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REVIEW OF RESULTS

For the year ended 31 December 2004 (the “Year”), turnover
of the Group, together with the Group’s share of turnover of
associates and jointly-controlled entities, amounted to HK$871
million (2003: HK$673 million), representing an increase of
29% over the corresponding period of 2003. Profit attributable
to shareholders was HK$315 million (2003: HK$339 million),
representing a decrease of 7% over the corresponding period
of 2003. Basic earnings per share was HK 2.77 cents (2003:
HK 3.02 cents), representing a decrease of 8% over that of
2003. As at 31 December 2004, total assets and net asset
value of the Group were HK$3,436 million (2003: HK$3,092
million) and HK$2,665 million (2003: HK$2,322 million)
respectively, representing increases of 11% and 15% over
those of 31 December 2003. The board of directors
recommended a final dividend of HK 0.5 cent (2003: HK 0.4
cent) per share for the year 2004, totalling approximately
HK$57.16 million (2003: HK$45 million).

The Group maintained a satisfactory level of profit attributable
to shareholders during the Year. In addition to our existing
quality assets, the Group will continue to expand its business
scale, actively acquire assets with development potential, and
thereby enhance its overall profitability.

Logistics and Related Business

Total Logistics (Shenzhen) Co., Ltd. (“Total Logistics”), a wholly-
owned subsidiary of the Group, managed to sustain the annual
growth in income from its core business operations by adopting
a number of measures, including enhanced efforts in business
restructuring, establishment of a sound management system
and the rationalisation of employees’ structure. During the
Year, Total Logistics recorded a turnover of HK$171 million
(2003: HK$116 million), representing an increase of 47% over
the corresponding period of 2003. Total Logistics contributed
a profit after taxation and minority interests of HK$23.60 million
(2003: HK$5.62 million) to the Group, representing a substantial
increase over that of 2003.

FRIIBBRIE LA IR A 7] Shenzhen International Holdings Limited
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Owing to the solid business development foundation and
remarkable potential for development of Shenzhen South-China
International Logistics Co., Ltd. (“South-China Logistics”), a
key investment and development project of the Group, the
Group entered into an agreement in July 2004 to increase its
equity interest in South-China Logistics, whereby South-China
Logistics became a 66.67% owned subsidiary of the Group.
South-China Logistics has witnessed notable growth of its
unloaded-container depot business since the official launch
of this service and has handled approximately a throughput
of 130,000 TEUs during the Year. South-China Logistics recorded
a turnover of HK$8.03 million for the Year. South-China Logistics
adopted an operation strategy of combining investment in
infrastructure and commercial operation so as to realise the
integrated operation of unloaded container depot service, loaded
container and warehousing services. It is also well prepared
for the integrated operation.

Shenzhen Expressway Company Limited (“Shenzhen
Expressway”), a principal associate of which the Group holds
30.03% interest, recorded a rapid increase of over 30% in
the overall traffic volume for the toll roads operated and invested
by it. Such increase was driven by the robust economic growth
in the Pearl River Delta region and gradual implementation of
the “Mainland/Hong Kong Closer Economic Partnership
Arrangement” (CEPA) coupled with the formation of Pan Pearl
River Delta (PPRD) Economic Zone as well as the surging
vehicle ownership. Excluding the effect on turnover and non-
recurring profit after taxation prior to the disposal of two Class
1 highways, namely NH107 (Shenzhen Section) (“NH107”) and
NH205 (Shenzhen Section) (“NH205”), in 2003, the turnover
and profit attributable to shareholders of Shenzhen Expressway
represented increases of 26% and 34% respectively during
the Year, Shenzhen Expressway continued to contribute
substantial profit to the Group.
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Information and High-Tech Manufacturing Business

During the Year, CSG Holding Co., Ltd. (“CSG”), a principal
associate of the Group, recorded a profit attributable to
shareholders of HK$319 million (2003: HK$191 million),
representing an increase of 67 % over the corresponding period
of 2003 and yet another historical high in its operating result
and growth rate. Although benefiting from the speedy domestic
economic growth in PRC in the first half year, CSG has to
face the challenges of macroeconomic control measures and
the surge in prices of major raw materials and power resources
at the same time. On one hand, CSG had been persistently
adopted the strategy of positioning itself in the high end product
market and producing delicate products and on the other
hand, tightened its cost-control and strengthened its management
and business operation. By completing ahead of and on schedule
regarding several ongoing and new projects, CSG grasped
excellent future development opportunities.

