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Chairman’s Business Review
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CITIC Pacific recorded a net profit of HK$1,363 million in the first six
months of 2004 compared with HK$419 million in the same period last
year, an increase of 225%. The board recommends maintaining the interim

dividend of HK$0.30.

The main reasons for the increase in profits are that aviation rebounded
from the very depressed level that SARs produced in 2003; strong market
demand for power and special steel products and the improved

contributions from other businesses.

In the next few pages, I will describe the operating performance of our

businesses and the progress of our investment plan since the 2003 annual report.

Electricity demand remained high in China so the total amount of power
generated by our plants increased 219% to 25.2 billion KWH in the first
six months of 2004 compared with the same period in 2003. Of the total
electricity generated, North United Power, formed in the beginning of the
year, accounted for 15.8 billion KWH. It also contributed to the power
profit for the first time.

CITIC Pacific’s interest in the Ligang Power Station Phase I and II
increased to 65% in the beginning of the year. Construction of 71% owned
Ligang Phase III and IV (4x600MW) is progressing on schedule with
commercial operation expected in 2006 and 2007 respectively. Zhengzhou
Phase IIT (2x200MW) construction is also proceeding to plan for
completion of the first unit in 2006. Application for approval of the
pumped storage facility in Wuxi (700MW) has been submitted to the
relevant authorities. This project is also an important part of our

expansion in power.

The substantial increase in the price of coal has been widely publicized, as
has the logistical difficulty of securing coal. Coal costs are approximately
65% of the generation costs for power generating companies, so ensuring
sufficient supply and controlling costs has become even more important

than before. Our power team has worked hard to secure long-term volume
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coal supply contracts to ensure coal availability. The Chinese government
authorised tariff adjustments in the first six months of this year will
partially compensate the power generators for the sharp increase in coal
prices. Our team of power engineers will continue to control costs,

improve efficiency and to maintain the plants in first class condition.

Jiangyin Steel Mill had an excellent first half because of strong demand for
its special steels and the sharp increase in steel prices in the first quarter.
Profits rose more than 172% compared with the same period last year.

We believe that the production and sales of special steel products will

remain stable in the second half of the year.

The acquisition of Daye Steel announced by the Company earlier in the

year is in progress and pending approval from the relevant authorities.

CITIC Pacific’s communications businesses improved their contribution
compared with 2003 due mainly to improved performance at CITIC
Telecom 1616 and our Internet games business, which did not exist in the
first half of 2003. The game Legend of Mir3 has, in a short time, become a
very popular game in China with an average of 240,000 people playing
simultaneously at any one time. New games are currently being tested.
During the Athens Olympic Games, our joint venture with the All-China
Sports Federation and the Chinese Olympic Committee offered over the
Internet special interest services covering the Games from a Chinese

perspective.

All parts of our aviation business were buoyant in the first half of 2004 in
marked contrast to a year earlier. Passengers returned in great numbers
and both Cathay Pacific and Dragonair have regularly broken records for

the number of passengers carried. The volume of cargo was also excellent.
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Cathay Pacific achieved a profit of HK$1,771 million and Dragonair
HK$175 million compared with losses in 2003. Cathay Pacific launched a
daily non-stop flight to New York and began a code-share service to

Moscow with Aeroflot, and Dragonair to Tokyo.

It is of concern that the significant higher oil price has raised fuel costs
for both Cathay Pacific and Dragonair. But both airlines have levied fuel
surcharges on both passenger tickets and freight rates and continue to find

ways to control costs without adversely affecting safety or service.

Our Air China Cargo joint venture began its operation in January and has

been profitable with 302,000 tonnes of cargo carried in the first six months.

HACTL achieved a 16.4% growth in tonnage handled compared with the
same period of 2003 to reach 1,069,968 tonnes boosted by strong exports

in particular to Europe.

The profit contribution from Marketing and Distribution increased by 13%
largely due to solid performance on the trading side and a rebound of the

motor business in Hong Kong from its low last year.

Motor: In Hong Kong, DCH’s sales of commercial vehicles increased 23%
while passenger car sales rose 9%. In mainland China, the sales of
commercial vehicles could not repeat the particularly good performance
in 2003 while sales of passenger vehicles increased slightly due to the
continuous growth in domestically manufactured vehicles. The volume of
imported vehicles is likely to be still lower in the next six months, as many
purchasers may await the abolition of the import quota system in January
2005. As the half-year progressed, the tightening of the availability of
credit had an increasingly negative effect on both imported and domestic
manufactured vehicle sales. In the long-term, we remain confident in the
growth potential of the Mainland motor market as evidenced by the new
vehicle industry policy released by the Chinese government in June which

set a solid foundation for the future development of this industry.
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Trading: Thanks to an improved economic environment and the
management’s effort at continuously expanding product sourcing and
diversity, the trading business in Hong Kong improved significantly
compared with the same period a year ago. The increasing number of
Mainland tourists to Hong Kong has brought encouraging results to our
Shiseido joint venture in particular. Performance of bcH China remains
strong. Sims’ profit improved significantly due to the good performance in
its logistics operation and the new businesses it generated especially in the

mainland.

Activity in the Hong Kong property market has picked up as evidenced by
the good response to the re-launch sale of Discovery Bay’s Siena Two
where 128 units were sold in the month of July alone and as of today, 96%
of the units available have been sold. Construction work for Phase 13,
comprising approximately 560 apartments, commenced in May. Festival
Walk continues to be one of the most attractive shopping centres in

Hong Kong with full occupancy and rising revenue.

In mainland China, the New Westgate Garden residential project in
Shanghai began the pre-sale of 265 flats on August 18. Market response

was overwhelming.

We remain confident in the long-term prospects of the property markets

in mainland China and continue to seek land at attractive prices.

Finance

CITIC Pacific’s financial position remains very strong. In March, a HK$5.2
billion long-term syndicated loan facility was signed. At the end of June
CITIC Pacific had HK$10.7 billion in cash, deposits and available
committed facilities. The Group has ample financial resources to support

our future expansion plans.
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Looking to the Future

CITIC Pacific remains committed to our diversified business structure and
the China markets. Step-by-step progress is being made in implementing
our expansion plans. Although the macro economic measures taken by the
Chinese government will put certain constraints on some companies and
projects, CITIC Pacific’s major projects in power, special steel and
communications all have long-term growth potential. Stable cashflow and
a solid financial position will allow us to take advantage of good
investment opportunities, especially when credit is tight in the present
market. We believe that the growth and future of CITIC Pacific very much
depends on the prosperity and growth in mainland China, and in that we

have full confidence.

On behalf of all the directors, I would like to express my gratitude to all
the staff at CITIC Pacific for their unwavering support, commitment and

hard work, without which our progress would not be possible.

Larry Yung Chi Kin
Chairman

Hong Kong, 26 August 2004



