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n hotel is like a concert performance, greater than the sum
of its many parts. The concert hall, the music, the leaders
- _1 of the different instrument sections, and

the players — all giving pleasure to the

audience. Blended properly, they create a
memorable experience. In our hotels, fine
architecture and interior design define the
physical characteristics: the staff create the
heart and soul. Their commitment to
standards of excellence keeps our guests returning and our hotels at

the top of the industry.



MILESTONES 2002

THE PALACE
HOTEL BEIJING

Restructuring

The restructuring of The Palace Hotel Co., Ltd
from a sino-foreign equity joint venture into
a sino-foreign cooperative joint venture was
completed in December 2002. Following
this completion, The Palace Hotel Co., Ltd
became a subsidiary of The Hongkong

and Shanghai Hotels group (HSH), which
now controls the hotel and its future

profit streams.

THAI JOINT VENTURE COMPANIES

Restructuring

The restructuring of the capital and loan structures of the group’s Thai businesses,
including The Peninsula Bangkok, was completed in May 2002. The HSH group
now has a 75% equity interest in the various businesses, following the exercise
by the Thai partner in December 2002 of its option to repurchase the 15% equity
interest sold to the group in 2001. The Thai partner has a further option to
rebuild its equity interest to the original 50% by December 2016.

THE PENINSULA

TOKYO

The company signed an agreement with
Mitsubishi Estate Company in October
2002 to develop The Peninsula Tokyo on a
prime site in the Marunouchi business
district of the city, close to the Imperial
Gardens and the Ginza entertainment area.
The hotel, with over 300 rooms, is expected
to open in 2007.

THE PALACE
HOTEL BEIJING

Renovation

Phase | of a major upgrade to
The Palace Hotel Beijing was
completed in the first quarter of
2002 with the launch of a new
restaurant, Jing, and a new look
o for the Lobby, Reception and
Concierge areas. Phase Il began
in the fourth quarter, with a major
overhaul of the hotel’s function space, and Phase
Il will be devoted to rooms renovation, bringing
the property in line with Peninsula standards.

LOAN FACILITY
SIGNED

In October 2002, HSH signed a
HK$2 billion term loan facility with a
syndicate of 16 local and
international banks. The loan, which

matures in 2007, was arranged to
refinance existing facilities at a
significantly lower interest margin.

QUAIL LODGE RESORT
& GOLF CLUB

Renovation

A major renovation of Quail Lodge Resort in
Carmel, California began in December 2002.
The hotel has been closed in order
to effect progress as quickly as
possible and to avoid disruption to
guests. The main lodge, food and
beverage outlets, guestrooms,
clubhouse and function spaces are
being redesigned and substantially
upgraded. The resort is scheduled to
re-open in July 2003.




THE PENINSULA
HONG KONG

75 Years in Operation

Our flagship hotel launched its year-long 75th
anniversary celebrations in December 2002.
The programme will culminate in December
2003 with a Gala Evening. A part of Hong Kong's
social fabric and history since it first opened
in 1928, the hotel is involving the community
in its celebrations, including support for local
charities, commissioning special music from
young Hong Kong musicians, and cooperating
with a locally-based historian to offer
historical walking tours of the Kowloon area.

GROUP
MANAGEMENT
COMMITTEE FORMED

The creation of the Group Management
Committee has provided management with
a forum for more focussed and collective
decision making, improved communication
and better coordination of management
actions across different functions and
geographical areas.

GROUP MANAGEMENT
DEVELOPMENT
PROGRAMME INITIATED

As the group grows, the need to plan ahead
for management succession and to develop
career opportunities for next tier executives
becomes imperative. The framework for an
18-month accelerated management
development programme was agreed and
put in place in the last quarter of 2002.
Aimed at individuals aspiring to be General
Managers, the programme’s first candidates
will embark on the course in 2003.

VALLEY RESORT
MANAGEMENT
LLC ESTABLISHED

In January 2002, the management of Quail
Lodge Resort and Golf Club in Carmel, California
was transferred to Valley Resort Management
LLC (VRM), a joint venture formed between HSH
and the operators of Bernardus Lodge, also
situated in Carmel Valley. The purpose of VRM

is to promote and develop Quail Lodge and
Bernardus Lodge, as well as explore
opportunities for future expansion by taking

on similar properties.

AWARDS

The group’s hotels have been successful throughout
the year in accumulating prestigious awards for the
properties, their restaurants, facilities and services.
The following selection of the awards received during
2002 is not exhaustive.

The Peninsula Hong Kong
No. 1 - World’s Best Hotel 2002 Zagat Survey
No. 1 in Asia - World’s Best Hotel Restaurants
Travel & Leisure, USA
No. 1 in Asia, No. 3 in World, Top 100 Hotels
in the World Conde Nast Traveler, USA

The Peninsula New York

» 2003 AAA Five Diamond Award
American Automobile Association

* Mobil Four Star Award USA

» Hotel Spa - One of Top 40 Spas in USA, and one of
Ten Best Urban Spas Conde Nast Traveler, USA

The Peninsula Chicago
* 2003 AAA Five Diamond Award
American Automobile Association
* Mobil Five Star Award USA
* No 1 USA Hotel - 2003 Zagat Survey
» Best New Business Hotel Forbes Magazine

The Peninsula Beverly Hills
2003 AAA Five Diamond Award -
Hotel and The Belvedere restaurant
American Automobile Association
Mobil Five Star Award USA
No. 1 US City Hotel
Andrew Harper’s Hideaway Report
No. 1 Hotel in the USA Travel & Leisure

The Peninsula Bangkok
Best Hotel - Asia, and No. 2 World’s Best Hotel
Travel & Leisure, USA
No. 2 - Best Hotel Worldwide
Gallivanter’s Guide Reader Survey
No. 3 World’s Best Restaurants Travel & Leisure, USA

The Peninsula Manila
Best Business Hotel in The Philippines
Business Asia magazine and Bloomberg TV
No.2 Top City Hotel in Manila Euromoney
One of the Best Hotels in Asia/Pacific Global Finance
Conde Nast Traveler Gold List
Only hotel in Manila to be listed

The Palace Hotel, Beijing
» Conde Nast Traveler Gold List
* No. 2 Top City Hotel in Beijing Euromoney




FINANCIAL AND OPERATING HIGHLIGHTS

2002 2001 Effect
Income statement (HK$m)
Turnover 2,592 2,584 -
Operating profit before
depreciation & amortisation 747 698 7%
Operating profit 637 584 9%
Non-operating items 27 (148) -
Financing charges (289) (346) 16%
Profit attributable to shareholders 308 33 833%
Dividend 93 58 60%
Balance sheet (HK$m)
Total assets 18,987 18,462 3%
Shareholders’ funds 11,723 11,943 (2%)
Net borrowings 5,611 5,656 1%
Cash flow (Hk$m)
Cash generated from operations 807 912 (12%)
Capital expenditure 276 537 49%
Net cash inflow before financing 580 547 6%
Key data
Interest cover (times) 2.2x 1.7x 29%
Weighted average gross interest rate 5.1% 6.7% 24%
Dividend per share (HK cents) 8 5 60%
Dividend cover (times) 3.3x 0.6x 450%
Earnings per share (HK cents) 26 3 767%
Earnings per share excluding non-operating items (HK cents) 24 15 60%
Net assets per share (HK$) 10.03 10.22 (2%)
Gearing 32% 32% -
Share information
Number of shares of HK$0.5 each in issue
at year end (million) 1,169 1,169 -
Highest share price (HK$) 4.35 5.40 (19%)
Lowest share price (HK$) 2.63 2.03 30%
Year end closing share price (HK$) 3.30 2.90 14%
Discount to net asset value at year end 67% 72% 7%
Operating information
Number of hotel rooms 3,305 3,303 -
Average room rate — Asia Pacific (HK$) 867 871 -
— United States of America (HK$) 2,986 3,148 (5%)
Average occupancy rate — Asia Pacific 2% 69% 4%
— United States of America 61% 58% 5%
Number of employees 5,953 6,032 (1%)




I t was a great pleasure for me to launch the start of our year-long celebrations which will
culminate in the 75th anniversary of The Peninsula Hong Kong. Over the years, the

way in which our flagship hotel has retained its grace and elegance whilst updating itself
with the latest amenities and technology to be consistently recognised as one of the best
hotels in the world, epitomises our group’s vision and commitment to upholding the quality
of the Peninsula brand.

Mr Clement Kwok, who recently joined the company as CEO, has placed strong impetus
behind the restructuring of our organisation and management processes with the objective
of using our brand to further develop our business and enhance shareholder value.

We will continue to develop and strengthen our network of top class Peninsula hotels
in key gateway cities and in this respect, I am delighted that we have embarked on a project
to build a Peninsula hotel on a prime site in Tokyo. I am also pleased to report that our
two newest Peninsula properties in Bangkok and Chicago have both received high accolades
from leading readership surveys, reinforcing recognition that they are amongst the best
hotels in the world.

In China, the restructuring and renovation of The Palace Hotel Beijing is of prime
importance as it will permit us to reflect the Peninsula name in this property in the future.

We believe that, in seeking to create shareholder value, it is important not only to focus
on new developments, but also to identify opportunities to improve existing assets through
renovation, rejuvenation or redevelopment. In this respect, we are committed to an exciting
renovation programme at Quail Lodge in Carmel and are studying ideas for updating some
of our Hong Kong residential and commercial assets.