During the Year, with a view to enlarge assets base and enhance
the core logistics business, the Group entered into an agreement
to increase its equity interest in South-China Logistics in July
2004, whereby South-China Logistics became a subsidiary
of the Group. To further concentrate the Group’s resources
on its core logistics business, the Group then entered into an
agreement with a third party in late October 2004 to dispose
of its investment property in Shenzhen, Hua Li Garden, at a
consideration of RMB268.4 million. The Group will apply the
net proceeds from the disposal, amounted to approximately
HK$235 million, to develop its core business by focusing on
logistics business with greater investment and development
potential, thereby reinforcing its leading edges in Shenzhen’s
logistics sector.

FYN B IE IR B R A ) Shenzhen International Holdings Limited
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FUTURE OUTLOOK OF THE LOGISTICS INDUSTRY IN
THE PRC

With accelerated integration of global economies, most sectors
in China’s logistics industry will be further open to foreign
investment, and the impact on the industry resulting from
participation of foreign players will continue for a period of
time. It is anticipated that, in the upcoming decade, the PRC
will emerge its flagship logistics enterprise which will play a
role in the international stage as the above-mentioned factors
will drive the logistics sector eventually converge with developed
economies.

The year of 2004 witnessed further, practical and rapid
development in the logistics sector in the PRC. Driven by a
GNP growth of over 9%, the overall logistics spending amounted
to more than RMB38 trillion, a surge by 30%, and the increase
of value and the fixed assets investment in logistics sector
grew by 8% and by more than 20% respectively. During 2004,
Shenzhen was recognised as one of the economic zones with
rapid growth as it recorded an GDP of RMB342,200 million,
a surge by 17% resulting from its smooth industrial restructuring,
optimisation and upgrading. Shenzhen’s major economic
indicators also outperformed in 2004. The aggregate amount
of import and export amounted to US$147,300 million,
representing an increase of 26%. Cargo throughput totalled
135 million tons, representing an increase of 20% over that
of 2003, among which, cargo throughput for foreign trade
was 88.50 million tons, representing an increase of 30%, and
port container throughput was 13.65 million TEUs, representing
an increase of 28%. Shenzhen’s overall economic conditions
and efficiency were further improved.
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Driven by the implementation of CEPA coupled with the formation
of PPRD Economic Zone, Shenzhen has been gradually
established as an industrial system based on port and shipping
operation, which integrates, among others, trading, shipping
tally, shipping agency service, freight forwarding, warehousing,
commercial exhibition, information and finance. Currently, there
are over 400 logistics enterprises in Shenzhen. Taking into
account other related enterprises engaged in such business
as trailering, freight forwarding, shipping agency services, there
are more than 2,800 enterprises engaged in logistics and related
business. Shenzhen Port takes up a share of 35% in container
transport related to foreign trade in Guangdong Province, and
supports a huge industrial chain spanning raw materials,
machinery and equipment, semi-finished products and finished
products. The number of container trailers in Shenzhen accounts
for 50% to 60% of that of Guangdong Province. Shenzhen
also leads in air, sea transport and express cargo services in
term of business volume.

Boosted by the rapid growth of the overall economy and logistics
industry in the PRC, the Group will refine its logistics operation,
upgrade its operation scale and improve its profitability in logistics
by capitalising on the unique advantages from the strategic
location of Shenzhen and PPRD region.

ENHANCING CORE BUSINESS COMPETITIVENESS
AND FOCUSING ON LOGISTICS INFRASTRUCTURE

Looking forward, the Group will continue its acquisition and
consolidation of the logistics infrastructure resources in Shenzhen
and its surrounding areas. By strengthening the control over
its various logistics resources through incremental expansion,
developing comprehensive and high-end value-added logistics
services based on its related logistics infrastructure resources,
enhancing the profitability of its various logistics assets by
improving the quality of those assets, boosting its logistics
related services through focusing on logistics infrastructure,
the Group will realise the rationalisation and optimisation of
the allocation of logistics resources within the Group and will
build up its core business competitiveness.

