Financial Review and Analysis

Review of 2001 Consolidated Financial Results

The historical figures in this Financial Review and Analysis have been adjusted to
follow the new or revised Hong Kong Statements of Standard Accounting Practices
implemented in 2001 and described in Note 1 to the accounts on page 69. These
adjustments are merely book entries and have no implication for the actual value of the

Company’s assets, or its cashflow in any year.

These new accounting policies reduced dividend income in 2001 by nk$ 10 million
and increased the amortisation of goodwill by HK$ 186 million, a total decrease in net
profit of HK$ 196 million. Had they been applied in 2000, dividend income would have
increased by Hk$36 million and the amortisation of goodwill by Hk$ 175 million, a net

decrease in net profit of HK$ 139 million.

For ease of year to year comparison and appreciation of the underlying trend in the
charts of Attributable Profit and Contribution, the profit made on the sale of shares in

Hong Kong Telecom in 1997 of nk$3,236 million are excluded.

Attributable Profit
HkSmllion W E L

1997 3,965
1998 2,628

1999 2,735

2000 3,291

2001 2,110

The net profit atributable to shareholders for 2001 was Hk$2,110 million, a decrease
of 36% compared with Hk$ 3,291 million achieved in 2000.
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Contribution

The following chart shows the after tax contribution each business made to corporate

interest expense of debt raised by Crric Pacific, overhead expenses and amortisation of

goodwill. The percentage is the proportion of contribution amongst the businesses in
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Financial Review and Analysis

Compared with the contribution for the year 2000:
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Increased profit at the Eastern Harbour Crossing and the first profitable year at
the Western Harbour Crossing, both in Hong Kong, was responsible for the

increased contribution from Civil Infrastructure.

Aviation decreased by 78% mainly due to a decline in both the load factor and
yields for Cathay Pacific’s passengers and cargo business, particularly in the
second half of 2001. Dragonair’s passengers business performed as well as 2000,

but the new cargo business suffered from a 25% reduction in cargo yield.

Property sales in 2001 were mainly sales of The Victoria Towers at Canton Road,
but they were much smaller than the sales of La Serene and Neo Horizon at
Discovery Bay in 2000. The contribution from property leasing increased with
particular strong growth at Festival Walk. The 2000 result was distorted by a

1K$244 million write-off of newly completed infrastructure in Discovery Bay.

Power Generation decreased mainly due to a reduced sharcholding in cLp, and the

timing of dividends declared by the operating companies in the Mainland.

Communications increased significantly mainly due to the full year contribution
of the acquisition of Citic Guoan and significant growth in the sales of Ciric

Telecom 1616 since it joined the Group in 2000.

Marketing and Distribution decreased 47% mainly due to contribution from the
motor business whose profits reported a decrease of 13% for the year and further
reduced by losses of other trading business especially the prc food business where

an impairment loss of HK$ 75 million for fixed assets was recorded.

Manufacturing increased due to increased sales of specialty steel.
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Geographical Distribution of Contribution and Assets

FE AT
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as at 31 December 2001

43% 47%

2%

57%

51%

Contribution% i FI Ik Assetsat Book Value % HETHI 428 (B

Net Interest Expenses
The Group’s net interest expenses before capitalisation decreased from HK$ 729

million to HK$659 million mainly due to the decrease of the average cost of borrowing.

Overhead Expenses
The Group’s general and administration expenses increased mainly due to expansion of

communications segment and the expenses for business development.

Amortization and Revaluation

Accounting standards require two major adjustments that are unrelated to the cashflow
of our business. Goodwill — the amount paid for buying a business that exceeds the
value of its physical and identifiable assets — must be amortised to the profit and loss
account over its useful life not exceeding 20 years. In 2001 HK$ 186 million of goodwill
was amortised to the profit and loss account. Before 2001, goodwill was written off to
reserves and as at 31 December 2001 HK$2,476 million of goodwill is included in
reserves. As at 2001 year end, Ciric Pacific had a total of unamortised goodwill of

HK$2,549 million carried as an asset in the balance sheet.
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Financial Review and Analysis

In certain defined circumstances accounting standards require listed investments to be
revalued to market value at the end of each accounting period. This revaluation caused
Crric Pacific to record an unrealised loss of Hk$ 166 million in 2001 compared with an
unrealised gain of HK$225 million in 2000, a change of HKk$391 million between the
two years. But the market value of the investments held at 31 December 2001

exceeded their original cost.

Taxation
The effective rate of tax increased from 6% to 12% in 2001 mainly due to increase in
the share of profits from Guoan which is subject to PrC tax rate and over provision for

prior years written back in 2000 by Cathay Pacific.

Shareholders’ Returns

Crric Pacific’s primary objective is to increase shareholder value for which it has used
carnings per share as a proxy. The Company expects its businesses to provide returns
on investment over their lives that will provide shareholders with an adequate return

on equity.

Earnings Per Share
Earnings per share were HK$0.96 for the year 2001, a decrease of 36% compared with
HK$1.49 for the year 2000.

kS BT
1.86 1.52
1997 I .38
1998 1.24
1999 1.29
2000 1.49
2001 0.96
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Cash Flow Per Share

The cash flow per share was Hk$2.4 for the year 2001.

