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Management’s Discussion and Analysis
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Of the Consolidated Financial Results
for the six months ended 30 June 2003

Introduction

CITIC Pacific’s 2003 Interim Report includes a letter from the Chairman
to shareholders, the interim accounts and other information required by
accounting standards, legislation, and the Hong Kong Stock Exchange.
This Management’s Discussion and Analysis is designed to assist the
reader in understanding the statutory information by discussing the
contribution of each business segment, and the financial position of the

company as a whole.

Pages 28 to 31 of the Interim Report contains the Consolidated Profit and
Loss Account, Balance Sheet, Cash Flow Statement and Statement of
Changes in Equity. Following these financial statements on pages 32 to 38
of the Interim Report, are Notes that further explain certain figures

presented in the statements.

The report of CITIC Pacific’s auditor - PricewaterhouseCoopers - of their
independent review of CITIC Pacific’s interim financial accounts is on page

39 to 40.

Basis of Accounting

CITIC Pacific prepares its financial statements in accordance with generally
accepted accounting standards published by the Hong Kong Society of
Accountants. Hong Kong accounting standards broadly follow International
Accounting Standards. In preparing its 2003 interim accounts, the Group
has adopted ssaP No.12 (Revised) ‘Income Taxes’ which becomes effective
for the current accounting year. sSSAP No. 12 (Revised) requires that taxation
whose payment is deferred into the future should be calculated at the
current tax rate rather than the rate when the deferred tax account was set
up. As a result, the profit for the six months ended 30 June 2002, capital
reserve and retained profit as at 31 December 2002 are reduced by HK$25
million, HK$49 million and HK$107 million respectively. For comparative
purposes, the figures for years 2001 and before have not been adjusted for

effects on the adoption of ssAP No.12 (Revised).



A% 3R & 1 i 7 Profit Attributable to Shareholders

WEETZAFNRMEA L Z BRG] S The net profit attributable to shareholders for the six months ended 2003
WHEIE—T LA ST Mo E 2 was HK$419 million, a decrease of 78% compared with HK$1,948 million
WU TN BT 78% o Wi Al achieved in 2002. The reasons for the decrease in profit are described below.
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Business Segments
Note 2 on page 34 to 36 of the interim accounts contains business segment
information for turnover and pre-tax profit from both consolidated activities

and associated companies.

The after tax profit of major business units in the first six months of 2003,

compared with the same period of 2002, were:

i 18 5 7 & B After Tax Profit Contribution

B EET HKS$ million 1-6/2003 1-6/2002 Change
%BE Power Generation 149 119 30
AR Civil Infrastructure 443 640 (197)
ERE Communications 112 351 (239)
Mz Aviation (382) 453 (835)
HE R H Marketing & Distribution 129 123 6
ES Property 239 462 (223)
TERE Industrial Manufacturing 80 61 19
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No allocations of central interest, overhead and goodwill expenses are

made to business units.

Compared with the contribution for six months ended 2002:

» Power Generation: demand for electricity increased and the new plant in

Inner Mongolia was in full commercial production in 2003.

o Civil Infrastructure: the sale of bridges, tunnels and a road to the
Shanghai Municipal Government reduced income, the provision for
deferred tax at the Eastern Harbour Tunnel was increased and the effect

of saRrs reduced traffic, particularly at the Western Harbour Tunnel.

e Communications: CITIC Telecom 1616’ business volume increased but
at reduced margins. CPCNet’s performance was affected by sars and
investment in new products. Operating results at cTM were stable and

those of CITIC Guoan improved.

e Aviation: a dramatic reduction in passenger traffic at both Cathay Pacific
and Dragonair while SARS was active caused losses in the second quarter
after a good start to the year. HACTL’s cargo volumes continued at a high

level throughout the first half of 2003.



o SHE L rE  HWHEHER T EEb o Marketing & Distribution: the passenger car business in Hong Kong

T 52 I M B T R 2 BN 5 Aot declined due to saARrs and proposed tax increases; SARS also affected the
ZEHEIRZ IR M (M R sales of cosmetics, but commerical vehicle sales, the Mainland food

R 2EH & H AR BAT 2 B A business and DCH Japan all improved.