I wish to pay tribute to our loyal, committed and talented staff who play an instrumental
part in creating the Peninsula experience for our guests. Programmes for their well-being
and development have been recently launched.

I should also like to take this opportunity to thank all our staff, our shareholders, our
business partners and not least our customers for their continued support during the year.

ly HF—

The Hon. Michael D Kadoorie
27 February 2003

CHAIRMAN’S STATEMENT

We believe that,

in seeking to create
shareholder value,
it is important not
only to focus on
new developments,
but also to identify
opportunities to
improve existing
assets through
renovation,
rejuvenation or
redevelopment.



CHIEF EXECUTIVE OFFICER’S REPORT

The 75th
anniversary of
The Peninsula
Hong Kong serves
as a strong
reminder of how
unending pursuit
of quality and
integrity will
overcome short-

term uncertainties
and result in

the creation of
substantial long-
term value.

l \ / I y first year with the company has been a busy and exciting one, with progress being

made in a number of different areas amidst the continuing difficult environment
which our businesses face.

Hotel operations

On the hotel side, it has been very pleasing to see our properties maintaining and enhancing
their high levels of service, thereby once again gaining much coveted recognition from the
industry and our guests. The financial results for our hotels were generally satisfactory for a
year which started in the aftermath of the 11 September 2001 terrorist attack and later
suffered from further uncertainties caused by the Bali bombing and the threat of war in Iraq.

Our hotels in the Asia-Pacific region performed strongly in 2002, with all the hotels
other than The Peninsula Manila achieving increases in both turnover and operating profits.
Our flagship hotel, The Peninsula Hong Kong, and The Peninsula Bangkok, which has firmly
established itself as one of the leading hotels in that market, both contributed strongly
to the increase in operating profits. The shopping arcades in The Peninsula Hong Kong and
The Palace Hotel Beijing, which house many of the top retail brand names, continue to
perform well.

In the USA, our operating results were somewhat mixed. The Peninsula Chicago, in its
first full year of business, has received numerous accolades for the quality of its operation
but is still in the process of establishing increased corporate business in a competitive market.
The Peninsulas in New York and Beverly Hills both achieved similar revenue per available
room (RevPAR) levels to 2001 whilst retaining their strong reputations for quality.

We have continued to work hard during the year to improve the operating margins of
our hotel operations. The operating profit margin for all our hotels increased slightly,
reflecting the efforts made to contain costs. In addition to the cost saving initiatives taken at
the hotel level, we have instigated a number of group procurement projects from which we
expect to identify significant savings in our input costs. We are also rolling out a new revenue
management programme in order to assist hotels to manage their pricing and inventory
more effectively.

Opverall, the hotels division increased its revenue and operating profit for 2002 by 14%
and 36% respectively to HK$1,941 million and HK$305 million.

Property operations

With the bulk of our properties concentrated in Hong Kong, which has continued to suffer
from poor economic sentiment, we have faced a challenging environment in our property
business. Our largest property asset comprises around 1 million square feet of luxury
residential apartments at Repulse Bay where the declining expatriate trends in Hong Kong



have had a significant adverse effect on both occupancy levels and rentals. The office rental
market in Hong Kong also continues to suffer, as evidenced by the performance of St John’s
Building. On the other hand, business has held up well at The Peak Tower and the Peak
Tramways, The Landmark in Ho Chi Minh City and the Thai Country Club.

Opverall, the revenue and operating profit of the property division fell by 14% and 15%
respectively to HK$410 million and HK$289 million.

Results and dividends
The company’s operating profit increased by 9% from HK$584 million in 2001 to HK$637
million in 2002. Total financing charges reduced from HK$346 million in 2001 to HK$289
million in 2002, mainly due to a reduction in the average interest rate paid from 6.7% to
5.1%. After taking into account the adjustments from various non-operating items, the
profit attributable to shareholders for 2002 amounted to HK$308 million as compared to
HK$33 million in 2001. This equated to an earnings per share of 26 cents (2001 : 3 cents).
Although the company has achieved a satisfactory increase in both operating profit and
profit attributable to shareholders for 2002, the directors consider it prudent to retain a
significant portion of the earnings within the company in the light of the group’s ongoing
capital expenditure requirements as well as the uncertainties arising from the possibility of
further conflict in the Middle East. The directors are therefore recommending to
shareholders that a dividend of 8 cents per share (2001 : 5 cents per share) be declared out of
the earnings of 26 cents per share.

Management

During the year, it was decided to create a Group Management Committee (GMC) to oversee
the day to day running of our businesses. The creation of the GMC has provided a forum for
more focussed and collective decision-making and the communication between all of our
operations and head office has improved as a result. The GMC presently comprises Mark
Rhys (Chief Financial Officer), Peter Borer (Group General Manager — Asia), Niklaus
Leuenberger (Group General Manager — America), and Martyn Sawyer (Group General
Manager — Properties and Clubs), as well as myself.

With all the opportunities and challenges that lie ahead, development and career
planning for our key people have been emphasised and we have launched a Group
Management Development Programme which is designed to provide accelerated training
and work opportunities for our high calibre managers.



Chief executive officer’s report continued

Future strategy and developments

We have, during the year, undertaken a strategic review of our businesses to provide a clear

direction for our management and operations. We have reaffirmed that our overriding

objective is to increase long-term shareholder value whilst preserving and enhancing the

quality of service and the Peninsula brand name. In pursuing this overall mission, we have

identified five key strategic objectives, which are:

(i) to develop new hotels and related developments on a measured and prudent basis

(ii) to maximise the Peninsula brand by purifying its application and using it consistently
across hotels and other products where appropriate

(iii) to explore alternative uses or new concepts as well as any redevelopment potential of our
existing assets to seek enhanced returns

(iv) to devise specific strategies to improve our operating margins, and

(v) to emphasise career development and training for staff.

We were delighted during the year to have signed an agreement with Mitsubishi Estate
Company to develop The Peninsula Tokyo on a prime site in the prestigious Marunouchi
business area of Tokyo for opening in 2007. This project represents both a challenge and an
opportunity for us to design and build an hotel which we expect to become another flagship
for the group and which will incorporate our latest ideas on design and technology.

With the completion of the restructuring of The Palace Hotel Beijing which has given
HSH a controlling interest in this hotel, we have embarked on the further phases of a
HK$237 million programme which we expect will bring the standards of The Palace Hotel in
line with our other Peninsula products.

Work has recently begun on a HK$179 million renovation programme for Quail Lodge
which upon completion we believe will enhance Quail Lodge’s status as a premier golfing and
resort destination in the upmarket Carmel area in California.

Besides the major investments described above, we have continued to place emphasis on
maintaining and enhancing the quality and value of our existing assets. Guestroom and
public area refurbishments continue to take place at a number of our hotels, a new restaurant
concept was created in The Peninsula New York and a new Thai restaurant and improved
riverside dining are being developed at The Peninsula Bangkok.

On the property side, refurbishments of certain apartments and the clubhouse are taking
place at The Repulse Bay. Studies are underway to examine possibilities for the possible
redevelopment, reconfiguration or re-theming of certain properties where we think these
might add value.



Outlook

Our various operations have reacted positively to the challenges posed by the uncertain
market conditions in the past two years and with a number of the hotels showing strong
trends towards the end of 2002, we believe that we are in a good position to meet future
challenges and deliver satisfactory results. Of course, the threat of disruption from war and
terrorism remains and whilst we have maintained our costs to serve the existing healthy
business levels, we are well prepared to react quickly in the event that there is significant
disruption from such events.

As well as continuing to seek improvements to our operating results through both
revenue enhancement and cost efficiency initiatives, we are actively seeking opportunities to
create additional value for our shareholders. In 2003, we expect that the much improved
products, which we will have at The Palace Hotel and Quail Lodge following completion of
their renovation programmes, will be reflected in their results later in the year.

The outlook for the property market in Hong Kong remains weak, although we continue
to be positive about Hong Kong’s longer-term economic fundamentals and expect a recovery
in due course. In the meantime, we are undertaking various studies to explore ways of
enhancing the return from our Hong Kong property assets.

As we continue to look towards an uncertain future, it is reassuring to reflect on the
recent launch of the celebrations for the 75th anniversary of The Peninsula Hong Kong,
which serves as a strong reminder of how the unending pursuit of quality and integrity will
overcome short-term uncertainties and result in the creation of substantial long-term value.

Clement Kwok King Man
27 February 2003









GENERAL MANAGERS’ REPORTS

Under challenging circumstances, The
Peninsula outperformed its competitive set,
being the only hotel in its class to improve
on )/leld. PETER BORER, GENERAL MANAGER

THE PENINSULA HONG KONG

100% group-owned

D uring 2002, The Peninsula maintained its top RevPAR position in Hong Kong,

on improved occupancy and room rates almost on a par with the previous year.

*  While the USA, Europe and Japan remain the most important markets for the hotel,
increasing business came from the PRC, Korea and Taiwan.

* Food and beverage consumption continued to be affected by the depressed local economy.
This was offset by good function business derived from companies and individuals
seeking smaller, more intimate venues.