K BT
2.3 3.8
1997 I .1
1998 3.2
1.7 71
1999 I ©.5
2.0 0.7
2000 | P
2001 2.4

Shareholders’ Equity

Sharcholders’ equity defined as sharcholders” funds, plus Hk$2.5 billion of unimpaired

goodwill written off to reserves for accounting purposes, was Hk$44.1 billion as at 31

December 2001, an increase of 1% as compared to 31 December 2000.
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Sharcholders” equity per share at 31 December 2001 was Hk$20.1 as compared to

HK$19.9 at 31 December 2000.
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Financial Review and Analysis

Dividend Per Share
Itis proposed to pay a final dividend for 2001 of HK$0.6 per share on 15 May 2002.

K T
020 0.50 0.30
1997 1.00
020 0.50
1998 I 0.70
020 0.55 2.00
1999 I ©.75
020 0.65
2000 I 055
020 0.60
2001 I 0.50
Turnover

Motor trading turnover decreased 4% in the year of 2001 compared with the year of

2000, and general trading turnover increased by 19 % mainly due to the acquisition of

Sims Trading Group on 28 February 2001. Manufacturing turnover increased 22%

due to increased sales of steel while communications turnover increased by 2.5 times

due to the growth of business of Crtic Telecom 1616 Group and acquisition of creNet

Hong Kong (formerly known as psivet Hong Kong). Other turnover in 2001

represented mainly sales of listed investments.

1997

1998

1999

2000

2001
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Capital Expenditure

Capital expenditure for year of 2001 was incurred mainly on the China Express

Backbone Network (which Crtic Pacific disposal all 80% interest subsequent to the

year end 2001) in communication projects, the property development at Discovery Bay

and Shanghai, the acquisition of Sims Trading Group and creNet Hong Kong.
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Financial Review and Analysis

Group Liquidity and Capital Resources

General Policies

Ciric Pacific aims to finance its business with liabilities appropriate to their cash flows,
employing limited or non-recourse project finance when it is available. The financing
and cash management activities of the Group are centralized except where operating
businesses such as Dah Chong Hong or Sims Trading are delegated with authority to
manage their own short term banking facilities, mainly for trade finance and short term

working capital purposes.

Ciric Pacific aims to diversify its funding sources through utilization of both the
banking and capital markets. In addition to the bond holders in Asia, Europe and North
America, the Company maintains borrowing relationships with over 70 financial

institutions based all over the world.

Currency risks are managed by financing non Hong Kong dollar assets as far as
possible with matching debt. For instance the us$ cash flow arising from most

infrastructure projects in Mainland China are matched against us$ debt.

The continued development of both rMB debt and equity markets is very important to
Ciric Pacific as the focus of our businesses are increasingly towards Mainland China
and projects generating RMB cashflow. Whenever possible, RvB financing will be

arranged for these investments.

In dealing with derivative products, the Company’s policy only permits transactions for
hedging purposes, speculative dealings are strictly prohibited. Counterparties’ credit
risks are also carefully reviewed, in general, the Company only deals with those

financial institutions whose credit ratings are no less than single A.

Cash Flow From Operations

Cash contribution from operations in 2001 from all businesses in the Group was
approximately HK$ 3.4 billion. The infrastructure sector contributed approximately
HK$2.4 billion mainly from power generation, civil facilities and dividends received
from Cathay Pacific. The property sector contributed cash flow of over Hk$580 million
mainly from the rental income. The cash contribution from Marketing & Distribution

was approximately HK$ 320 million.

Cash received from selling marketable securities also contributed approximately
HK$ 1.2 billion in 2001.
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Group Debt and Liquidity

Taking advantage of favorable market conditions, Citic Pacific completed several large
fund raising transactions in 2001. In April, an agreement was signed with a major prc
bank to provide Ciric Pacific with large sum of long term rvB financing for the
Company’s future investment in Mainland China. In May, Citic Pacific issued a us$450
million 7.625% 10-year bond, establishing the Company’s name in the international
debt capital market. In August, a HK$3.8 billion 5.5/7 year syndicated loan facility was
signed with 23 banks. During the year, the Company also raised new funds, or
extended the maturity, of approximately HK$800 million through bilateral loans

arrangements.

As of 31 December 2001, the Group’s total outstanding debt was HK$ 14..6 billion,
cash and deposit with banks were HK$4.6 billion to give net debt of HK$ 10 billion. Net
debt divided by total capital (total capital is defined as the aggregate of net debt,

shareholders’ funds and unimpaired goodwill written off to reserves) was 18%.