M * Property: sales were insignificant in 2003 compared with 2002 when

o WS ¢ TR AR B S I T I — B both Siena One at Discovery Bay and The Victoria Tower in Kowloon
LR UREH S0 > LR » =AY made contributions. Leasing revenue in Hong Kong decreased in some
SN A - AT - HER T office and warehouse properties but was resilient at the Festival Walk
BB R B S0 O I L g o shopping centre. Rental income rose in our two Shanghai properties.

LR R Y SEM S AR PR -

e Industrial Manufacturing: sales of specialty steel increased as new

o LRI - KRG B BE R AR R SR A capacity came available.
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Interest Expense
The Group’s interest expense decreased from HK$275 million to HK$215
million because borrowings in the first six months of 2003 was lower than

the same period in 2002.

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 the first half of 2003, HK$99 million of goodwill
was amortised to the profit and loss account, a HK$2 million increased
compared to the first half of 2002.

In certain defined circumstances, accounting standards require listed
investments to be revalued to market value at the end of each accounting
period. This revaluation was minimal in the first half of 2003 compared
with an unrealised gain of HK$46 million in the first half of 2002,

resulting in a decline of HK$46 million between the two periods.

Taxation

Taxation increased from HK$186 million in 2002 to HK$219 million in
2003 mainly due to increase in overseas taxation and increase in deferred
taxation as a result of change of Hong Kong tax rate from 16% in 2002 to

17.5% in 2003.

Shareholders’ Returns

CITIC Pacific’s primary objective is to increase shareholder value for which
it has used earnings 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.



BRER Earnings per Share

WEETZAFARMEA L2 G A B Earnings per share were HK$0.19 for the six months ended 2003, a
0.197C » B = FL TAEF M Z #EH0.897CH decrease of 78% compared with HK$0.89 for the same period in 2002.
D78% o WAL Z BT B HE KEAM  The number of shares outstanding in the two years was substantially the
(] o AT M R 98 5 Y R D BT same so all the decrease in earnings per share was attributable to the

decrease in profit.
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[ JEHE % Shareholders’ Funds
W EEME 8B RERE
Unimpaired Goodwill written off to Reserves
Bz B HE &= Shareholders’ Equity

FECROME 2 IR 0 L % @ R TR M Shareholders’ equity defined as shareholders’ funds, plus HK$2.5 billion of
sy 2 A WMEFEER —+ ML unimpaired goodwill written off to reserves for accounting purposes, was
BA > E-RFZHARNAZTHABRNE HK$41.6 billion as at 30 June 2003. The movement in shareholders’ funds
— AT o AEEZ B ESFBHEIAA  during the year is set out in the Statement of Changes in Equity on page 31
TR I H M B R o EHEE B of the Interim Report from which it can be seen that the decline in

RIS 1 R BRI RS A IR B shareholders’ equity was due to the payment of a special dividend to
Bk Z IR o shareholders.
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Shareholders’ Equity per Share
Shareholders’ equity per share at 30 June 2003 was HK$19.0 as compared
to HK$20.6 at 31 December 2002 due to decrease in shareholders’ equity.

BRRKRRER BRRE
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An unchanged interim 2003 dividend of HK$0.30 per share was declared
on 27 August 2003 representing 158% of the profit for the first six months
of 2003 and 43% of the regular cashflow received.
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Turnover

The largest component of Turnover is the sale of goods and services, but
other items such as sales of assets are included. Only the turnover from
businesses included as Consolidated Activities is reported - they

contributed HK$1,025 million to the net profit before taxation.

Marketing & Distribution turnover increased 9% in first half of the year
2003 compared with the same period of 2002. Motor trading turnover
increased 13%, a 47% growth in the Mainland Market being offset by a
24% decline in Hong Kong due to an increased tax rate and the effect of
SARS. Other trading and distribution turnover increased slightly by 5%.
Industrial Manufacturing turnover increased 20% due to sales of specialty
steel, while communications turnover increased 31% mainly due to the

growth of business of CITIC Telecom 1616.