* Rentals in The Peninsula Arcade came under pressure as new developments opened in the
hotel’s immediate vicinity and brand names followed the trend of opening street-level
flagship stores requiring greater floor space.

* The office rental market in Kowloon remains depressed due to an over-supply of Grade A
office space.

Felix The Garden Suite
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General managers’ reports continued

* The hotel launched its year-long celebrations for its 75th Anniversary in December 2002
and will introduce further special marketing initiatives culminating in a Gala Evening in
December 2003.

* The Peninsula continues to feature at the top of international awards.

* Plans for 2003 include renovation of rooms on the fifth and sixth floors.

14

Spring Moon

Source of guests (%)

29 USA & Canada
27 Japan

21 Asia

15 Europe

5 Others

3 Australasia
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The Peninsula Hong Kong

Available rooms
Average occupancy
Average room rate
Yield

Revenue (HK$m)
Hotel

Retail
Commercial
Office

BBQ on The Sun Deck

2002 2001

300 300

62% 56%
HK$2,670 HK$2,749
HK$1,655 HK$1,527
463 444

39 41

223 203

34 36

759 724

Change

11%
(3%)
8%

4%
(5%)
10%
(6%)

5%
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General managers’ reports continued

Despite the difficult operating conditions amid
economic and political uncertainty, the revenue for
the year was the second best in the hotel’s history.
NIKLAUS LEUENBERGER, GENERAL MANAGER

he Peninsula New York achieved first position in occupancy and second in RevPAR
among its competitive set in 2002.
* Room rates have come under pressure from travellers’ price-sensitivity in the current
economic climate, and aggressive pricing from competitors.
¢ The hotel relaunched its main dining facility as “Fives” with the adjacent “Bar at Fives” in
response to consumer demand for a more informal dining atmosphere, lighter menus and
a choice of wines-by-the-glass.

2003 AAA FIVE DIAMOND AWARD

American Automobile Association

Peninsula Bell-Girl Faces at Fives Deluxe Dreams

* The hotel continues to seek innovative partnership programmes to broaden its access to
target markets, such as the introduction of “by invitation only” events with Departures
Magazine, to promote the hotel and Fives.

* The property has retained its AAA Five Diamond award for the fourth consecutive year
and continues to feature in the top tier of hotels in North America in prestigious
readership survey awards.

* In 2003, The Peninsula New York will introduce, among other initiatives, joint low-season
promotions with its sister hotel The Peninsula Chicago to maximise exposure for both
hotels and achieve economies of scale in advertising and direct mail.

16



The Peninsula New York

Available rooms
Average occupancy
Average room rate
Yield

Revenue (US$m)
Hotel

Spa

Commercial

2002 2001
239 238
65% 66%

Us$507 Us$492
Us$329 Us$323
40 39

6 6

3 3

49 48

Change

(2%)
3%
2%

3%

2%

Guestrooms
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Bar at Fives

Source of guests (%)

66 USA & Canada
22 Europe

4.5 Others

3 Asia

3 Japan

1.5 Australasia
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General managers’ reports continued
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THE PENINSULA CHICAGO
92.5% group-owned

NO. 1 INNTHE USA, FOR 2003

ZagatSurvey

I n 2002, The Peninsula Chicago achieved a RevPAR level with other luxury hotels in
its competitive set.

In under 18 months of operations, the hotel has achieved both the AAA Five Diamond
and the Mobil Five Star Awards, and was named top USA hotel in the 2003 Zagat Hotel
Survey. Separately, its restaurants have also won significant accolades.

The leisure market for the hotel has been lively, fuelled by the Midwest drive-in market
and strong weekend business. The family segment has developed well and transient
corporate business has also increased.

The hotel’s function business has improved substantially; the property has become the
venue of choice for society events and weddings.

The introduction of weekend “Jazz at The Pen” evenings in the Lobby and the
establishment of a central reservations system for Holiday Brunches have generated a
marked increase in covers and revenue.

In 2003, The Peninsula Chicago will aggressively target new industry segments in the
domestic market as well as make inroads into promising new international markets. It will
also pursue beneficial partnership programmes with organisations such as American Express.



In a short period of time, the hotel has
received numerous accolades from national
and local organisations and media for its
facilities, service and culinary excellence.
MARIA RAZUMICH-ZEC, GENERAL MANAGER

Concierge Services The Bar Grand Deluxe Suite
The Peninsula Chicago 2002 2001 Change Guestrooms Source of guests (%)
uss$ %
Available rooms 339 338 - 350 100 ‘
Average occupancy 51% 30% 70%
Average room rate US$300 Us$304 (1%) 280 80
Yield US$153 US$92 66%
210 60
Revenue (US$m)
Hotel 32 12 167% 140 40
Spa 5 1 400% 91 USA & Canada
70 20 - 5 Europe
37 13 185% — 3 Others
0 0 .
01 02 — 1 Asia
Average room rate
Occupancy % @ Yield
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General managers’ reports continued

The Peninsula Beverly Hills has managed to
generate robust revenues in 2002 in spite of the
depressed economic conditions and intense
geopolitical SItUATION. ALI KASIKCI, GENERAL MANAGER

THE PENINSULA BEVERLY HILLS
20% group-owned

Aswift switch of focus towards the regional Californian and US domestic markets

enabled The Peninsula Beverly Hills to mitigate the decline in international travel.

*  With occupancy fractionally better than 2001, and marginal declines in room rate and
yield, the hotel outperformed its sector; the industry trend in California, according to
PKEF, was a rate decline of over 11%.

* The hotel responded to the trend for combined business and leisure travel by tailoring
specific promotions, including leveraging the Spa appeal, and aggressively marketing to
this emerging sector.

* The hotel has cultivated a growing segment of independent travellers through its strategic
partnerships with organisations such as American Express Platinum Travel Services,
Andrew Harper’s Q-Club and Virtuoso.

* In 2003, the hotel will continue its soft goods refurbishment of the remaining 20
Deluxe Rooms and move forward with the soft goods refurbishment of the 35 Grand
Deluxe Rooms.

The Swimming Pool and Cabanas - The Living Room
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The Peninsula Beverly Hills 2002 2001
Available rooms 196 196
Average occupancy 78% 78%
Average room rate Uss$400 US$408
Yield US$313 Us$317
Revenue (US$m)
Hotel 37 38
37 38

Change

(2%)
(1%)

(3%)

(3%)

Guestrooms

uss
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300 ././0\.__.
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100

0

98 99 00 01 02

Average room rate
Occupancy % @ Yield

%
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Source of guests (%)

\ 86 USA & Canada
7 Europe

3 Australasia
1.5 Asia

1.5 Japan
—— 1 Others
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General managers’ reports continued

CINSULA BANGKOK

75% group-owned

BEST HOTEL - ASTA & NO.2 WORLD’'S BEST HOTEL
Travel & Leisure, USA

Source of guests (%) Guestrooms The Peninsula Bangkok 2002 2001 Change
us$ %
200 100 Available rooms 370 370 -
Average occupancy 73% 73% -
160 80 Average room rate Us$127 US$113 12%
Yield Uss$92 US$82 12%
120 60
Revenue (Baht m)
80 40 Hotel 883 823 7%
31 Asia Retail 10 10 -
27 Europe 20 2 Commercial 9 8 12%
20 USA & Canada
0 0
11.5 Japan 98 99 00 01 02 902 841 7%

—— 6 Others
4.5 Australasia

Average room rate
Occupancy % @ Yield
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Significant gains in yield and operating
profits, coupled with a ranking of Number 2
Hotel in the World in the Travel ¢ Leisure
survey, made 2002 an exceptional year.

IAN MICHAEL COUGHLAN, GENERAL MANAGER

T he Peninsula Bangkok had a banner year in 2002, pulling away from its closest

competitor in occupancy and reversing the industry trend by increasing its average
room rate. It is now number two in yield in the luxury sector in Bangkok.

* A cutback in corporate travel and regional meetings business and new room inventory in
the luxury segment have been the twin challenges for the hotel. This situation is likely to
continue in 2003.

AR

= 1 v
e ——

Friends Peninsula Shuttle Boats fhe Bar

*  Guests from the USA and UK markets are back to pre-9/11 levels, the hotel increased its
share of the Japanese market despite an overall decline in in-bound figures, and the South
American market showed positive annual growth.

* Despite the general weakness in personal and corporate spending, food and beverage
revenues were 2% ahead of 2001; function business was buoyant as the hotel has
become the wedding venue of choice; and the signature Jesters restaurant continues to
garner accolades.

* In 2003, the hotel plans to build a new Thai restaurant and will significantly upgrade the
River Terrace dining facilities.
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General managers’ reports continued

Arguably the most famous hotel in the capital
of China, it is being renewed in a fashion that
represents a careful blend of sophistication and
innm/ation. DONALD HARRINGTON, GENERAL MANAGER

THE PALACE HOTEL BEIJING

42% group-owned

he attraction of China as a long-term, high-frequency destination and the promise
of the 2008 Beijing Olympics has been drawing major hotel groups to the country.
The Palace Hotel has held its own in this increasingly competitive arena.

* The launch of “Jing”, the hotel’s new, avant garde restaurant, was greeted with enthusiasm.
Together with a new Business Centre, Lobby Lounge and expanded arcade that is home to
many top retail brand names, the first phase of renovation signalled the hotel’s intention
to be the pre-eminent venue in the city.

