Interest and Danang

Security Interest as at 31st January, 2004 recorded by the LSD Group amounted to

approximately HK$171.8 million and HK$149.3 million respectively;

2. the unaudited consolidated total assets of Caravelle Security Interest, Danang Security

Interest and Surearn and Diamond String as at 31st January, 2004 attributable to the LSD

Group amounted to approximately HK$196 million, HK$178 million and HK$979 million

respectively;

3. the unaudited consolidated net assets of Caravelle Security Interest, Danang Security

Interest and Surearn and Diamond String as at 31st January, 2004 attributable to the LSD

Group amounted to approximately HK$91 million, HK$126 million and HK$457 million

respectively; and

4. the unaudited total assets and net carrying book value of Union Charm Development

Limited (‘‘Union Charm’’) as at 31st January, 2004 amounted to approximately HK$135

million. Union Charm is the registered owner of Waterfront, of which the LSD Group has

a 10% interest and is treated as a long-term investment of the LSD Group.

We have reviewed and discussed with the senior management of LSD the relevant books and

records where the Unaudited Figures have been extracted from and noted the followings:

1. the Unaudited Figures are extracted from the books and records of the LSD Group;

2. the Directors have, during the board meeting of LSD held on 16th April, 2004, reviewed

and approved the unaudited consolidated accounts of the LSD Group for the six months

ended 31st January, 2004 (the source of the Unaudited Figures which have been recorded

and extracted from);

3. the Directors have taken full responsibility for the truth, accuracy and completeness of the

information set out in the unaudited consolidated results of the LSD Group for the six

months ended 31st January, 2004; and

4. the accounting treatments adopted by the management of the LSD Group in determining

the Unaudited Figures are consistent and in accordance with the accounting policies

adopted by the LSD Group for the preparation of unaudited financial statements of the

LSD Group for the six months ended 31st January, 2004.

We have also noted the letter dated 15th September, 2004 addressed to the Board from Ernst &

Young, the auditors of the LSD Group, regarding their review and summary of findings with regard

to the Unaudited Figures.
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On the basis of our review mentioned above, we are of the opinion that the Unaudited Figures

have been prepared by the Directors after due and careful consideration.

Yours faithfully,

For and on behalf of

Access Capital Limited

Ambrose W. H. Lam

Chairman
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1. RESPONSIBILITY STATEMENT

This circular includes particulars given in compliance with the Listing Rules and the Takeovers Code

for the purpose of giving information with regard to the LSD Group. The information contained herein has

been supplied by the directors of LSD who collectively and individually accept full responsibility for the

accuracy of the information contained in this circular, save in respect of information which have been

extracted from published sources for which the Board shall be responsible only for the correctness and

fairness of its reproduction or presentation and confirm, having made all reasonable enquiries, that to the

best of their knowledge and belief, opinions expressed in this circular have been arrived at after due and

careful consideration and there are no other facts not contained in this circular the omission of which would

make any statement herein misleading.

2. DISCLOSURE OF INTERESTS BY DIRECTORS

As at the Latest Practicable Date, the following directors and chief executive of LSD were interested,

or were deemed to be interested in the following long and short positions in the shares, underlying shares of

equity derivatives and debentures of LSD or any associated corporation (within the meaning of the SFO) or

options, warrants, derivatives or convertible securities which (a) were required to be notified to LSD and the

Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO; or (b) were required, pursuant to

section 352 of the SFO, to be entered in the register referred to therein (the ‘‘Register’’); or (c) were

required, pursuant to the Code for Securities Transactions by Directors adopted by LSD to be notified to

LSD and the Stock Exchange; or (d) were required, pursuant to the Takeovers Code to be disclosed herein:

(a) LSD

Long positions in the Shares

Name of Director

Personal

Interests

Family

Interests

Corporate

Interests Capacity Total Percentage

Lim Por Yen 197,859,550 633,400

(Note 1)

1,582,869,192

(Note 2)

Beneficial owner 1,781,362,142 47.55%

Peter Lam 10,099,585 Nil Nil Beneficial owner 10,099,585 0.27%

Lau Shu Yan, Julius 1,200,000 Nil Nil Beneficial owner 1,200,000 0.03%

Wu Shiu Kee, Keith 200,000 Nil Nil Beneficial owner 200,000 0.01%

U Po Chu 633,400 1,780,728,742

(Note 3)

Nil Beneficial owner 1,781,362,142 47.55%

Chiu Wai 195,500 Nil Nil Beneficial owner 195,500 0.01%

Notes:

1. Mr. Lim Por Yen was deemed to be interested in 633,400 Shares by virtue of the interest in such Shares of his

spouse, Madam U Po Chu.

2. LSG and its wholly-owned subsidiary beneficially owned 1,582,869,192 Shares. Mr. Lim Por Yen was deemed to

be interested in such Shares by virtue of his interest (including that of his spouse) of approximately 33.99% in the

issued share capital of LSG. Mr. Lim Por Yen, Mr. Peter Lam, Mr. Lam Kin Ming, Madam U Po Chu and Madam

Lai Yuen Fong were directors of LSG and held an interest of approximately 42% in aggregate in the issued share

capital of LSG.

3. Madam U Po Chu was deemed to be interested in 1,780,728,742 Shares by virtue of the interest in such Shares of

her spouse, Mr. Lim Por Yen.
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(b) Associated corporation

eSun

Long positions in shares of eSun

Name of Director

Personal

Interests

Family

Interests

Corporate

Interests Capacity Total Percentage

Lim Por Yen Nil Nil 285,512,791

(Note 1)

Beneficial owner 285,512,791 42.54%

U Po Chu Nil 285,512,791

(Note 2)

Nil Beneficial owner 285,512,791 42.54%

Notes:

1. eSun is an associated corporation of LSD as LSD and its wholly-owned subsidiaries beneficially owned

285,512,791 shares in eSun. LSG and its wholly-owned subsidiary held an interest of approximately 42.25% in the

issued ordinary share capital of LSD. Mr. Lim Por Yen was deemed to be interested in such shares in eSun by

virtue of his interest (including that of his spouse) of approximately 33.99% in the issued share capital of LSG.

Mr. Lim Por Yen, Mr. Peter Lam, Mr. Lam Kin Ming, Madam U Po Chu and Madam Lai Yuen Fong were

directors of LSG and held an interest of approximately 42% in aggregate in the issued share capital of LSG.

2. Madam U Po Chu was deemed to be interested in 285,512,791 shares in eSun by virtue of the interest in such

shares of her spouse, Mr. Lim Por Yen.