Other turnover in 2002 included the sale of the 80% interest in China
Express No. 1 Backbone Network at a consideration of HK$1.6 billion
while in 2003 includes HK$6.2 billion for the sales of bridges, tunnels and

a road in Shanghai.

B
Turnover

JEM A (BT HKS billion
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W ERELHE Civil Infrastructure
I {5 2% Communications
45 I 5 8 Marketing & Distribution
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T 3803 I H b Industrial Manufacturing & Others

& 575 Sale of Businesses
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EAXAREX Capital Expenditure

TRREEFE _ELZHFER-ELZHZ Capital expenditure in the Industrial Manufacturing business in 2002 and
BB > W R B — 2R LRSS - £ 2003 was to construct a new processing plant, Marketing and Distribution
RS R S ERS A —FF A ZEARM  purchased additional vehicles for its motor leasing activities in 2003,

3o AR RIR T EER EHE - /58 Communications installed equipment to match the growth in its traffic volume.
(BB B - UREHEIEMAEZ  In 2002, two properties were purchased in Shanghai for HK$2.7 billion.
W o £ AT A EEIEA M LY
% REABE T LET -

Included in ‘Other’ is investment in a pharmaceutical project. In 2002,

a 50% interest in CITIC Capital Market Holdings Limited was purchased
[HAL | 4% — &S 2EREIHH o /£ %%~ for HK$510 million.

Ao R R F AT R R F

, s -~ As at 30 June 2003, the Group’s contracted capital commitments were
5006 HE 3 - 14 (s W i — T - P P

HK$567 million.
EEEZFRNAZTH AEFEFENE
AIKYE B RSN T LA ST -

BEARRAY Capital Expenditure

B EET HKS$ million 1-6/2003 1-12/2002
THERE Industrial Manufacturing 192 280
Hh Other 104 704
HE Mo iH Marketing & Distribution 100 272
e Communications 72 216
LIS Property 55 2,893
%E Power Generation 39 120
HIR R Civil Infrastructure 1 156

14
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Group Liquidity and Capital Resources

General Policies

CITIC Pacific aims to finance its businesses 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 to enhance the utilization of Group financial resources and

risk management.

CITIC Pacific diversifies its funding sources through utilization of both
the banking and capital markets. The Company maintains borrowing
relationships with major financial institutions based all over the world and

its bonds are widely held by investors in Asia, Europe and North America.

CITIC Pacific minimizes currency risks by endeavoring to finance non
Hong Kong dollar assets in the same currency as the asset or cash flow
from it, either by borrowing or using foreign exchange contracts.
Achieving the policy objective is not always possible due to limitation in
financial markets, regulatory constraints, particularly on investment into
the Mainland as RMB is not yet a free convertible currency. Because of the
regulations generally requiring no less than 25% of the foreign investment
in Mainland China to be provided in foreign currency in the form of
Registered Capital, CITIC Pacific has an increasing exposure to the
Renminbi. The continued development in RMB debt, equity and foreign
exchange markets is very important to CITIC Pacific as the focus of
businesses is increasingly towards Mainland China where the businesses
will generate RMB cash flow. It is now possible to arrange substantial RMB

debt on unsecured basis or in project finance structures.

The Company only uses derivative transactions for hedging purposes, and
speculative activities are strictly prohibited. Counterparties’ credit risk are
carefully reviewed and, in general, the Company only deals with financial

institutions whose credit rating is single A or better.

15
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Cash Flow from Operations
Since, by design, most of the Group’s debt is raised by the holding
company, the amount of cash flow from each business to the Company is

an important measure as to the Company’s ability to service debts.

In the first half of 2003, cash contributions to the Company from all
businesses in the Group was approximately HK$1.37 billion of which the
infrastructure businesses contributed approximately HK$760 million; the
property sector contributed approximately HK$530 million while
Marketing & Distribution contributed approximately HK$60 million. Total
cashflow from businesses for the first half of 2003 was lower compared
with the same period in 2002 mainly due to the sale of bridges and tunnels
in Shanghai and lower property sales proceeds. The proceeds of the sale of
the bridges and tunnels was received after 30 June. The cash flow from
Marketing & Distribution operations also reduced as a result of the weak

consumer market in Hong Kong and the increase in capital expenditure.