*  With the formal completion of the joint venture restructuring, The Palace Hotel has
embarked on a new, significant phase of renovation designed to set the standard for hotels
in the capital as well as align it with its sister Peninsula hotels.

* Cross-exposure for the hotel’s staff at The Peninsula Hong Kong, and comprehensive
training programmes across every employee level provide a platform for long-term
career development.

* As phases 2 and 3 of the renovation are completed in 2003, the hotel will implement
aggressive marketing initiatives to promote a virtually new product.

Source of guests (%) Guestrooms The Palace Hotel Beijing 2002 2001 Change
uss$ %

120 100 Available rooms 530 530 -

Average occupancy 63% 63% -

100 80 Average room rate Uss$8s US$86 2%

% o Yield US$55 Us$54 2%

Revenue (RMB m)

60 W 40 Hotel 170 161 6%
28 Asia Commercial 76 60 27%

25.5USA & Canada 40 20

23 Japan 246 221 11%
20 0

20 Europe 98 99 00 01 02

2.5 Others

Average room rate
Occupancy % @ Yield

1 Australasia
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General managers’ reports continued

In a discount environment, The Peninsula Manila
increased its occupancy, and revenues in food and
beverage and banqueting, but gave ground on
room rate. bAviD BATCHELOR, GENERAL MANAGER

THE PENINSULA MANILA

40% group-owned

T he Peninsula Manila’s year-end market share increased even as a rate war raged

among the five-star hotels in the Makati district.

° Revenues generated by the total group segment, banqueting, and food and beverage all
rose compared to those achieved in 2001. The Conservatory has received a soft
furnishings make-over and is open 6 days a week.

* Substantial growth in business from the domestic market (up 48%) was achieved and
looks set to continue.

¢ The emerging markets of China, Korea and Thailand have shown great potential for
the hotel.

* Among the challenges The Peninsula faces are room renovations, new spa, and
refurbished Club floors at competitor hotels. Apartment hotels also have been aggressively
pursuing transient business, while on the food and beverage front, more informal,
independent restaurants have opened in the vicinity.

* In 2003, the hotel will install Broadband in all guestrooms with free of charge access for
guests. It will improve lighting and carpetting in rooms and corridors, and will upgrade
the Boardroom substantially.

A '
.~ < W
koo -'i_:[.%' ESS HOTEL IN THEPHILPPINES
R - Business Asia Magazine and Bloomberg TV

Spices Arrival The Conservatory
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The Peninsula Manila

Available rooms
Average occupancy
Average room rate
Yield

Revenue (Pesos m)
Hotel

Retail

Commercial

2002 2001
498 498
59% 48%

Uss$79 US$99

Us$47 US$48
960 964

34 34
16 16
1,010 1,014

Change Guestrooms
uss$
- 150
23%
(20%) 125
(2%)

100

- 75

50

25

’\.\‘\._.

98 99 00 01 02

Average room rate
Occupancy % @ Yield

%
100

80

60

40

20

Source of guests (%)

\

54 Asia

17 USA & Canada
13 Japan

10 Europe
—— 3 Australasia
3 Others
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General managers’ reports continued
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Source of guests (%)

43 Asia

21 Japan

14 Europe

14 USA & Canada
7 Australasia

1 Others

Guestrooms

HK$
550

450

350

250

150

50

+ T H

98 99 00 01 02

Average room rate
Occupancy % @ Yield

%
100

80

60

40

20

The Kowloon Hotel

Available rooms
Average occupancy
Average room rate
Yield

Revenue (HK$m)
Hotel
Commercial

2002 2001
736 736
92% 90%
HK$525 HK$527
HK$484 HK$475
257 248

26 25

283 273

Change
2%
2%

4%
4%

4%




A surprisingly good year with
encouraging signs for a bright future.
ROLF PFISTERER, GENERAL MANAGER

verall business sentiment was positive with the year ending on a high note on

strong occupancy. The hotel was able to retain and slightly increase high

yield business.

* Revenues from food and beverage exceeded expectations, rising 6% over 2001.

* The hotel has installed a sophisticated Revenue Management System in order to
maximise revenues.

* Trends in this highly competitive sector have shown an increase in business from the
Asian market and slowly rising average rates.

* The main challenge for the hotel has come from increasing room inventory in the sector
with the opening of a new hotel and serviced apartments complex relatively close by.

Middle Row Lounge and Bar Wan Loong Court
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General managers’ reports continued

Quail Lodge’s renovations and repositioning
together with a strategic marketing alliance with
Bernardus Lodge will give us a greater competitive
advantage and secure better market share.

JIM CECIL, GENERAL MANAGER, VALLEY RESORT MANAGEMENT

QUAIL LODGE RESORT AND GOLF CLUB, CARMEL
100% group-owned

T he formation of Valley Resort Management LLC to market both Quail Lodge and

Bernardus Lodge has created a stronger platform to capture increased market
share as well as reduce management costs.

° A major renovation programme has begun which is aimed at making the property the
most complete destination golf resort in the area.

° Among the planned enhancements are a new 18-hole, par 71 putting course, a new
Wellness Centre and extension of the Spa facilities aimed at capturing the growing spa
programme sector.

* Among the challenges facing the hotel are aggressive rate cutting by competitors,
completed renovations to other hotels in the area and the offer of new golf club
memberships for sale, which have affected the marketplace.

* Bookings in leisure travel are very short term, making it difficult to predict occupancy.
Corporate travel remains affected by the depressed Silicon Valley catchment area.

¢ The renovation works that began in December require the closure of the property,
excluding the golf course, from February 2003. However, an intensive marketing drive is
in place and will culminate in the grand re-opening of the entire property in July 2003.

Concierge Service Garden Suite Jogging Trails

30



-—-"-'-.—P

Quail Lodge Resort
and Golf Club, Carmel

Available rooms
Average occupancy
Average room rate
Yield

Revenue (US$m)
Hotel

Golf Club

Real estate sales

2002 2001
97 97

54% 58%
Uss240 Us$251
Uss$130 US$145
6 7

6 7

5 2

17 16

Change

(7%)
(4%)
(10%)

(14%)
(14%)
150%

6%

Guestrooms

uss$
300

240

180

120

60

0

%
100

80
60
.\\\.(//.k\\'k\‘. 40
20

0
98 99 00 01 02

Average room rate
Occupancy % @ Yield

Source of guests (%)

= =N ©

USA & Canada
Others

Asia

Europe
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General managers’ reports continued

de Ricou Serviced Apartments

The Repulse Bay complex 2002 2001 Change Other operations (Hong Kong) 2002 2001 Change
Unfurnished apartments 353 353 - Revenue (HK$m)
Average occupancy 79% 93% (15%) Peak Tramways 54 52 4%
Average rental (pnsf) HK$29 HK$34 (15%) The Peak Tower 23 22 5%
; Peak Entertainment 4 4 -
Serviced apartments 68 68 - St John's Building 18 22 (18%)
Average occupancy 67% 65% 3% .
Average rental (pnsf) HKS$24 HK$23 4% Tai Pan Laundry 36 44 (18%)
Peninsula Clubs and 7 11 (36%)
Revenue (HK$m) Consultancy Services
Residential 298 349 (15%)
Club 11 5 120% 142 155 (8%)
Commercial 32 33 (3%)
Food & beverage 41 41 -
382 428 (11%)

32



The Repulse Bay has felt the effect of

the significant property downturn in
Hong Kong and has striven throughout the
year to balance its rate and occupancy.
MARTYN SAWYER, GENERAL MANAGER

‘ \ ‘ ew inventory coupled with corporate downsizing are the two main challenges

facing the entire property sector in Hong Kong.

* The Repulse Bay has used the period to refurbish the serviced apartments and enhance
other areas such as the children’s adventure playground, indoor play area, entry level and
lift lobbies of The Repulse Bay Apartments.

* A new 4-bedroomed apartment configuration has been created at 101, Repulse Bay
Apartments, to meet demand. The garage at 60 Repulse Bay Road has been leased to
Mercedes Benz.

* To remain competitive in a declining market, in 2003, the management is undertaking
a review and evaluation of the commercial complex as well as implementing major
renovations to the apartments and the clubhouse facilities.

* The Peak remains one of Hong Kong’s top destination attractions. Thanks to an increase
in visitors, in particular from the PRC, Korea and Taiwan, The Peak Tower, the Peak
Tramways and Peak Entertainment all showed positive growth.

* A considerable amount of new grade-A office space was introduced in Central and the
vicinity, depressing the commercial market significantly, and directly impacting occupancy
levels and rentals in St John’s Building. The situation is likely to persist for a number of years.

* The Thai Country Club has enjoyed a particularly good year, continuing to increase
memberships and make improvements to the facilities, in the shape of two new fairway
practice bunkers, a unique feature to the Club.

View over Repulse Bay The Verandah
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General managers’ reports continued

* The Club has won the title of Best Course in Thailand, Best Clubhouse and Best Par Three
in the Asian Golf Monthly Annual Awards.

* On a more positive note, The Landmark in Ho Chi Minh City improved its occupancy
and rental levels in both the residential and office segments in a healthy market. Demand
has outstripped supply and with no new inventory in prospect for the foreseeable future,
rentals are likely to gradually increase on reversions.