Save as disclosed in paragraph 2 of this Appendix V, as at the Latest Practicable Date, none of

the directors and chief executive of LSD were interested, or were deemed to be interested in the long

and short positions in the shares, underlying shares of equity derivatives and debentures, options,

warrants, derivatives or convertible securities of LSD or any associated corporation which were

required to be notified to LSD and the Stock Exchange or required to be disclosed herein under the

Takeovers Code.
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3. SUBSTANTIAL SHAREHOLDERS’ AND OTHER PERSONS’ INTERESTS

As at the Latest Practicable Date, the following persons, some of whom are directors or chief

executive of LSD, had an interest in the following long positions in the Shares and underlying Shares of

equity derivatives of LSD which would fall to be disclosed to LSD under the provisions of Divisions 2 and 3

of Part XV of the SFO, or who was directly or indirectly, interested in 10% or more of the nominal value of

any class of share capital carrying rights to vote in all circumstances at general meetings of any member of

the LSD Group:

Long positions in the Shares

Name Capacity Nature

Number of

Shares Percentage

(Note A)

LSG Beneficial owner Corporate 1,582,869,192 42.25%

Lim Por Yen Beneficial owner Personal, Family &

Corporate

1,781,362,142 47.55%

(Note 1)

U Po Chu Beneficial owner Personal & Family 1,781,362,142 47.55%

(Note 2)

Lai Yuen Fong Beneficial owner Family 1,781,362,142 47.55%

(Note 3)

Nice Cheer Beneficial owner Corporate 781,346,935 20.86%

Xing Feng Investments Limited (‘‘Xing

Feng’’)

Beneficial owner Corporate 781,346,935 20.86%

(Note 4)

Chen Din Hwa Beneficial owner Corporate 781,346,935 20.86%

(Notes 4 and 5)

Chen Yang Foo Oi Beneficial owner Family 781,346,935 20.86%

(Note 6)

Note A: Personal, family and corporate denote personal interest, family interest and corporate interest respectively.

Notes:

1. Mr. Lim Por Yen was deemed to be interested in 1,582,869,192 Shares by virtue of his interest (including that of his

spouse) of approximately 33.99% in the issued share capital of LSG. Mr. Lim Por Yen was also deemed to be interested

in the 633,400 Shares owned by his spouse, Madam U Po Chu.

2. Madam U Po Chu was deemed to be interested in 1,780,728,742 Shares by virtue of the interest in such Shares of her

spouse, Mr. Lim Por Yen.

3. Madam Lai Yuen Fong was deemed to be interested in 1,781,362,142 Shares by virtue of the interest in such Shares of

her spouse, Mr. Lim Por Yen.

4. Xing Feng was taken to be interested in 781,346,935 Shares beneficially owned by Nice Cheer due to its corporate

interests therein.

5. Mr. Chen Din Hwa was taken to be interested in 781,346,935 Shares by virtue of his corporate interests in Nice Cheer.
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6. Madam Chen Yang Foo Oi was deemed to be interested in 781,346,935 Shares by virtue of the interest in such Shares of

her spouse, Mr. Chen Din Hwa.

Save as disclosed in paragraphs 2 and 3 of this Appendix V, at the Latest Practicable Date, no person

had an interest or short position in the Shares or equity derivatives which would fall to be disclosed to LSD

under the provisions of Divisions 2 and 3 of Part XV of the SFO, or who was interested, directly or

indirectly, in 10% or more of the nominal value of any class of share capital carrying rights to vote in all

circumstances at general meetings of any member of the LSD Group.

4. DIRECTORS’ SERVICE CONTRACTS

As at the Latest Practicable Date, none of the directors of LSD had entered into, or was proposing to

enter into any service contract with LSD or any subsidiary of LSD which does not expire within one year

without payment of compensation other than statutory compensation or which has more than 12 months to

run. As at the Latest Practicable Date, none of the directors of LSD has entered into or amended any service

contracts with the LSD Group within 6 months before the date of the announcement issued by LSD relating

to the Settlement, being 2nd July, 2004.

5. DIRECTORS’ INTERESTS IN ASSETS/CONTRACTS AND OTHER INTERESTS

None of the directors of LSD is materially interested in any contract or arrangement entered into by

any member of the LSD Group subsisting at the date of this circular which is significant in relation to the

business of the LSD Group.

None of the directors of LSD has any direct or indirect interest in any assets which have been acquired

or disposed of by or leased to any member of the LSD Group or are proposed to be acquired or disposed of

by or leased to any member of the LSD Group since 31st January, 2004, being the date up to which the latest

published interim accounts of the LSD Group were made.

6. MATERIAL CONTRACTS

The following contracts (not being contracts entered into in the ordinary course of business) have been

entered into by LSD or its subsidiaries within two years preceding the date of the announcement issued by

LSD relating to the Settlement, being 2nd July, 2004 and which are or may be material:

(a) the Settlement Agreement;

(b) the agreement dated 5th May, 2004 between LSD and Eternal Force Limited relating to the

Majestic Transaction, completion of which took place on 31st July, 2004;

(c) the agreement dated 8th November, 2002 between Fordspace Development Limited, Infoway

Limited, LSD (collectively the ‘‘ATV Vendors’’) and Dragon Goodwill International Limited

(‘‘DGI’’) relating to the sale and purchase of shares in Asia Television Limited and Houseman

International Limited and where appropriate, as amended by an supplemental agreement dated

14th May, 2003 between the ATV Vendors and DGI for an aggregate consideration of HK$230

million;

(d) the agreement dated 8th November, 2002 between eSun and LSD relating to the sale and

purchase of shares in Houseman International Limited and where appropriate, as amended by a

supplemental agreement dated 14th May, 2003 between eSun and LSD for an aggregate

consideration of HK$33,580,000;
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(e) tender document for the property known as Causeway Bay Plaza 1 which had been accepted by

Lucky Strike Investment Limited on 18th August, 2003, a company incorporated in Hong Kong

and a wholly-owned subsidiary of LSD for an aggregate consideration of HK$1,200,000,000;

(f) an agreement for sale and purchase of 43.5% interest in Omicron International Limited and

shareholder loan of approximately HK$132 million, representing principal and interest owing by

Omicron International Limited to LSD between LSD (as vendor), Far East Consortium Limited,

E-Cash Ventures Limited, Zeal Goal International Limited and Hosar Investment Limited

(collectively as purchasers), Cheung Kong (Holdings) Limited, Far East Consortium

International Limited, Sun Hung Kai & Co. Limited, Stalybridge Investment Limited and

Omicron International Limited; and a letter between the above parties, both executed on 8th

August, 2003 for an aggregate consideration of HK$35,000,000;

(g) the agreement for Lai Sun Yuen Long Centre which had been accepted by LSD for an aggregate

consideration of HK$89,500,000;

(h) an agreement dated 21st March, 2003 entered into between Peakflow Profits Limited