Save for the regulatory constraints (for RMB borrowings in the mainland for example)
and operational considerations, the Group’s borrowings are centralised at the parent
company level according to Group policy. As of 31 December 2001, the Company’s

borrowing structure is summarised in the following table:
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Within Second Third o Over &l
in HK$ million First Year Year Fifih Years 5 Years Total ULt T A
Parent Company'" 701 338 7,713 3,510 12,262 HLHEO
Sub-total: 701 338 7,713 3,510 12,262 /hFE:
Subsidiaries Wt e 2
Marketing and Distribution 410 15 20 0 445 8 5 ]Iy $
China Express No.1 Backbone H I A — %
Network® 541 176 283 189 1,189 CEE
Manufacturing 471 31 80 26 608 Wik
Others 107 28 0 0 135 HoAth
Sub-total: 1,529 250 383 215 2,377 NG
Total: 2,230 588 8,096 3,725 14,639 Mt

(1) Including a vs$450 million 10-year bond which was issued by a wholly owned special purposes vehicle
and is fully guaranteed by Ciric Pacific.

(2)  These borrowings were transferred with the project when it was sold in February 2002.
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Financial Review and Analysis

Undrawn facilities available to the Group totalled Hk$8.8 billion of which
approximately HK$5.9 billion were long term committed facilities, Hk$ 1.7 billion were
money market lines and the balance were trade facilities. These undrawn facilities,
combined with the strong recurrent cash flow generated from operations, provided

ample financial resources to the Group to implement its investment strategies.

Employment of Derivative Products
In the normal course of its business, Citic Pacific employs a combination of financial
instruments, including derivative products, to manage its exposure to fluctuations in

interest and currency rates.

The Company uses interest rate swaps, forward rate agreements and interest rate
option contracts to hedge exposures or to modify the interest rate characteristics of its
borrowings. These derivative contracts are linked to specific liabilities and are not for

speculative purposes.

As of 31 December 2001, the Company had interest rate swap agreements outstanding
with a notional amount of approximately Hk$ 1.6 billion. Under these agreements,
Crric Pacific is to exchange either fixed or floating rate or interest with its
counterparties, without the exchange of the underlying notional amounts. The

objective is to stabilise the overall cost of borrowings over time.

As at 31 December 2001, approximately 67% of the Group’s total borrowings after
swap bear interest at floating rates and the remaining 33% are at fixed rates. The

average cost of debt in 2001 was 6% compared with 7% a year before.

Ciric Pacific enters into cross currency swap contracts to change the denomination of
its borrowings as part of its management to limit foreign currency exposures. The
Company does not engage in foreign currency speculation. At 31 December 2001, the
Company had total cross currency swap contracts outstanding with a notional amount

of approximately HK$2.3 billion.
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The denomination of the Group’s borrowings after currency swaps and denomination

of the cash and deposits with banks at 31 December 2001 were:

CEEEF A= BRER R
R SO B B BLRA T A AR T

HK$ million Equivalent

W o A
& Borrowings 5,235 6,772 2,122 455 B5) 14,639
B4 RAF Cash and Deposits 1,066 3.068 325 157 15 4,631
5 S Net Borrowings 4,169 3,704 1,797 298 40 10,008
{oF SR e = e Percentage 42% 3% 18% 3% 0% 100%
Financial Guarantees and Pledged Assets HBERRIEREE

The aggregate outstanding amount of guarantees issued by Ciric Pacific not included
in consolidated borrowings was approximately Hk$2,200 million as of 31 December
2001. These are mainly the guarantee to Us Exim Bank export credit facility for
Ligang Power Station, and a guarantee to an associated company, Treasure Trove
Limited, for a Hk$2,400 million syndicated loan facility of which Ciric Pacific’s 62%
share of the borrowing is lent to Citic Pacific. This is included as a liability in the

balance sheet as “loans due to associated companies” (see note 14 to the accounts on

page 90).

Other than the guarantees as described above, the Group has not provided any other
guarantees for borrowing facilities granted to associated companies. Festival Walk
and Discovery Bay are financed by their sharcholders and do not have external
borrowings; other associated companies and co-operative joint ventures such as
Cathay Pacific, Dragonair, Western Harbour tunnel and power stations have raised

debts to finance their activities without recourse to their shareholders.

As at 31 December 2001, assets of HK$ 164 million (2000: 1k$2,005 million) were
pledged to secure loan facilities utilised by subsidiaries. The amount of the pledged

assets were substantially reduced following the full repayment of the project finance

loan at the subsidiary company, New Hong Kong Tunnel Company Ltd., in July 2001.
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Total Debt B4R
Total debt decreased due to the repayment of bank borrowings. A (R 25 SR T i R B R AR D
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Contingent Liabilities RARMR
As at 31 December 2001, the Group’s contingent liabilities have no significant change — #% “ZZ—F+ [ =+—H » K4EH 2
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Interest Cover
EBITDA divided by interest expense for the year ended 31 December 2001 was 5.5

compared to 4.5 in 2000, mainly due to a decrease in interest expense from HK$ 1,157
million in 2000 to HK$690 million in 2001.
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Credit Ratings

The Company was assigned investment grade long term credit rating of Baa2 and
BBB- by Moody’s Investor Service and Standard & Poor’s respectively. The credit
outlook for both ratings are stable, reflecting Ciric Pacific’s strong financial profile

including low leverage, diversified business and strong cashflow.
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