* During 2002, Peninsula Clubs and Consultancy Services consolidated the number of
private members’ clubs in Hong Kong that it managed. This was offset by its increased
involvement in operating The Wing and The Pier, Cathay Pacific Airways’ first and
business class departure lounges at Hong Kong International Airport.

Surfing at The Peak Tower Ripley’s Odditorium The Peak Tram
Other operations (Thailand) 2002 2001 Change Other operations (Vietnam) 2002 2001 Change
Revenue (Baht m) Revenue (US$m)
208 Wireless Road - 41 (100%) The Landmark (Office) 2 2 -
Thai Country Club 159 145 10% The Landmark (Residential) 1 1 -
159 186 (15%) 3 3 -
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EMPLOYEE RELATIONS & THE ENVIRONMENT

36

The Matilda Sedan Chair Race Round The Peak

EMPLOYEE RELATIONS

he company’s commitment to the development of its staff at all levels ensures not only
career progression but also the development of a pool of talent from which to draw for
management and other areas of succession.

A variety of initiatives is being pursued including the newly launched Group Management
Development Programme for accelerated management training; succession planning with
appropriate training programmes; cross-exposure and training of staff between various
properties which will encourage an international mindset and adherence to corporate
standards; and placement of selected individuals in advanced training courses and
scholarship programmes offered by external organisations. These are supplemented
internally by the provision of constant training sessions within each operation.

Communication about the company’s business is effected via an internal corporate
newsletter, as well as through individual operations’ staff newsletters. Use of the intranet as a
means of information dissemination is being implemented. An open-door policy is



Camp Quality Party Hosted at The Repulse Bay

encouraged to ensure two-way communication. Part of this initiative is an employee satisfaction
survey that monitors staff attitudes to the company and in the resolution of issues that create a
better working environment. Health and safety provisions are also manifest in the company’s
approach to staff welfare and productivity.

Employees are also encouraged to participate in their wider communities. Each operation
is able to identify worthwhile causes that they may support with monetary gifts, the supply of goods,
and actual physical participation in fund-raising events or voluntary service. In 2002 in Hong Kong, for
example, the Peak Tramways and The Peak Tower staff entered a sponsored team in the annual charity
Sedan Chair Race round the Peak. Corporately, the company supports a number of organisations,
principally those connected with education, medical services for children, and the elderly.

THE ENVIRONMENT

The company recognises the importance of contributing to social responsibility and sustainability
by implementing environmental initiatives. It has established and implemented corporate design
standards that are environmentally friendly. Among these are energy conservation, waste disposal,
anti-pollution controls and practices, treatment of hazardous substances and landscaping.

Operationally, each business unit makes additional individual contributions through initiatives
such as recycling, noise reduction practices, water filtration, use of “green” refrigerants, and a drive
to increase staff awareness and participation in community events and charitable donations.

The company is a member of the World Wildlife Fund corporate programme to support
environmental education.
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DIRECTORS

Members of the
executive committee

The Hon. Michael D Kadoorie
Chevalier de la Légion d’Honneur,
Commandeur de 'Ordre de Léopold II,
Commandeur des Arts et des Lettres

Age 61. Appointed a director in 1964 and
elected Chairman in 1985. Mr Kadoorie is
also Chairman of CLP Holdings Limited,
Heliservices (Hong Kong) Limited,
Metrojet Ltd., as well as CLP Research
Institute Limited. He is a Director of

Sir Elly Kadoorie & Sons Limited, as

well as holding a number of other
directorships. Mr Kadoorie is a member
of the Council of the University of Hong
Kong, and in addition, acts as a Trustee of
a number of leading, local charitable
institutions. (E)

Ian Duncan Boyce

Age 58. A Fellow of the Institute of Chartered
Accountants in England and Wales, he

was appointed to the Board in 1999 and
elected Deputy Chairman in May 2002.

Mr Boyce, based in Hong Kong since 1984,
was formerly Managing Director of
Schroders Asia and had held executive
positions with The S.G. Warburg Group.
He is non-executive Chairman of Schroder
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Members of the executive committee

Michael D Kadoorie lan Duncan Boyce

Independent non-executive directors

David Li Kwok Po

Robert Ng Chee Siong

Investment Management (Hong Kong)
Limited and a director of CLP Holdings
Limited, Tai Ping Carpets International
Limited and Sir Elly Kadoorie & Sons
Limited. (E, A, E R)

Clement Kwok King Man

Age 43. A Member of the Institute of
Chartered Accountants in England &
Wales and of the Hong Kong Society of
Accountants, he joined the group in
February 2002 as Managing Director and
Chief Executive Officer. Mr Kwok’s career
began with Price Waterhouse and Barclays
de Zoete Wedd in the UK, following
which he returned to Hong Kong to work
with Schroders Asia. Prior to joining the
group, he had served as finance director
of MTR Corporation since 1996. He was
appointed a director of Swire Pacific
Limited in September 2002. He serves on
the International Financial Reporting
Interpretations Committee of the
International Accounting Standards Board
and on the Takeovers and Mergers Panel
in Hong Kong. (E, A, ER)

James Seymour Dickson Leach

Age 57. A Fellow of the Institute of
Chartered Accountants in England and
Wales, he was appointed to the Board in
1993. Mr Dickson Leach is Chairman of

Robert Warren Miller

Sir Elly Kadoorie & Sons Limited and serves
on the boards of CLP Holdings Limited,
Bank of America (Asia) Limited and several
other companies in Hong Kong. (E, A, F)

Independent
non-executive directors

Dr The Hon. David Li Kwok Po

GBS, JP

Age 63. Appointed to the Board in 1987.
Dr Li is also Chairman and Chief Executive
of The Bank of East Asia, Limited and

a director of numerous other companies
in Hong Kong and overseas as well as

a member of the Legislative Council of
the Hong Kong Special Administrative
Region. Dr Li also serves on the board
of the Mandatory Provident Fund
Schemes Authority.

Robert Ng Chee Siong

Age 50. Called to the English Bar in 1975,
he was appointed to the Board in 1987.
Mr Ng is also Chairman of Sino Land
Company Limited and Sino Hotels
(Holdings) Limited, the latter of which
owns 4.3% of the company’s issued share
capital. He holds a number of other
directorships in listed companies in both
Hong Kong and Singapore. (A)



Non-executive directors

Sir Sidney Gordon Ronald James McAulay

Executive director

Owen Mark Lewellin Rhys

Robert Warren Miller

Age 69. A Bachelor of Science in Hotel
Administration (Cornell University) and
a Presidential Councillor and Trustee
Emeritus of the University, he was
appointed to the Board in July 2001.

Mr Miller, a resident of Hong Kong since
1960, is the Founder of the DES Group,
Duty Free Shoppers Limited, and
Chairman of The Search Group, a private
international investment group.

Non-executive directors

Sir Sidney Gordon

GBM, CBE, JP

Age 85. A member of the Institute of
Chartered Accountants of Scotland, he was
appointed to the Board in 1962. Sir Sidney
is Chairman of Nanyang Holdings Limited
and a director of Sir Elly Kadoorie &

Sons Limited in addition to a number of
other companies in Hong Kong. Sir Sidney
was formerly Chairman of China Light &
Power Company, Limited, Senior Partner
of Lowe Bingham Matthews and a member
of the Legislative and the Executive
Councils of Hong Kong. (R)

William Elkin Mocatta

Pierre Roger Boppe

Ronald James McAulay

Age 67. A graduate of the University of
Glasgow, a member of the Institute of
Chartered Accountants of Scotland and
brother-in-law of The Hon. Michael D
Kadoorie, he was appointed to the Board
in 1971. Mr McAulay also serves on the
board of CLP Holdings Limited, Sir Elly
Kadoorie & Sons Limited and several other
companies in Hong Kong.

William Elkin Mocatta

Age 49. A Fellow of the Institute of
Chartered Accountants in England and
Wales, he was appointed to the Board in
1985 and served as Deputy Chairman
from 1993 until May 2002. Mr Mocatta
is an executive director of Sir Elly
Kadoorie & Sons Limited and holds other
non-executive positions including Vice
Chairman of CLP Holdings Limited and
Chairman of CLP Power Hong Kong
Limited. (A, R)

Pierre Roger Boppe

Chevalier de la Légion d’Honneur

Age 55. A Master of Science from the
Federal Institute of Technology of Lausanne
and from Stanford University, he was
Managing Director and Chief Executive

Officer of the group from 1996 until
January 2002. Mr Boppe is also a non-
executive board member of Kuoni Travel
Holding Ltd. and is acting temporarily as
Chief Executive Officer of Corinthia Hotels
International Ltd.

Executive director

Owen Mark Lewellin Rhys

Age 61. A Fellow of the Institute of
Chartered Accountants of England & Wales,
he joined the group as Chief Financial
Officer in 2001 and was appointed to the
Board in the same year. Mr Rhys’ career
in Hong Kong commenced with Peat,
Marwick, Mitchell & Co., followed by
Mollers’ Limited, HSBC, and latterly
with China Light & Power Company,
Limited. (E, R)

E Executive committee members

A Audit committee members

F Finance committee members

R Remuneration committee members

39



GROUP MANAGEMENT COMMITTEE & SENIOR MANAGEMENT

Group management committee:

from left to right

Niklaus Leuenberger, Martyn Sawyer,
Clement Kwok, Peter Borer, Mark Rhys

Group management committee

The Group Management Committee,
the company’s management and
operations decision-making authority,
is comprised of senior executives who
represent the various key functions
and operations of the company.