(‘‘Peakflow’’), a company incorporated in the British Virgin Islands and a wholly-owned

subsidiary of LSD (as vendor) and Grand Design Development Limited, a company incorporated

in the British Virgin Islands (as purchaser) relating to the transfer and assignment of 20%

interest in Bayshore Development Group Limited (‘‘Bayshore’’), a company incorporated in the

British Virgin Islands now owned as to 90% by Grand Design (but as to 70% before the

completion of such sale and purchase agreement) and 10% by Peakflow (but as to 30% before

the completion of such sale and purchase agreement) together with HK$600 million worth of

shareholders’ loan owing by Bayshore to Peakflow plus accrued interest for a reduction in the

indebtedness owed by Peakflow to Grand Design of HK$463,334,000;

(i) the loan facility agreement dated 10th February, 2003 entered into between LSD and Onshine

Finance Limited for a loan amount of HK$80,000,000;

(j) a trust deed dated 4th August, 1997, a supplemental trust deed 22nd September, 1997, a second

supplemental trust deed dated 11th February, 2000, a third supplemental trust deed dated 19th

January, 2001 and a fourth supplemental trust deed dated 21st January, 2003, in each case,

entered into between Lai Sun International Finance (1997) Limited, LSD and The Law

Debenture Trust Corporation p.l.c. and constituting the Convertible Bonds;

(k) a trust deed dated 28th February, 1997 entered into between Lai Sun International Finance

(Cayman Islands) Limited, LSD and BT Trustees (Hong Kong) Limited and a supplemental trust

deed dated 19th January, 2001 and a second supplemental trust deed dated 21st January, 2003,

each entered into between Lai Sun International Finance (Cayman Islands) Limited, LSD and

DB Trustees (Hong Kong) Limited, constituting the Exchangeable Bonds; and

(l) an agreement dated 6th November, 2002 between Furama Hotel Enterprises Limited and

Transformation International Limited (collectively as vendors) and Indochina Infratech (S) Pte

Limited (as purchaser) relating to the sale and purchase of shares in Furama International

Hoteliers Limited. This transaction has not been completed up to the date of this circular.
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7. LITIGATION

Neither LSD nor any of its subsidiaries is engaged in any litigation or arbitration of material

importance and no litigation or claim of material importance is known to the directors of LSD to be pending

or threatened against LSD or any of its subsidiaries.

8. QUALIFICATION OF EXPERTS, CONSENTS AND EXPERTS’ INTERESTS

The following are the qualifications of the experts who have given their opinions or advice which are

contained in this circular (the ‘‘Experts’’):

Name Qualification

Ernst & Young Certified Public Accountants

Chesterton Petty Limited Professional surveyors and valuer

Access Capital Limited a deemed licensed corporation for types 1 (dealing in securities), 4

(advising on securities), 6 (advising on corporate finance) and

9 (asset management) of the regulated activities under the SFO

Hengtong & Co,

Attorneys at law

PRC lawyers

Phillips Fox a branch office of a foreign law firm licensed to operate in Vietnam

Richards Butler Hong Kong lawyers

Conyers Dill Pearman Bermuda barristers and attorneys

Each of the Experts has given and has not withdrawn its written consent to the issue of this circular

with the inclusion of its letter and references to its name in the form and context in which it appears.

Each of the Experts confirmed that as at the Latest Practicable Date it does not have any holding in

Shares, options, warrants, derivatives and convertible securities in LSD or any of its subsidiaries or any

right (whether legally enforceable or not) to subscribe for or to nominate persons to subscribe for shares,

options, warrants, derivatives and convertible securities in any member of the LSD Group.

Each of the Experts further confirmed that as at the Latest Practicable Date it does not have any

interest, direct or indirect, in any assets which have been, since 31st January, 2004 (being the date to which

the latest published interim accounts of the LSD Group were made up), acquired or disposed of by or leased

to any member of the LSD Group, or are proposed to be acquired or disposed of by or leased to any member

of the LSD Group.

9. GENERAL

(a) The secretary of LSD is Mr. Yeung Kam Hoi, who is an Associate Member of The Institute of

Chartered Secretaries and Administrators and The Hong Kong Institute of Company Secretaries

and a member of Hong Kong Securities Institute.

(b) The qualified accountant of LSD is Mr. Tse Kim Lun, Alan, who is a Fellow of the Association

of Chartered Certified Accountants and a Fellow of the Hong Kong Institute of Certified Public

Accountants.

(c) The registered office of LSD is situated at 11th Floor, Lai Sun Commercial Centre, 680 Cheung

Sha Wan Road, Kowloon, Hong Kong.
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(d) The Registrars and transfer office of LSD are Tengis Limited at Ground Floor, Bank of East Asia

Harbour View Centre, 56 Gloucester Road, Wanchai, Hong Kong.

(e) The directors of LSG are Mr. Lim Por Yen, Mr. Peter Lam, Mr. Lam Kin Ming, Mr. Shiu Kai

Wah, Mr. Lee Po On, Mr. Lam Kin Hong, Matthew, Madam U Po Chu, Mr. Chiu Wai, Madam

Lai Yuen Fong, Ms. Lam Wai Kei, Vicky (as alternate director to Madam Lai Yuen Fong), Mr.

Wan Yee Hwa, Edward and Mr. Leung Shu Yin, William

(f) As at the Latest Practicable Date, no Shareholder has irrevocably committed themselves to

voting for or against the resolution to be proposed at the EGM in respect of the Settlement, the

Whitewash Waiver or the Chen Family Special Deal.

(g) As at the Latest Practicable Date, no agreement or arrangement exists between any director of

LSD and any other person, which is conditional on or dependent upon the outcome of the

Settlement, the Whitewash Waiver and the Chen Family Special Deal or otherwise connected

with the Settlement, the Whitewash Waiver and the Chen Family Special Deal.

(h) As at the Latest Practicable Date, there was no agreement, arrangement or understanding

(including any compensation arrangement) or intention to enter into any agreement, arrangement

or understanding (including any compensation arrangement) between eSun or any person acting

in concert with it and any of the directors, recent directors, shareholders or recent shareholders

of LSD having any connection with or dependence upon the Settlement, the Whitewash Waiver

and the Chen Family Special Deal.

(i) As at the Latest Practicable Date, there was no agreement, arrangement or understanding or

intention to enter into any agreement, arrangement or understanding between eSun or any person

acting in concert with it and any other person for the transfer of the beneficial interests in the

eSun Settlement Shares after Completion.

(j) As at the Latest Practicable Date, neither eSun, its directors nor any persons acting in concert

with eSun has dealt in any Shares, options, warrants, derivatives and convertible securities in the

period beginning 6 months prior to the date of the announcement issued by LSD relating to the

Settlement, being 2nd July, 2004 but subsequent to negotiations, discussions or the reaching of

an understanding or agreement with the directors of LSD in relation to the Settlement Agreement

and ending on the Latest Practicable Date.