(¥R zBHERE BRBEERE
Cash Flow from Operations Cash Flow per Share
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Industrial Manufacturing & Others
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Marketing & Distribution
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From Regular Cash Flow per Share

Bl LEEB s BRBEERE
From Cash Flow per Share from the Sale of Businesses
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Group Debt and Liquidity

As of 30 June 2003, the Group’s total outstanding debt was HK$11.8 billion
(31 December 2002: HK$9.3 billion), cash and deposit with banks were
HK$1.6 billion giving a net debt of HK$10.2 billion compared to HK$6.7
billion at 31 December 2002. Leverage, measured by the net debt to total
capital and net debt to shareholders’ equity, was 20% and 24% respectively
(31 December 2002: 13% and 15%).

As of 30 June 2003, the Group’s undrawn available facilities totalled
HK$8.2 billion of which approximately HK$5.4 billion were committed
long term loans, HK$1.7 billion money market lines and the balance trade
facilities. The Group’s liquidity position has improved since the half year
end after receiving HK$6.2 billion in early July from the Shanghai
government from the sale of Shanghai road, bridges and tunnels projects
pursuant to the new government policy. Following the receipt of the sale

proceeds, outstanding debt of HK$3.2 billion was repaid.

The Group’s available facilities, combined with cash and deposit on hand
and the Group’s strong recurrent cash flow generated from operations,
provide ample financial resources and flexibility to the Group to

implement its business plans.

17
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BRE Total Debt
ARFAREPEERTEEmNR Y - R =%%  Total debt decreased due to the repayment of bank borrowings. The debt
SHEAAZTH WERBIMZAEEIEAMM at 30 June 2003 that will mature in 2 years’ time amounted to 21% of the
RE21% > MALMRZH ZMRITHFRAHE  total debt and at that date the Group had deposits with banks of HK$1.6
Wt MR - FE=AEFIMMEEY  billion exceeding the loans due for repayment in 2003.

BEHERE

Total Debt
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Wl 7% After fifth year
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The Group policy is to maintain a high degree of financial transparency

and control. Save for regulatory constraints (for RMB borrowings in the

mainland for example), project finance and operational considerations, all

the borrowings are centralized at the Company level which then provides

funds to businesses. As of 30 June 2003, the Company’s borrowing

structure and outstanding debt maturity is summarized as follows:

Maturity of Outstanding Debt

—TTNF

LB aE T E K A 1& A&t ER2ES
2008 and

in HK$ million 2003 2004 2005 2006 2007 Beyond Total Percentage
NCIN
Parent Company’ 14 1,377 369 2,857 2,027 3,510 10,154 86%
)=
Subsidiaries 339 484 548 139 119 60 1,689 14%
AEEABERE
Total Outstanding Debt 353 1,861 917 2,996 2,146 3,570 11,843 100%

1. BE—RERBHEL MK 2 EME L FATE
TTAEEPIEL TEETZ 2IRER

1. Including a US$450 million global bond which was issued by a wholly owned

special purposes vehicle.

Rl & RIR Source of Debt Financing
B BB ABAE
HK$ million Percentage
RITER Bank Loans 7,553 64%
2HES Global Bonds 3,510 30%
N = Private Placement 780 6%
11,843 100%

19
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Derivative Products
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. CITIC Pacific enters into cross currency
swap contracts to change the denomination of its borrowings as part of its
management to limit foreign currency exposures. Foreign exchange
forward/option contracts are also used to hedge foreign currency exposure.

These derivative contracts are linked to specific assets or liabilities.

As of 30 June 2003, the Company had interest rate swap agreements
outstanding with a notional amount of approximately HK$3 billion. Under
these agreements, CITIC Pacific is to exchange either fixed or floating rate
interest with its counterparties, without the exchange of the underlying
notional amounts. Other financial products such as forward rate
agreement are employed when deemed appropriate to stabilize the overall

cost of borrowings over time.

