QANAGEMENT DISCUSSION AND ANALYSIS

EARNINGS

The turnover for the Current Year was HK$1,381,900,000, profit (including
profit derived from associates and jointly controlled entities but before tax
and minority interests) was HK$1,081,200,000, an increase of 32.5% over
that of last year. The Group recorded HK$878,000,000 consolidated profit
after tax and minority interests, representing an increase of 24.6% from
that of 1999. The Group’s profit derived from port and port-related business
and from industrial manufacturing business have both recorded a sizeable
increase. In addition to the satisfactory growth in profit brought by the
Group’s current projects, a series of acquisitions made by the Group from
1999 to 2000 have notably contributed to the increase of the Group’s
profit.

The turnover and the consolidated profit after tax and minority interests
derived from port and port-related business for the year were
HK$494,500,000 and HK$533,900,000 respectively. Compared with the
previous year, turnover and the consolidated profit after tax and minority
interests increased by 28.8% and 39.4% respectively. In addition to the
growth in profit of the shipping business, the port business has also
recorded a satisfactory growth in profit.

The turnover and the consolidated profit after tax and minority interests
generated from the toll roads business for the Current Year were
HK$27,600,000 and HK$172,000,000 respectively. Compared with the
previous year, turnover and the consolidated profit after tax and minority
interests decreased by 90.5% and 21.3% respectively. The main reason
for the decline was the amendments on the terms of the agreements in
relation to the Guiliu Expressway and Guihuang Expressway that led to
the cancellation of income guarantee. As of 1 January 2000, the new
distributable profit sharing arrangement was cancelled and the duration of
the Guiliu Joint Ventures and Guihuang Joint Ventures was amended. The
Guiliu Expressway and the Guihuang Expressway thus treated as jointly
controlled entities in accounts rather than as subsidiaries, resulting in
enormous decrease in turnover and a 20% decline in profit. However, as
the risk from income guarantee has been substantially eliminated, there
will be a steady growth in profit.
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Management Discussion and Analysis

The turnover and consolidated profit after tax and minority interests derived
from industrial manufacturing business for the current year were
HK$830,800,000 and HK$199,200,000 respectively. Compared with the
previous year, turnover and consolidated profit after tax and minority
interests recorded a respective increase of 31.4% and 80.9%. The Group’s
paint manufacturing business and container manufacturing business also

recorded a satisfactory increase in profit.

LIQUIDITY AND FINANCIAL RESOURCES

In the Current Year, the Group’s operations and development were funded
by cash generated from internal operations and bank loans. The net debt
to equity ratio, same as that of 1999, showed a net cash position whilst
the gross debt ratio was 12.3%, which was mainly due to cash generated
from operations and the partial repayment of previous bank loans.

The Group’s cash inflow from operating activities was HK$647,200,000
showing an increase over that of HK$580,800,000 in 1999.

The Group issued US$70,000,000 of guaranteed convertible bonds in
April 1999. Such bonds will be due in 2004. Proceeds from the issue were
primarily applied in the acquisition of SCTL. During the Current Year, a
total value of US$760,000 of the said bonds have been converted into
shares of the Company. At the year-end of 2000, the balance of the
convertible bonds was US$40,960,000.

The Group’s bank loans were HK$107,300,000 less than that of the
previous year. As at 31 December 2000, the Group had outstanding loans
of approximately HK$944,400,000, which include: HK$528,300,000
unsecured and non-guaranteed bank loans, HK$188,300,000 bank loans
guaranteed by the China Merchants Holdings Company Limited and
HK$227,800,000 secured bank loans. Security has been created over the
Group’s ships and the income derived from such ships plus insurance
thereof in order to secure the repayment of the secured bank loans.
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