(k) As at the Latest Practicable Date, no person with whom eSun or any person presumed to be, or

otherwise, acting in concert with it (as the term is defined in the Takeovers Code) or any person

who is an associate of LSD by virtue of classes (1), (2), (3) and (4) of the definition of associate

under the Takeovers Code has any arrangement of the kind referred to in Note 8 to Rule 22 of the

Takeovers Code owned or controlled any Shares, shares of eSun, or convertible securities,

warrants, options or derivatives of LSD or of eSun.

(l) During the 6 months period commencing from 2nd July, 2004, being the date of the

announcement released by LSD relating to the Settlement and ending on the Latest Practicable

Date, none of the Shares, options, warrants, derivatives and convertible securities of LSD are

owned or controlled or dealt with for value, by members of the Board, by a subsidiary of LSD,

by a pension fund of LSD or of a subsidiary of LSD, or by Access Capital or Ernst & Young,

both advisers of LSD as specified under class (2) of the definition of associate in the Takeovers

Code (other than exempt principal traders), or which are managed on a discretionary basis by

fund managers (other than exempt fund managers) connected with LSD.
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(m) During the 6 months period commencing from 2nd July, 2004, being the date of the

announcement released by LSD relating to the Settlement and ending on the Latest Practicable

Date, none of a subsidiary of LSD, a pension fund of LSD or of a subsidiary of LSD or Access

Capital or Ernst & Young, both advisers of LSD as specified in class (2) of the definitions of

associate in the Takeovers Code (other than exempt principal traders) or fund managers which

manage funds on a discretionary basis (other than exempt fund managers) and which are

connected with LSD owned or controlled or dealt with for value, any shares , options, warrants,

derivatives and convertible securities of eSun.

(n) During the period commencing from 2nd July, 2004, being the date of the announcement

released by LSD relating to the Settlement and ending on the Latest Practicable Date, none of the

Shares, options, warrants, derivatives and convertible securities of LSD nor the shares, options,

warrants, derivatives and convertible securities of eSun were dealt with for value by LSD (in the

case of eSun’s shares, options, warrants, derivatives and convertible securities), eSun (in the

case of the Shares or LSD’s options, warrants, derivatives and convertible securities), any

member of the Board or any director of eSun.

(o) At extraordinary general meetings of LSD, resolution put to the vote of the meeting generally

shall be decided on a show of hands unless a poll is (before or on the declaration of the result of

the show of hands or on the withdrawal of any other demand for a poll) demanded:

(i) by the chairman of the relevant extraordinary general meetings of LSD; or

(ii) by at least three Shareholders present in person or by proxy for the time being entitled to

vote at the relevant extraordinary general meetings of LSD; or

(iii) by any Shareholder or Shareholders present in person or by proxy and representing not less

than one-tenth of the total voting rights of all the Shareholders having the right to vote at

the relevant extraordinary general meetings of LSD; or

(iv) by a Shareholder or Shareholders present in person or by proxy and holding Shares

conferring a right to vote at the relevant extraordinary general meetings of LSD being

shares on which an aggregate sum has been paid up equal to not less than one-tenth of the

total sum paid up on all the Shares conferring that right.

However, at the EGM, the resolution put to the vote at such meeting shall be decided on a poll

which as at the Latest Practicable Date, is proposed to be demanded in accordance with

paragraph (i) above as required under the Takeovers Code and the Listing Rules for reasons set

out in the paragraphs headed ‘‘Regulatory aspects of the Settlement’’ in the ‘‘Letter from the

Board’’ of this circular.

(p) The English text of this circular shall prevail over the Chinese text.
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10. BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT

Directors

Executive Directors

Mr. Lim Por Yen, Honorary Chairman, aged 89 is the founder of the Lai Sun Group and has been

a director of LSD since June 1959. He is also the chairman and managing director of LSG, the

chairman of Crocodile Garments Limited and Lai Fung Holdings Limited, and an executive director of

eSun Holdings Limited. LSG is the controlling shareholder of LSD. Mr. Lim has over 60 years’

experience in the garment business and became involved in the property and investment business in

the mid-1950’s. He was admitted to the honorary university fellowship of the University of Hong

Kong in December 2003. Mr. Lim was also one of the Hong Kong Affairs Advisers to the People’s

Republic of China and is a founder member of The Better Hong Kong Foundation.

Mr. Lam Kin Ngok, Peter, Chairman and President, aged 47, has been a director of LSD since

June 1977. He is also a deputy chairman of LSG, and all executive director of eSun Holdings Limited,

Crocodile Garments Limited and Lai Fung Holdings Limited. LSG is the controlling shareholder of

LSD. Mr. Lam has extensive experience in property and investment business. He is a director of the

Real Estate Developers Association of Hong Kong, a member of the Hong Kong Hotel Owners

Association and a council member of the Anglo Hong Kong Trust. Mr. Lam is a son of Mr. Lim Por

Yen and is the younger brother of Mr. Lam Kin Ming.

Mr. Lau Shu Yan, Julius, aged 48, joined LSD as a director in July 1991. Mr. Lau has over 15

years of experience in the property and securities industries holding senior management positions.

Prior to his current appointment, he was a director of Jones Lang Wootton Limited and subsequently

Jardine Fleming Broking Limited. Mr. Lau is a director and a member of the Executive Committee of

Real Estate Developers Association of Hong Kong.

Mr. Wu Shiu Kee, Keith, aged 40, joined the Lai Sun Group in November 1997 and was

appointed a director of LSD on 1st January, 1998. He has over 15 years’ experience in investment

research and asset management. Prior to his appointment in the Lai Sun Group, Mr. Wu served as a

director and head of Hong Kong/China Research for Peregrine Brokerage Limited. He holds a

Bachelor in Science degree from the University of Toronto and a Master in Science degree from

Stanford University.

Non-Executive Directors

Mr. Lam Kin Ming, aged 67, has been a director of LSD since June 1959. Mr. Lam is also the

deputy chairman of LSG, Crocodile Garments Limited and Lai Fung Holdings Limited, and a non-

executive director of eSun Holdings Limited. Mr. Lam is also an alternate director to certain directors

of Lai Fung Holdings Limited. LSG is the controlling shareholder of LSD. Mr. Lam has been involved

in the management of garment business since 1958 and is a son of Mr. Lim Por Yen and the elder

brother of Mr. Lam Kin Ngok, Peter.

Madam U Po Chu, aged 79, has been a director of the Company since December 1993. She is

also a non-executive director of LSG, eSun Holdings Limited and Crocodile Garments Limited, and an

executive director of Lai Fung Holdings Limited. LSG is the controlling shareholder of LSD. Madam

U has over 55 years’ experience in the garment manufacturing business and had been involved in the

printing business in the mid-1960’s. In the early 1970’s, she started to expand the business to fabric
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bleaching and dyeing and in the late 1980’s became involved in property development and investment.