As at 30 June 2003, approximately 64% of the Group’s total borrowings
after swaps bore interest at floating rates and the remaining 36% were at
fixed rates for a period over one year. The average all-in cost of debt
including hedging costs in the first half of 2003 was 4.6% compared with
4.4% a year before.

The denomination of the Group’s borrowings and deposits with banks at

30 June 2003 were:

B Denomination

BT ESM N =] EAth st
BEEETEE HK$ million Equivalent HK$ uss$ Renminbi Yen Other Total
KEEAE Debt Outstanding 5,999 4,465 703 559 117 11,843
e Deposits 225 224 926 262 13 1,650
BEF5E Net Borrowings 5,774 4,241 (223) 297 104 10,193
BHE% 2 {EEF%  Net Borrowings after Swap 6,944 3,071 (223) 297 104 10,193
ERES Percentage 68% 30% (2%) 3% 1% 100%
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Financial Guarantees and Pledged Assets

The aggregate outstanding amount of guarantees issued by CITIC Pacific
which were not included in consolidated borrowings was approximately
HK$900 million as of 30 June 2003. These are principally a several
guarantee to support CITIC Pacific’s share of Jilin Power Station’s banking
facilities and a several guarantee to an associated company, Treasure Trove
Limited, for a HK$740 million syndicated loan facility to finance the CITIC
Tower of which CITIC Pacific’s share is 62%. Subsequent to 30 June 2003,
this facility was fully repaid.

The Group has not provided any other guarantees for associated
companies’ borrowing facilities or obligations. Festival Walk and
Discovery Bay are financed by their shareholders 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 raise debt to finance their operational activities without recourse

to their shareholders.

As at 30 June 2003, assets of HK$269 million were pledged to secure
banking facilities utilized by subsidiaries - mainly related to Dah Chong

Hong’s overseas trading business.
Contingent Liabilities

As at 30 June 2003, the Group’s contingent liabilities had not changed

significantly from the last year end.
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Leverage
Net debt divided by total capital was 20% at 30 June 2003 compared with
13% at the end of 2002.

B E
Leverage

JEM A 18T HKS billion

80
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40
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21%

N

19%  19%

98 99 00 01 02

50

10 ~—— W 5 7R 4858 Total Capital

Bl & EFHERE R 4E5E% Net Debt/Total Capital %

B & (578 Net Debt
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FEEE Interest Cover
WEFF=ZFANA=ZFTHIEAMA > A esrrpa divided by interest expense for the six months ended 30 June 2003

MBS - BUH - P78 RS 2 A was 6.3 compared to 11.7 in 2002, due to the 78% decrease in profit but

BRUAFIE St /6.3 - 1 —~FE 4/ onlya22% decrease in total interest expense in the first half year.

11.7 > JRE A b4 48 0 A N 26 78% » fH
FILE 37 A 80 22% o

FBAEE
Interest Cover

JEBEIRETT HKS billion

12x

6x

ax 4x

98 99 00 01 02 6/03

W TEEN S - BIE - TE N 26 FIFER EBITDA

B TEERSXE - BIE - ITERBE R FIFREF S (x=17&)
EBITDA/Interest Expense (x = times)

Il 753 Interest Expense
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Credit Ratings

The Company has been assigned investment grade long term credit ratings
of Baa3 by Moody’s Investor Service and BBB- by Standard & Poor’s.

For both ratings the credit outlook is stable, reflecting CITIC Pacific’s
strong financial profile including low leverage, diversified business

and strong cashflow.

Forward Looking Statements

This Interim Report contains certain forward looking statements with
respect to the financial condition, results of operations and business of the
Group. These forward looking statements represent the Company’s
expectations or beliefs concerning future events and involve known and
unknown risks and uncertainty that could cause actual results,
performance or events to differ materially from those expressed or implied

in such statements.

Forward looking statements involve inherent risks and uncertainties.
Readers should be cautioned that a number of factors could cause actual
results to differ, in some instances materially, from those anticipated or

implied in any forward looking statement.