In addition to Clement Kwok, Chief
Executive Officer, and Mark Rhys,
Chief Financial Officer, the following
are members:

Peter Borer

Age 49. General Manager of The Peninsula
Hong Kong since 1994, he holds regional
responsibility for the group’s hotel
operations in Hong Kong, the People’s
Republic of China, The Philippines and
Thailand. Mr Borer joined the company
in 1981 and has held a number of senior
positions within the group.
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Niklaus Leuenberger

Age 48. General Manager of The Peninsula
New York since 1992, he holds regional
responsibility for the group’s hotel
operations in the USA. Mr Leuenberger
joined the company in 1980 and has held
various positions in the group’s operations
in Hong Kong, the People’s Republic of
China and The Philippines.

Martyn Sawyer

Age 45. General Manager, Properties

and Clubs, since 1999, he holds regional
responsibility for the group’s non-hotel
properties in Hong Kong, Thailand and
Vietnam. He is also General Manager

of The Repulse Bay and of Peninsula Clubs
and Consultancy Services. He has been
with the company since 1985.

Operations senior management

At operational level, the group has a
team of distinguished and experienced
hospitality executives.

David Batchelor

Age 45. Appointed General Manager of
The Peninsula Manila in 2001 following
seven years with The Peninsula Hong Kong,
latterly as Resident Manager.

Jim Cecil

Age 39. Appointed General Manager of
Valley Resort Management LLC, HSH’s
joint-venture resort management
company, in December 2001. He is
responsible for developing the overall
marketing and promotional strategies for
Quail Lodge Resort and Golf Club,
Carmel, California.

Ian Michael Coughlan

Age 43. Appointed General Manager of
The Peninsula Bangkok in 1999. He had
been Resident Manager of The Peninsula
Hong Kong since 1997.



Donald Harrington
Age 50. Joined the group in 2000 as General
Manager of The Palace Hotel Beijing.

Ali Kasikci

Age 47. At the helm of The Peninsula
Beverly Hills as General Manager since
1992. He also serves as an adviser to the
Group Management Committee.

Rolf Pfisterer

Age 59. Joined the group in 1994 as
General Manager of The Peninsula Manila.
He was appointed General Manager of
The Kowloon Hotel in 2000.

Maria Razumich-Zec

Age 45. Appointed General Manager of
The Peninsula Chicago, the group’s newest
hotel, in 2002.

Corporate senior management

The group has a number of well-qualified
and experienced senior managers. The list
below sets out those with key functional
responsibilities and is not exhaustive.

Ralf Borchert

Age 36. Joined the group in 2002 as General
Manager, Procurement. He is responsible
for refining and implementing purchasing
strategy and policy across the group.

Fraser Hickox

Age 56. Joined the group in 1986 and is
responsible for the development

of guestroom technology for Peninsula
properties. Together with a small team of
highly qualified engineers, he creates
proprietary technology that is designed
to enhance the guest experience.

Shane Izaks

Age 40. General Manager, Information
Technology since 1995, with responsibility
for formulating and implementing
information technology strategy at both
group and operations level.

Harry Johnson

Age 52. Assumed responsibility for the
development of new hotels in 1997. He
joined the group as Controller Operations
for The Peninsula Group in 1987.

Christobelle Liao
Age 34. Joined the group as Company
Secretary and Corporate Counsel in 2002.

John Miller

Age 43. Joined the group in 1988. As
General Manager, Design and Planning,
his responsibilities include assessing
potential hotel properties, managing the
design consultancy teams, preparing the
design briefs and providing liaison between
the operations and project teams.

Zuleika Mok

Age 41. Appointed General Manager,
Human Resources in 2002. She is
responsible for mapping the group’s
human resource needs and overseeing
training and career progression for staff.

Simon Pearson

Age 48. Appointed General Manager,
Marketing in 2000, with responsibility for
developing and implementing groupwide
strategic programmes in sales, marketing
communications, brand development
and revenue management.
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Eymon Tsang

Age 34. Appointed General Manager,
Corporate Finance in 2002. He joined
the company in 1995 as Treasury
Operations Manager and has been
Treasurer since 1998.

David Williams

Age 53. Appointed General Manager,
Operational Financial Control in 1998
with responsibility for performance
measurement and enhancement.

Wong Kin Keung

Age 55. Joined the group in 1994. As
General Manager, Project Coordination
and Technical Services he is responsible for
group project management and liaison
with operators on technical services issues.

Corporate senior management:

from left to right

Ralf Borchert, Eymon Tsang,

Harry Johnson, David Williams,

Shane lzaks, Zuleika Mok, Fraser Hickox,
John Miller, Christobelle Liao,

Wong Kin Keung, Simon Pearson

L
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TEN YEAR FINANCIAL SUMMARY

Income statement (HK$m)
Turnover
Operating profit before
depreciation & amortisation
Depreciation & amortisation
Operating profit
Non-operating items
Profit/(loss) before
financing charges & taxation
Financing charges
Share of (losses)/profits
of associated companies
Profit/(loss) before taxation
and minority interests
Taxation and
minority interests
Profit/(loss) after taxation
and minority interests
Extraordinary items
Profit/(loss) attributable
to shareholders
Dividends

Balance sheet (HK$m)
Investment properties
Hotel properties

Other non-current assets
Long term assets

Cash and cash equivalents
Other current assets

Total assets

Short term borrowings
Other current liabilities

Represented by:

Share capital

Reserves
Shareholders’ funds
Minority interests
Long term borrowings
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2002 2001 2000 1999 1998 1997 1996 1995 1994 1993
2592 2584 3,043 3610 2,140 2,779 2,674 2318 1,785 1,690
747 698 925 745 889 1,144 1213 1,042 709 633
(110) (114 (98)  (115) (127 (82) (58) (66) (61) (71)
637 584 827 630 762 1,062 1,155 976 648 562
27 (148) (242 413 (2,550)  (565) (95) (80) (70) -
664 436 585 1,043  (1,788) 497 1,060 896 578 562
(289)  (346)  (432)  (415)  (211)  (143)  (154)  (179) (86) (79)
(4) (8) (26) ) (1) (129) 6 4 7 6

371 82 127 626  (2,000) 225 912 721 499 489
(63) (49) (42) (57) 168 (107) (36) (61) (5) (48)
308 33 85 569  (1,832) 118 876 660 494 441

- - - - - - 55 - 179 118

308 33 85 569  (1,832) 118 931 660 673 559
(93) (58) (59) (59) (58)  (443) (431)  (323)  (259)  (216)
11,798 11,740 12,812 11960 11,424 16,636 17,550 13,586 13,895 6,271
5231 5018 3991 3660 2904 3,770 4853 4695 3,822 6,188
1,453 1,113 2,126 1,940 1613 2,809 4479 2574 2500 2841
18,482 17,871 18,929 17,560 15941 23215 26,882 20,855 20,217 15,300
232 99 272 132 152 103 301 56 71 58
273 492 770 1,589 2207 1,973 296 241 214 353
18,987 18462 19,971 19281 18300 25291 27,479 21,152 20,502 15,711
777 1292 2597 1,204 379 1,726 1371 1,460 844 1,579
822 707 888 824 958 888 815 621 628 452
17,388 16,463 16,486 17,253 16,963 22,677 25293 19,071 19,030 13,680
584 584 585 578 578 581 586 539 539 539
11,139 11,359 12,504 11203 9,787 17,962 21,460 16205 15780 11,836
11,723 11,943 13,089 11,781 10,365 18543 22,046 16,744 16319 12,375
599 57 26 121 123 336 110 17 8 24
5066 4463 3371 5351 6475 3,798 3,137 2,310 2,703 1,281
17,388 16,463 16,486 17,253 16,963 22,677 25293 19,071 19,030 13,680




Key financial information
Interest cover (times)
Dividends per share (HK cents)
Dividend cover (times)
Earnings per share (HK cents)
Earnings per share excluding

non-operating and

extraordinary items (HK cents)
Net assets per share (HK$)

Gearing

Share information

Highest share price (HK$)

Lowest share price (HK$)

Year end closing share price (HK$)

(Discount)/ Surplus to
net asset value at year end

Turnover

HK$m
4,000

3,200
2,400
1,600

8|

(=]

0

0
93 94 95 96 97 98 99 00 01 02

2002 2001 2000 1999 1998 1997 1996 1995 1994 1993
2.2x 1.7x 1.9x 1.5x 3.6x 7.4x 7.5x 5.5x 7.5x 7.1x
8¢ 5¢ 5¢ 5¢ 5¢ 38¢ 38¢ 30¢ 24¢ 20¢
3.3x 0.6x 1.4x 9.6x (31.6x) 0.3x 2.0x 2.0x 1.9x 2.0x
26¢ 3¢ ¢ 49¢ (158¢) 10¢ 85¢ 61¢ 62¢ 52¢
24¢ 15¢ 28¢ 13¢ 62¢ 58¢ 89¢ 69¢ 52¢ 41¢
$10.03  $10.22 $11.18 $10.18 $8.96  $15.94  $18.83 $1552 $15.12  $11.47
32% 32% 30% 35% 39% 23% 16% 18% 18% 18%
$4.35 $5.40 $5.30 $7.70 $7.40 $15.15 $16.00 $11.12  $15.69 $15.49
$2.63 $2.03 $3.40 $4.53 $3.15 $5.30  $10.97 $6.90 $7.30 $5.41
$3.30 $2.90 $4.30 $5.15 $5.50 $6.40 $14.60 $11.12 $8.89  $14.80
(67%) (72%) (62%) (49%) (39%) (60%) (22%) (28%) (41%) 29%