In 2000, Madam U began investing in the catering industry in Hong Kong. She is Mr. Lim Por Yen’s

wife.

Mr. Chiu Wai, aged 73, has been a director of tile Company since December 1993. Mr. Chiu is

also a non-executive director of LSG, Lai Fung Holdings Limited, eSun Holdings Limited and

Crocodile Garments Limited. LSG is the controlling shareholder of LSD. Mr. Chiu has over 45 years’

experience in production management. He has been working for the Lai Sun Group’s garment business

since 1955.

Mr. Shiu Kai Wah, aged 71, has been a director of LSD since December 1993. He is also an

executive director of LSG and a non-executive director of Lai Fung Holdings Limited, eSun Holdings

Limited and Crocodile Garments Limited. LSG is the controlling shareholder of LSD. Mr. Shiu has

over 30 years’ experience in the management of the garment business.

Mr. David Tang, aged 50, is an independent non-executive director of LSD. He is the founder of

The China Clubs (in Hong Kong, Beijing and Singapore), Shanghai Tang Stores and The Pacific Cigar

Company Ltd. He is also a director of First Pacific Company Ltd. in Hong Kong. In community

service, he is the chairman of The Hong Kong Cancer Fund and president of the Hong Kong Down

Syndrome Association. He holds an Honours Degree in Philosophy and Logic. In 1983/84, he taught at

Peking University.

Mr. Lam Bing Kwan, aged 54, is an independent non-executive director of LSD. He is also an

independent non-executive director of Lai Fung Holdings Limited. Mr. Lam graduated from the

University of Oregon in the United States of America with a Bachelor of Business Administration

degree in 1974. He has substantial experience in property development and investment in the

Mainland of China, having been closely involved in this industry since the mid-1980’s. Mr. Lam has

served on the boards of listed companies in Hong Kong for over 10 years and is currently a non-

executive director of Sino-i Technology Limited and South Sea Holding Company Limited, both listed

on the Main Board of the Hong Kong Stock Exchange.

Senior Management

Mr. Tam Kin Man, Kraven, aged 56, is a senior vice president of LSD. He first joined the LSD

Group in 1989 and is currently the chief executive of Furama Hotel Enterprises Limited. Mr. Tam is a

fellow member of the Real Estate Institute of Canada and has over 27 years’ experience in property

development, investment and management. He also has over 14 years’ experience in the hospitality

business including hotels, restaurants and clubs in Asia and North America.

Mr. Tse Kim Lun, Alan, aged 41, joined the LSD Group in June 1989. Mr. Tse has been the

financial controller of LSD since October 1990. Mr. Tse is a Fellow of the Association of Chartered

Certified Accountants and a Fellow of the Hong Kong Institute of Certified Public Accountants with

over 19 years’ financial experience.

Mr. Yeung Kam Hoi, aged 55, joined LSD as group company secretary in March 1998. Prior to

his current appointment, Mr. Yeung served at various times as the company secretary of a number of

listed companies in Hong Kong for over 10 years. He has been an associate member of The Institute of

Chartered Secretaries and Administrators since 1979 and is also an associate member of The Hong

Kong Institute of Company Secretaries and a member of Hong Kong Securities Institute.
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11. MATERIAL ADVERSE CHANGE

The Board is not aware of any material adverse change in the financial or trading position or prospects

of the LSD Group since 31st July, 2003, being the date to which the latest published audited financial

statements of the LSD Group were made up.

12. COMPETING BUSINESS

As at the Latest Practicable Date, the following directors of LSD are considered to have interests in

businesses which compete or is likely to compete, either directly or indirectly, with the businesses of the

LSD Group pursuant to the Listing Rules:

Mr. Lim Por Yen holds direct personal interest in, or controlling interests in private companies (the

‘‘Private Companies’’) which are engaged in property investment and development in Kwai Chung

(industrial use), Tsuen Wan (industrial use) and Sha Tin (agricultural land) in New Territories and Mongkok

(commercial use and offices), Sham Shui Po (commercial use and offices), To Kwa Wan (use as carpark),

and Cheung Sha Wan (industrial workshop use) in Kowloon, Hong Kong. Mr. Lim also holds directorships

in all the Private Companies. The total gross floor area in the investment property portfolio held by the

aforesaid companies amounts to approximately 750,000 sq.ft. with industrial use amounting to

approximately 69%, commercial/office uses amounting to approximately 28% and use for carparks

amounting to approximately 3%.

Mr. Peter Lam, Mr. Lam Kin Ming and Madam U Po Chu also hold directorships and minority

interests (either as beneficiaries or as nominees) respectively in certain of the Private Companies.

Although the above companies may be considered, simply by their very nature, to be in competing

businesses with the LSD Group since they are in property investment or property development, LSD does

not consider that these are in fact competing with its businesses. All core properties in the existing

investment and development property portfolio of the LSD Group are located and concentrated in the

Causeway Bay, Cheung Sha Wan, Central and Tsimshatsui areas and are not in close proximity to many of

the properties held by the Private Companies. Where the LSD Group holds properties close to the relevant

areas, such properties are not used for the same purposes and are not even in the same category as those

owned by the Private Companies.

In addition, due to the different locations and different uses of such properties as aforesaid, the market

segments and clients targeted by the Private Companies are different from those being catered for by the

LSD Group and are not inter related at the relevant locations at which they are situated. Furthermore, the

size and scale of operations of the LSD Group as a whole is substantially larger than that of the Private

Companies and therefore, such businesses could be considered to operate at different ends of the spectrum.

Madam U Po Chu is the controlling shareholder and a director of a company which operates a Chinese

restaurant specialising in cuisine of northern provinces of China in Whampoa Garden, Kowloon. The LSD

Group does not have any operations in such area. Whilst the LSD Group does include restaurants as part of

its ordinary businesses, it does not operate one in Hong Kong in such cuisine nor ones which caters to the

masses. Instead, most restaurants operated by the LSD form part of its hotel operations and specialises in

Western cuisine. The location of the particular personal operations of Madam U Po Chu and its specialism

caters for a different market segment from that of members of the LSD Group which are currently engaged

in the hotel and restaurant businesses.
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Accordingly, for the reasons set out above, LSD does not consider the personal interests held by the

abovementioned directors of LSD (whether held through the Private Companies or personally) to compete in

practice with those of the LSD Group.

As the Board is independent from the boards of the aforesaid companies and Mr. Lim Por Yen, Mr.

Peter Lam, Mr. Lam Kin Ming and Madam U Po Chu do not control the Board, the LSD Group is capable of

carrying on its business independently of, and at arm’s length from the business of the aforesaid companies.

Pursuant to to the Listing Rules, no director of LSD shall vote on any resolution to be passed at meetings of

the boards of directors of members of the LSD Group nor be counted in the quorum of such meetings

approving any contract or arrangement or any other proposal in which he or any of his/her associates has a

material interest.

Save as disclosed above, none of the directors of LSD or his/her associates has an interest in a business

which compete or is likely to compete, directly or indirectly, with the businesses of the LSD Group pursuant

to the Listing Rules.

13. MARKET PRICES

The table below shows the closing prices on the Stock Exchange of the Shares (i) at the end of each of

the 6 calendar months preceding the date of the announcement released by LSD in relation to the

Settlement, being 2nd July, 2004 (ii) on the last trading day immediately preceding the date of the

announcement released by LSD in relation to the Settlement, being 2nd July, 2004 and (iii) on the Latest

Practicable Date:

Date Closing Price

(HK$)

31st December, 2003 0.1060

30th January, 2004 0.1570

27th February, 2004 0.2030

31st March, 2004 0.1700

30th April, 2004 0.1530

31st May, 2004 0.1540

25th June, 2004 0.1320

Latest Practicable Date 0.1320

The highest and lowest closing prices of the Shares as recorded on the Stock Exchange during the

period commencing from the start of the 6 months preceding the date of the announcement released by LSD

in relation to the Settlement, being 2nd July, 2004 and the Latest Practicable Date were respectively

HK$0.2290 on 1st March, 2004 and HK$0.0920 on 17th August, 2004.

14. DOCUMENTS AVAILABLE FOR INSPECTION

Copies of the following documents are available for inspection at Room 903, Lai Sun Commercial

Centre, 680 Cheung Sha Wan Road, Kowloon, Hong Kong during normal business hours on any business

day from the date of this circular until the day of the EGM:

(a) this circular;

(b) the memorandum and articles of association of LSD;
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(c) the audited consolidated accounts of the LSD Group for each of the two financial years ended

31st July, 2003 and the published interim accounts of the LSD Group for the six months ended

31st January, 2004;

(d) the letter prepared by the Independent Board Committee, the text of which is set out in the

section of this circular headed ‘‘Letter from the Independent Board Committee.’’

(e) the letters prepared by Access Capital, the texts of which are set out in the section of this circular

headed ‘‘Letter from Access Capital’’ and Appendix IV of this circular;

(f) the letters prepared by Ernst & Young, the texts of which are set out in Appendices II and IV of

this circular;

(g) the letter, summary of values and valuation certificate prepared by Chesterton Petty Limited in

respect of various properties held by the LSD Group pursuant to the Takeover Code and Rule

5.02 of the Listing Rules as regards the Three Planned Sale Interests, the texts of which are set

out in Appendix III of this circular;

(h) the written consents from the Experts referred to in the paragraph headed ‘‘Qualification of

experts, consents and experts’ interests’’ in this Appendix V;

(i) the material contracts referred to in paragraph 6 above, including the Settlement Agreement;

(j) the circulars issued pursuant to the requirements set out in Chapter 14 of the Listing Rules which

have been issued since 31st July, 2003, the date of the latest published audited accounts dated

18th August, 2003 (Discloseable transaction — Disposal of property), 1st September, 2003

((Discloseable transaction — Disposal of shareholding and loan interest in Omicron

International Limited), 15th September, 2003 (Major transaction — Disposal of Causeway

Bay Plaza I) and 14th June, 2004 (Major transaction relating to the Majestic Transaction); and

(k) the legal opinions issued by each of Hengtong & Co., Phillips Fox, Richards Butler and Conyers

Dill Pearman dated 10th September, 2004, 9th September, 2004, 13th September, 2004 and 13th

September, 2004 respectively.
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Stock Code: 0488

NOTICE IS HEREBY GIVEN that an extraordinary general meeting of Lai Sun Development

Company Limited (‘‘LSD’’) will be held at The Harbour Room, 3/F., The Ritz-Carlton Hong Kong, 3

Connaught Road Central, Hong Kong on Wednesday, 13th October, 2004 at 4 : 00 p.m. for the purpose of

considering and, if thought fit, passing, with or without modifications, the following resolution as an

Ordinary Resolution:

‘‘THAT:

(1) the settlement agreement dated 28th June, 2004, as amended and supplemented by a

supplemental agreement dated 31st August, 2004 (the ‘‘Settlement Agreement’’) entered into

between LSD, Furama Hotel Enterprises Limited (‘‘Furama Hotel Enterprises’’), Golden Pool

Enterprises Limited (‘‘Golden Pool’’) and eSun Holdings Limited (‘‘eSun’’), copies of which

will be produced to the meeting marked ‘‘A’’ and to be signed by the chairman of the meeting for

the purposes of identification only, and the transactions and ancillary matters contemplated

thereunder as described in the Settlement Agreement and the circular dated 15th September,

2004 (the ‘‘Circular’’) and despatched to shareholders of LSD together with this notice, a copy

of which will be produced to the meeting marked ‘‘B’’ and to be signed by the chairman of the

meeting for the purposes of identification only, which transactions include, amongst other

matters:

(a) the payment by LSD (either directly or through its subsidiary, Furama Hotel Enterprises) to

Golden Pool of a cash amount of HK$20 million;

(b) the guarantee by LSD in favour of Golden Pool of the obligations of Furama Hotel

Enterprises pursuant to a five year interest-bearing term loan, at a rate of 4.5% per annum,

in the principal amount of HK$225 million extended to Furama Hotel Enterprises by

Golden Pool (being the ‘‘eSun Loan’’)

(c) the provision by LSD of security in favour of Golden Pool in respect of the eSun Loan

(being the ‘‘Ritz-Carlton Security’’), comprising a first charge and second charge over

LSD’s indirect interest in the Ritz-Carlton, Hong Kong, which Golden Pool will share with

the holders of the US$115,000,000 five per cent. Exchangeable Guaranteed Bonds due

2004 (the ‘‘Exchangeable Bonds’’) issued by Lai Sun International Finance (Cayman

Islands) Limited (a wholly owned subsidiary of LSD) and guaranteed by LSD, as

constituted by the trust deed dated 28th February, 1997 (as amended and supplemented

from time to time) (the ‘‘Exchangeable Bondholders’’) and the holders of the

US$150,000,000 four per cent. Convertible Guaranteed Bonds due 2002 (the

‘‘Convertible Bonds’’) issued by Lai Sun International Finance (1997) Limited (a

wholly owned subsidiary of LSD) and guaranteed by LSD, as constituted by the trust deed
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dated 4th August, 1997 (as amended and supplemented from time to time) (the

‘‘Convertible Bondholders’’) (the Exchangeable Bondholders and the Convertible

Bondholders shall collectively hereinafter be referred to as the ‘‘Bondholders’’); and