Shareholders’ funds

HK$m
25,000

20,000

15,000

10,000

5,000

0

93 94 95 96 97 98 99 00 01 02

times
10

(=)

Interest cover

93 94 95 96 97 98 99 00 01 02

Earnings per share excluding non-
operating and extraordinary items

HK cents
100

80

60

93 94 95 96 97 98 99 00 01 02

Note: Due to the adoption of the requirements of Statement of Standard Accounting Practice (SSAP) 1 “Presentation of financial statements”,
SSAP 9 “Events after balance sheet date”, and SSAP 28 “Provisions, contingent liabilities and contingent assets”, the presentation and
classification of comparative figures have been adjusted, from 1993 to 2000, where appropriate.
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TEN YEAR OPERATING SUMMARY

Hotel and property performance

The Peninsula Hong Kong
Ownership interest
Occupancy rate

Industry average

Average room rate (HK$)
Industry average (HK$)

The Peninsula New York
(closed January 1998,
re-opened November 1998)
Ownership interest
Occupancy rate

Industry average

Average room rate (HK$)
Industry average (HK$)

The Peninsula Chicago
(opened June 2001)
Ownership interest
Occupancy rate
Industry average
Average room rate (HK$)
Industry average (HK$)

The Peninsula Beverly Hills
Ownership interest
Occupancy rate

Industry average

Average room rate (HK$)
Industry average (HK$)

The Peninsula Bangkok
(opened November 1998)
Ownership interest
Occupancy rate

Industry average

Average room rate (HK$)
Industry average (HK$)

The Palace Hotel Beijing
Ownership interest
Occupancy rate

Industry average

Average room rate (HK$)
Industry average (HK$)

44

2002 2001 2000 1999 1998 1997 1996 1995 1994 1993
100%  100%  100%  100%  100%  100%  100%  100%  100%  100%
62% 56% 55% 50% 47% 60% 73% 72% 71% 60%
67% 62% 75% 65% 55% 66% 78% 73% 73% 67%
2670 2,749 2984 2834 2,776 3,472 3365 3,163 2597 2,576
1,614 1,756 1,693 1,500 1,781 2,384 2428 2140 1964 1,821
100%  100%  100%  100%  100%  100%  100%  100%  100%  100%
65% 66% 78% 62% 34% 77% 77% 73% 68% 67%
63% 62% 76% 72% 76% 80% 79% 74% 70% n/a
3,958 3839 4,155 3,882 4,643 3,129 2,770 2536 2,399 2,279
4,072 4228 4555 3,799 3596 3245 2981 2,758 1,775 n/a
92.5%  92.5%
51% 30%
62% 49%
2338 2371
2387 2,831
20% 20% 20% 20% 20% 20% 20% 20% 20% 20%
78% 78% 85% 82% 81% 80% 78% 77% 77% 75%
63% 62% 63% 74% 71% 74% 73% 71% 72% 72%
3,121 3,184 3,114 3041 2,992 2870 2,714 2488 2441 2,207
2691 2886 2972 2,878 2,816 2,699 2615 2503 2234 2,197
75% 75% 75% 75% 50%
73% 73% 82% 32% 9%
62% 60% 69% 62% 65%
986 889 572 770 1,362
1,006 993 760 859 841
42.1% 20% 20% 20% 20% 20% 20% 20% 20% 12%
63% 63% 64% 59% 63% 58% 66% 60% 55% 57%
66% 67% 69% 68% 68% 68% 69% 71% 70% 64%
691 671 719 734 809 847 841 970 1,038 943
764 730 721 621 625 746 726 835 903 725



Hotel and property performance

The Peninsula Manila
Ownership interest
Occupancy rate
Industry average
Average room rate (HK$)
Industry average (HK$)

The Kowloon Hotel
Ownership interest
Occupancy rate
Industry average
Average room rate (HK$)
Industry average (HK$)

Quail Lodge Resort
(acquired February 1997)
Ownership interest
Occupancy rate

Industry average

Average room rate (HK$)
Industry average (HK$)

The Repulse Bay apartments
Ownership interest
Occupancy rate
Average rent per available

net square foot (HK$)
Rental yield on valuation

Employee numbers
(31 December)

Hotels

Property

Other businesses
Total employees

Notes: Industry average refers to hotels of similar categories.

n/a: Data are not available

2002 2001 2000 1999 1998 1997 1996 1995 1994 1993
40% 40% 40% 16% 16% 16% 16% 16% 16% 16%
59% 48% 54% 60% 51% 69% 71% 71% 54% 61%
62% 56% 63% 67% 62% 76% 79% 66% 59% 61%
627 815 752 886 1,202 1,265 1,144 1,006 803 866
576 685 698 817 1,081 1,152 1,032 971 910 907
100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
92% 90% 91% 86% 84% 77% 90% 85% 84% 87%
87% 85% 76% 85% 81% 79% 91% 88% 86% 82%
525 527 540 484 519 986 1,007 900 781 646
590 591 584 568 602 1,053 1,085 977 830 686
100% 100% 100% 100% 100% 100%
54% 58% 66% 64% 65% 71%
65% 61% 74% n/a n/a n/a
1,871 1,962 2,062 1,869 1,961 1,856
1,903 1,849 1,942 n/a n/a n/a
100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
77% 89% 85% 76% 89% 95% 84% 87% 98% 97%
29 33 31 31 42 43 38 37 32 26
4% 5% 4% 4% 6% 5% 4% 5% 4% 4%
4,561 4,529 4,374 4,283 4,241 3,960 3,968 3,921 3,546 3,792
219 229 243 258 276 269 298 247 252 178
1,173 1,274 1,461 1,625 1,732 1,779 1,691 1,604 1,742 1,951
5,953 6,032 6,078 6,166 6,249 6,008 5,957 5,772 5,540 5,921
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FINANCIAL REVIEW

A. Turnover by activity

HK$m
4,000

3,200
2,400

1,600
800
0
Other businesses
Property sales

Rentals from non-hotel properties

mm Hotels
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Income statement

Turnover

Turnover represents the gross amount invoiced to third parties for services and inventories
and facilities provided and includes management fees and rentals (net of outgoings) from
shops, offices and apartments. Turnover does not include dividends received from third
parties, interest income, exchange gains or intra-group transactions.

HK$m 2002 2001 Change
Hotels
Rooms 847 32% 723 28% 17%
Food and beverage 575 22% 517 20% 11%
Commercial 305 12% 279 11% 9%
Other 214 8% 191 7% 12%
Hotels 1,941 74% 1,710 66% 14%
Rentals from
non-hotel properties 410 16% 478 19% (14%)
Other businesses 202 8% 183 7% 10%
2,553 98% 2,371 92% 8%
Property sales 39 2% 213 8% (82%)
2,592 100% 2,584 100% -
Arising in
Hong Kong 1,541 60% 1,536 59% -
Other Asia Pacific 242 9% 438 17% (45%)
United States of America 809 31% 610 24% 33%

The results for this year incorporate a full year’s operation of The Peninsula Chicago and this
factor has affected most of the comparisons with 2001, during which The Peninsula Chicago
was only operational for seven months.

Total turnover remained on a par with 2001. An improved contribution from the hotels
was offset by a lack of property sales, which in 2001 was largely attributable to the sale of the
company’s Bangkok office block and the Opera Quays retail complex in Sydney. Excluding
property sales, turnover grew by HK$182 million, an 8% increase year-on-year.

Hotels During 2002, rooms in the hotels in which we have a majority shareholding
(“owned hotels”) generated revenue of HK$847 million, a 17% increase over 2001. This
improvement resulted in part from The Peninsula Bangkok’s continued success, growth at
The Peninsula Hong Kong, and the ability of the USA properties to reverse their decline. The
number of guestrooms available and the revenue generated are:



Rooms Rooms

revenue revenue
No. of 2002 2001
rooms HKSm HK$m
Owned hotels
The Peninsula Hong Kong 300 199 184
The Peninsula New York 239 224 219
The Peninsula Chicago 339 148 52
The Peninsula Bangkok 370 97 87
The Kowloon Hotel 736 143 140
Quail Lodge Resort 97 36 41
2,081 847 723
Managed hotels
The Peninsula Beverly Hills 196 174 177
The Peninsula Manila 498 66 67
The Palace Hotel Beijing
(owned as of 31/12/02) 530 96 93
1,224 336 337

3,305 1,183 1,060

Note: Revenue on managed hotels is not consolidated in the financial statements of the group.

Food and beverage revenues rose 11% compared to 2001. A full year’s contribution from
The Peninsula Chicago boosted the total, while other hotels within the group recorded some
growth in line with their increased occupancy levels.