(d) the allotment and issue by LSD to Golden Pool, or its nominee, of 5,200,000,000 new

shares (the ‘‘Shares’’) of HK$0.50 each in the capital of LSD (being the ‘‘eSun Settlement

Shares’’) at par value of HK$0.50 each Share and to be credited as fully paid, representing

an aggregate nominal value of HK$2,600 million,

be and are hereby approved, confirmed and ratified; and any director of LSD be and is hereby

authorised to enter into, perfect and deliver all such documents and do all such acts and things

and any two directors or any director and the company secretary of LSD be and are hereby

authorised to affix the company’s seal to all such documents and deliver the same as deeds of

LSD, in any such case as may be necessary or desirable to implement or give effect to the terms

of the Settlement Agreement and the transactions and ancillary agreements or documents

contemplated thereunder (including without limitation, exercising or enforcing any right

thereunder) and to make and agree such variations to the terms of the Settlement Agreement as

he, in his absolute discretion, may consider to be desirable, appropriate or necessary and in the

interest of LSD;

(2) the proposals to settle the total indebtedness owed by the LSD Group to the Bondholders,

inclusive of all accrued interest and premia (the ‘‘Bonds Settlement’’), as described in the

Circular, which transactions include, amongst other matters:

(a) the payment by LSD to the Bondholders of an aggregate cash amount of US$38,429,600

(equal to approximately HK$300 million);

(b) the settlement by LSD of a residual principal indebtedness in the amount of approximately

HK$266 million (the ‘‘Residual Indebtedness’’) and a further principal amount of

approximately HK$70 million (the ‘‘Contingent Indebtedness’’) which remain due to the

Bondholders, on or before 31st December, 2005, (in the case of the Contingent

Indebtedness only in the circumstance described in sub-paragraph (e) below) and the

payment of interest on the then outstanding principal amounts of the Residual Indebtedness

and the Contingent Indebtedness if any such principal amount remains outstanding after

31st December, 2005;

(c) the grant by LSD, in respect of the Residual Indebtedness and the Contingent Indebtedness,

in favour of the Bondholders of the following:

(i) relevant first charges over LSD’s 10% indirect attributable debt and equity interest in

The Waterfront, being a property development in Kowloon (which equity interest

shall include a first charge over the entire issued share capital of Vutana Trading

Limited as held by LSD) (the ‘‘Waterfront Security Interest’’) and an assignment

of any reversionary interest in all shareholders’ loans owed to LSD and its

subsidiaries (the ‘‘LSD Group’’) in connection with such interest;

(ii) relevant first charges over LSD’s 26.01% indirect attributable debt and equity

interest in the Caravelle Hotel, Ho Chi Minh City, Vietnam (the ‘‘Caravelle Security

Interest’’) and assignments of all relevant shareholders’ loans owed to the LSD

Group and of LSD’s indirect interest in relation to the rights and interests of the
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relevant management agreement entered into by the LSD Group in connection with

such interest with an authority ultimately to dispose of such interests to the

Bondholders or such persons as the Bondholders shall designate;

(iii) relevant first charges over LSD’s 62.65% indirect attributable debt and equity

interest in the Furama Resort, Danang, Vietnam (the ‘‘Danang Security Interest’’)

and assignments of all relevant shareholders’ loans owed to the LSD Group and of

LSD’s indirect interest in relation to the rights and interests of the relevant

management agreement entered into by the LSD Group in connection with such

interest with an authority ultimately to dispose of such interests to the Bondholders

or such persons as the Bondholders shall designate;

(iv) a limited recourse right to share in the Ritz-Carlton Security on a pari passu basis

with Golden Pool (but subject, in the case of the Bondholders, to a maximum

potential recovery of HK$120 million); and

(v) relevant first and second charges over LSD’s entire indirect shareholding interest in

eSun.

(d) the allotment and issue to the Bondholders by LSD of a total of 3,800,040,000 new Shares

(being the ‘‘Bondholder Settlement Shares’’) at par value of HK$0.50 each Share and to

be credited as fully paid, representing an aggregate nominal value of approximately

HK$1,900 million;

(e) the repayment of an amount up to the Contingent Indebtedness by LSD to the Bondholders

in the event that Mr. Lam Kin Ngok, Peter (‘‘Mr. Peter Lam’’) fails to purchase all or any

of up to 2,799,440,000 Shares pursuant to the exercise(s) by the Bondholders of the rights

to put such Shares to Mr. Peter Lam, granted to each of the Bondholders by Mr. Peter Lam,

during an exercise window commencing on 1st November, 2005 and ending on 30th

November, 2005;

(f) the payment by LSD to the Bondholders an aggregate sum up to 70% of the net sale

proceeds which exceeds HK$266 million from the sales by LSD of its indirect attributable

equity interest in each of the relevant companies or assets comprising the Waterfront

Security Interest, the Caravelle Security Interest and the Danang Security Interest

(collectively the ‘‘Three Planned Sale Interests’’) to purchasing parties up until 31st

December, 2006;

(g) the transfer by LSD to the Bondholders of LSD’s remaining interest in the Three Planned

Sale Interests after 31st December, 2006 to extinguish the liability of LSD to pay to the

Bondholders their entitlement to the 70 per cent. of the net sale proceeds which exceeds

HK$266 million as detailed in sub-paragraph (f) above;

be and are hereby approved; and any director of LSD be and is hereby authorised to enter into,

perfect and deliver all such documents and do all such acts and things and any two directors or

any director and the company secretary of LSD be and are hereby authorised to affix the

company’s seal to all such documents and deliver the same as deeds of LSD, in any such case as

may be necessary or desirable to implement or give effect to the terms of the Bonds Settlement

and the transactions and ancillary agreements or documents contemplated thereunder (including

without limitation, exercising or enforcing any right thereunder) and any such director is
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authorised to make and agree such variations to the terms of the Bonds Settlement as he, in his

absolute discretion, may consider to be desirable, appropriate or necessary and in the interest of

LSD;

(3) the proposals to settle the indebtedness owed to Absolute Gain Trading Limited, a company 100

per cent. controlled by Mr. Chen Din Hwa, who also controls as to 100% of the share capital of a

substantial shareholder of LSD, Nice Cheer Investments Limited as at the date hereof, (as such

term shall have been defined in the Rules Governing the Listing of Securities on The Stock

Exchange of Hong Kong Limited), in its capacity as a Bondholder pursuant to the Bonds

Settlement, in the manner set out in paragraph (2) above, which constitute a ‘‘Special Deal’’ for

the purposes of the Hong Kong Code on Takeovers and Mergers, be and are hereby approved and

any director of LSD be and is hereby authorised to do all things and acts and sign all documents

which he considers desirable or expedient to implement and/or give effect to any matters relating

to or in connection with such special deal;

(4) the Whitewash Waiver (as defined in the Circular) be and is hereby approved and any director of