Commercial revenues grew by 9% as a result mainly of the positive rental cycle which
began in 2000 when sentiment improved in the retail sector in Hong Kong. However, by the
second half of the year, faltering retail returns and a new reversion cycle in Hong Kong began
to put rates under pressure again. The net lettable commercial space and combined turnover
are shown below:

Total Total

revenue revenue

Shopping 2002 2001

arcade sf Office sf HKS$m HK$m

The Peninsula Hong Kong 72,522 72,265 252 229
The Peninsula New York 5,224 - 26 23
The Peninsula Bangkok 2,831 - 1 2
The Kowloon Hotel 40,813 - 26 25
121,390 72,265 305 279

Other hotel income includes turnover from the retail outlets operated by The Peninsula
Hong Kong and revenue from minor departments such as the spas, telephone, guest
transportation and laundry. In 2002, these revenues increased by 12%, boosted by a full
year’s contribution from The Peninsula Chicago.
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Financial review continued

B. Operating costs (%)

45 Gross payroll &
benefits
24 Others
11 Rent, rates & utilities
—— 10 Cost of sales
10 Depreciation &
maintenance
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Rentals from non-hotel properties Total rental revenue from non-hotel properties was
HK$410 million, a drop of 14% from 2001. Performance was depressed at The Repulse Bay
complex, which was affected by poor corporate sentiment and shrinking housing budgets.
Rental for the office space at St John’s Building also declined, due to over-supply in the
vicinity and the weakness in business confidence. Rental income ceased from 208 Wireless
Road, Bangkok and from Opera Quays, the commercial space in the Bennelong development,
Sydney both of which were sold in 2001. On the positive side, The Peak Tower in Hong Kong
recorded a 5% increase in income, and The Landmark in Ho Chi Minh City raised its
revenue levels slightly in a reviving market.

Net areas currently available for letting and the total revenue generated are:

Total Total

revenue revenue

Shopping 2002 2001

Residential sf Office sf arcade sf HKSm HK$m

The Repulse Bay complex, Hong Kong 795,585 - 38845 341 381
The Peak Tower, Hong Kong - - 26,026 23 22
St John’s Building, Hong Kong - 61,317 - 18 22
The Landmark, Ho Chi Minh City 54,821 80,342 - 28 28
Other properties (sold in 2001) - 140,122 78,677 - 25
850,406 281,781 143,548 410 478

Property sales Revenue from property sales was HK$39 million, derived from the sale of
the remaining two apartments in Sydney and two housing lots at Quail Meadows, Carmel.
The drop of 82% year on year is attributed to the disposals in 2001 of 208 Wireless Road and
Opera Quays, which were both one-off asset sales.

The Thai Country Club real estate sales programme has yet to commence.

Other businesses Miscellaneous income arises from other businesses such as the golf
courses in California and Thailand, the Peak Tramways, Peak Entertainment, Tai Pan
Laundry, Peninsula Clubs and Consultancy Services and food and beverage outlets not in
hotels, such as those in The Repulse Bay.

Revenues from the golf courses, the Peak Tramways and Tai Pan Laundry improved over
2001. However, weak consumer spending continued to have an impact on the food and
beverage operations at The Repulse Bay where revenues were 4% lower. Income from Clubs
also declined with the cessation of one management contract.

Operating costs
An analysis of the operating expenses of HK$1,955 million, which are deducted from
turnover before arriving at operating profit, is illustrated in chart B at left.



HK$891 million, or 45% of direct operating costs are payroll related, an increase of 14%
compared to 2001. Owned hotels and other operations employ 3,544 staff, while a further
2,409 employees work in managed operations. The breakdown of employee numbers at
31 December was as follows:

2002 2001

Direct Managed Total Total

Hotels 2,782 1,779 4,561 4,529
Property 219 - 219 229
Other businesses 543 630 1,173 1,274

3,544 2,409 5,953 6,032

Hong Kong 1,670 630 2,300 2,409
Other Asia Pacific 983 1,440 2,423 2,445
United States of America 891 339 1,230 1,178

3,544 2,409 5,953 6,032

The increase in hotel employees is mainly attributable to the Peninsula hotels in the USA

as more staff were needed to service the growth in business volume. This was offset by lower
headcount in Quail Lodge, due to economies effected by the formation of Valley Resort
Management LLC. The reduction in manpower in the Asian properties came mainly at The
Palace Hotel Beijing as certain restaurants and rooms were closed during its renovation
programme. The shrinkage in the clubs sector was responsible for the lower number of staff
under “Other businesses”

Operating profit C. Operating profit by activity
Operating profit represents profit before non-operating items, financing charges, taxation o
and minority interests and is analysed over the main activities of the group. 1,000
United 500 i
Other States of |

HK$m Hong Kong  Asia Pacific America Total 600 I =
2002 o
Hotels 333 40 (68) 305 200
Rentals from non-hotel properties 274 15 - 289 . I I I
Property sales - (6) 15 9 9 99 00 01 02
Other businesses 33 8 (7) 34 Other businesses

640 57 (60) 637 = Property sales

Rentals from non-hotel properties

2001 = Hotels
Hotels 293 - (69) 224
Rentals from non-hotel properties 320 21 - 341
Property sales - (14) 3 (11)
Other businesses 36 (1) (5) 30

649 6 (71) 584
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Financial review continued

D. Operating profit margin
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Other
businesses

Operating profit margin
Chart D breaks down the operating profit margin which for the group rose slightly in 2002.

Hotels The hotels turned in a strong performance, with profit increasing by 36% despite
losses at The Peninsula New York, The Peninsula Chicago and Quail Lodge Resort. The
Peninsula Hong Kong, The Peninsula Bangkok and The Kowloon Hotel all achieved
improved figures.

Rentals from non-hotel properties Profit from rentals in non-hotel properties decreased by
15% from 2001 levels. The biggest impact was felt at The Repulse Bay which suffered in a
negative market as, to a lesser extent, did St John’s Building. Profit derived from rental
income from 208 Wireless Road, Bangkok and Opera Quays, Sydney ceased with their sale
the previous year. The Landmark, however, increased slightly in profitability due to a
strengthening situation in Vietnam, while The Peak Tower held steady.

Property sales The sale of land lots in Quail Meadows and the reduced losses from
Bennelong sales resulted in a net profit of HK$9 million in property sales.

Other businesses Profit from other businesses improved by 13%, contributing HK$34
million compared to HK$30 million in 2001. The increase in profit was mainly attributable to
growth in contribution from the Thai Country Club offset by a reduction in the number of
clubs managed. The Peak Tramways, the single largest contributor under this segment,
maintained its fares at the 2001 level as well as its profit level.

Non-operating items

Non-operating items totalled HK$27 million in 2002. These comprise a net revaluation
deficit totalling HK$62 million at several properties, a provision against interest and
other expenses capitalised during construction in respect of a recently completed hotel of
HK$155 million, and a gain of HK$238 million resulting from the restructuring of The
Palace Hotel joint venture.

Financing charges

Total financing charges on borrowings in 2002 amounted to HK$290 million of which HK$1
million was capitalised on the project under development in Tokyo, giving a net charge to the
income statement of HK$289 million. Interest cover has improved, with operating profit at
2.2 times the net financing charges for the year.

Associated companies

These comprise the following:

Manila Peninsula Hotel, Inc. (group share — 40%), the joint venture which owns The
Peninsula Manila.

RipBion! Limited (group share — 50%), the joint venture that owns and operates the Ripley’s
Believe It or Not! Odditorium at The Peak Tower.



Taxation
The taxation charge has increased compared to 2001 mainly due to the overall increase in
profit generated by the Hong Kong properties.

Minority interests
The charge represents the share of profits attributable to the local joint venture partners in
The Landmark and Thai subsidiaries.

Dividends
No interim dividend was declared during the year 2002. Due to the improvement in
operational performance during the year, the directors have recommended the payment of a
final dividend of 8 cents per share.

The proposed dividend equates to a yield of 2.1% on the 27 February 2003 closing share
price of HK$3.725. The total distribution amounts to HK$93 million.

Balance sheet

Investment and hotel properties
Third party valuations of the group’s investment and hotel properties were carried out as
at 31 December 2002. According to the accounting policies adopted by the group, changes
in the value of investment properties and hotels are dealt with on portfolio and individual
bases respectively.

The amounts of revaluation surplus and deficit for the year are summarised as follows:

Other

Investment properties Hotel properties properties

Revaluation Revaluation Revaluation Revaluation Revaluation

For the year ended December 2002 (HK$m) surplus deficit Total surplus deficit Total deficit

Hong Kong - (557) (557) 76 - 76 (1)

Other Asia Pacific 4 - 4 11 - 11 -

United States of America 22 - 22 - (72)  (72) -

Surplus/(deficit) for the year 26 (557)  (531) 87 (72) 15 (1)
Allocated to:

Income statement - - - 11 (72) (61) (1)

Revaluation reserves 25 (557) (532 76 - 76 -

Minority interests 1 - 1 - - - -

Surplus/(deficit) for the year 26 (557)  (531) 87 (72) 15 (1)

The revaluation deficits are mainly related to the downward valuations of residential
apartments in The Repulse Bay and hotels in the United States respectively. However, there
have been upward revaluation adjustments for the hotels in Hong Kong and in Asia.
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