LSD be and is hereby authorised to do all things and acts and sign all documents which he

considers desirable or expedient to implement and/or give effect to any matters relating to or in

connection with the Whitewash Waiver;

(5) the authorised share capital of LSD be and is hereby increased to HK$9,200,000,000 by the

creation of an additional 6,000,000,000 new ordinary shares of HK$0.50 each in the capital of

LSD;

(6) any director of LSD be and is hereby authorised to allot and issue such new Shares in the share

capital of LSD to eSun and the Bondholders as the eSun Settlement Shares and the Bond

Settlement Shares respectively pursuant to the terms of the Settlement Agreement and the Bonds

Settlement, as more particularly described in the Circular and paragraphs (1) and (2) above;

(7) without prejudice to any of the foregoing, any director of LSD be and is hereby authorised to

enter into, execute and/or otherwise give effect to (or procure the entry into, execution or giving

of effect to) all or any other documents or agreements considered by him, in his absolute

discretion, to be appropriate or necessary to implement the Settlement Agreement, the Bonds

Settlement and the transactions contemplated thereunder and/or to give full force and effect to

the security interests created in favour of each of eSun and the Bondholders in accordance with

the matters set out or referred to in the Circular and paragraphs (1) to (6) above (including but

not limited to, the Ritz-Carlton Security Adjustment, as such term is defined in the Circular).’’

By Order of the Board

Yeung Kam Hoi

Company Secretary

Hong Kong, 15th September, 2004

Registered Office:

11th Floor

Lai Sun Commercial Centre

680 Cheung Sha Wan Road

Kowloon

Hong Kong
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The executive directors of LSD are Mr. Lim Por Yen, Mr. Lam Kin Ngok, Peter, Mr. Lau Shu Yan,

Julius and Mr. Wu Shiu Kee, Keith, the non-executive directors are Mr. Lam Kin Ming, Madam U Po Chu,

Mr. Chiu Wai and Mr. Shiu Kai Wah and the independent non-executive directors are Mr. David Tang and

Mr. Lam Bing Kwan.

Notes:

(1) Any member entitled to attend and vote at the extraordinary general meeting is entitled to appoint one

or more proxies to attend and, on a poll, vote in his stead. A proxy need not be a member of LSD.

(2) Where there are joint registered holders of any ordinary share, any one of such persons may vote at the

extraordinary general meeting, either personally or by proxy, in respect of such ordinary share as if he

were solely entitled thereto, but if more than one of such joint holders be present at the meeting

personally or by proxy, that one of the said persons so present whose name stands first on the register

of members in respect of such ordinary share shall alone be entitled to vote in respect thereof.

(3) A form of proxy for use at the extraordinary general meeting is enclosed.

(4) To be valid, a form of proxy, together with the power of attorney or other authority, if any, under

which it is signed or a notarially certified copy of that power or authority, must be deposited at LSD’s

Registrars, Tengis Limited, at Ground Floor, Bank of East Asia Harbour View Centre, 56 Gloucester

Road, Wanchai, Hong Kong not less than 48 hours before the time appointed for holding the

Extraordinary General Meeting or adjourned extraordinary general meeting (as the case may be).

Completion and return of the form of proxy will not preclude members from attending and voting in

person at the extraordinary general meeting or at any adjourned extraordinary general meeting should

they so wish.
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(Stock Code: 0488)

Form of proxy for Extraordinary General Meeting

on Wednesday, 13th October, 2004 at 4 : 00 p.m.

I/We (note 1)

of

being the registered holder(s) of (note 2) ordinary shares of HK$0.50 each in the

ordinary share capital of Lai Sun Development Company Limited (the ‘‘Company’’), hereby appoint THE

CHAIRMAN OF THE MEETING or (note 3)

of

as my/our proxy to attend, vote and act for me/us at the Extraordinary General Meeting of the Company (the

‘‘Meeting’’) (and at any adjournment thereof) to be held at The Harbour Room, 3/F., The Ritz-Carlton Hong

Kong, 3 Connaught Road, Central, Hong Kong on Wednesday, 13th October, 2004 at 4 : 00 p.m. for the

purposes of considering and, if thought fit, passing the resolution as set out in the notice convening the

Meeting, in the manner indicated below or, if no such indication is given, as my/our proxy thinks fit:

FOR (note 4) AGAINST (note 4)

Ordinary Resolution

Dated this day of 2004 Signed (note 5)

Notes:

1. Full name(s) and address(es) to be inserted in BLOCK CAPITALS.

2. Please insert the number of ordinary shares registered in your name(s). If no number is inserted, this form of proxy will be
deemed to relate to all the ordinary shares in the Company registered in your name(s).

3. If any proxy other than the Chairman of the Meeting is preferred, please delete the words ‘‘THE CHAIRMAN OF THE

MEETING or’’ and insert the full name and address of the proxy desired in the space provided. ANY ALTERATION MADE

TO THIS FORM OF PROXY MUST BE INITIALLED BY THE PERSON WHO SIGNS IT.

4. IMPORTANT: IF YOU WISH TO VOTE FOR THE RESOLUTION, TICK THE APPROPRIATE BOX MARKED

‘‘FOR’’. IF YOU WISH TO VOTE AGAINST THE RESOLUTION, TICK THE APPROPRIATE BOX MARKED

‘‘AGAINST’’. Failure to complete any or all the boxes will entitle your proxy to cast his vote at his discretion. Your proxy will
also be entitled to vote at his discretion on any resolution properly put to the Meeting other than that referred to in the notice
convening the Meeting.

5. This form of proxy must be signed by you or your attorney duly authorised in writing or, in the case of a corporation, must be
either executed under its common seal or under the hand of an officer or attorney duly authorised.

6. In the case of joint registered holders of any ordinary share, any one of such persons may attend and vote at the Meeting, either
in person or by proxy in respect of such ordinary shares as if he were solely entitled thereto; but if more than one of the joint
holders be present at the Meeting personally or by proxy, that one of the said persons so present whose name stands first on the
Register of Members in respect of such ordinary shares shall alone be entitled to vote in respect thereof.

7. To be valid, this form of proxy, together with the power of attorney or other authority (if any), under which it is signed or a
notarially certified copy thereof, must be deposited at the Company’s Registrars, Tengis Limited, at Ground Floor, Bank of East
Asia Harbour View Centre, 56 Gloucester Road, Wanchai, Hong Kong not less than 48 hours before the time appointed for
holding the Meeting.

8. The proxy need not be a member of the Company, but must attend the Meeting in person to represent you. The proxy may vote
on your behalf on a poll.

9. COMPLETION AND RETURN OF THIS FORM OF PROXY WILL NOT PRECLUDE YOU FROM ATTENDING AND

VOTING AT THE MEETING (AND AT ANY ADJOURNMENT THEREOF) IF YOU SO WISH.