FYN B IE IR B R A ) Shenzhen International Holdings Limited
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Against the backdrop of the rapid economic growth in Changjiang
River Delta region and pan-Bohai Sea region, the Group will
actively identify suitable opportunities to expand into other
major domestic economic centres, and endeavour to build
and acquire logistics assets as well as attempt to establish a
logistics service network, thereby laying a solid foundation
necessary for the provision of large-scale integrated logistics
services across different regions.

According to statistics, most of the domestic third party logistics
providers are limited to the provision of such basic services
as simple and traditional transportation and warehousing services,
which generate 85% of their gross income with the remaining
15% contributed by other value-added services. The Group
has insightfully identified this situation at the end of 2003,
recognised that the limitation of third party logistics and value-
added services was caused by demand and institutional
constraints, and its market and profitability were limited as
such market would suffer from keen price competition. Given
the financial position and natures of the resources under control,
the Group has pursued a strategy of focusing on relatively
mature infrastructure projects related to logistics business
and succeeded in increasing its equity holding in South-China
Logistics to 66.67% in 2004. In 2005, the Group will continue
to implement this core development strategy, by acquisition
and consolidation of infrastructure projects with remarkable
profitability and development potentials or monopolised scarce
resources at reasonable prices in order to further boost its
return on assets.

With the continuous efforts of the management and capitalising
on the improving market mechanism in the PRC, the Group
will establish a comprehensive network based on its logistics
infrastructure and transportation system supported by logistics
and ancillary services and information services through
restructuring, merger and acquisition as well as expansion,
S0 as to maximise the utilisation and added value of its assets,
and eventually realise its strategic position as an larger integrated
logistics services provider, and establish itself as an internationally
reputable brand name in the logistics sector.
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As at 31 December 2004, the Group’s current assets and
cash and cash equivalents increased by 219% and 78%
respectively as compared with those of 31 December 2003.
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The increase in current assets was mainly attributable to the
disposal of the Group’s investment property. Bank loans
decreased by 26% as compared with that of 31 December
2003, and it was mainly due to early repayment of a portion
of bank loans by abundant cash of the Group. This further
lowered the liabilities with the bank and reduced finance costs
by 85% as compared with the year 2003.
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As at 31 December 2004, bank loans of the Group amounted
to HK$102 million (31 December 2003: HK$138 million), of which
51%, 40% and 9% were due for repayment within one year, the
second year and the third year or after respectively. Approximately
HK$88 million of the bank borrowings are repayable in Hong
Kong dollars and the remaining balances of approximately HK$14
million are borrowings from banks in the PRC repayable in Renminbi.
The Group’s cash income is primarily denominated in Renminbi,
and cash expenditure denominated in Hong Kong dollars mainly
comprises cash dividend payment to shareholders. At present,
the exchange rate between Renminbi and Hong Kong dollars is
relatively stable and the Group’s exchange exposure is therefore
minimal. The Group will review and monitor from time to time
the risks relating to foreign exchange and fluctuation in interest
rate, and will enter into appropriate forward and interest rate
swap contracts to hedge the related risks when necessary.

As at 31 December 2004, the ratio of net borrowings to
shareholders’ equity of the Group was as follows:

+=A=+—-8 +-A=+—H
31 December 31 December
2004 20083
BYEER BEEET
HK$ million HK$ million
e X Shareholders’ Equity 2,665 2,322
[e RIRITER Cash and Bank Balances 219 123
fEEMAEE Total Borrowings
MHERITER Short Term Bank Loans 50 9
R—HF AN EEE Long Term Bank Loans due for
R REIRITE repayment within one year 2 15
REFIRITER Long Term Bank Loans 50 114
BERARE Total Borrowings 102 138
(FIRE)EEFE (Net Cash)/Net Borrowings (117) 15
(FIRE) EEFE Ratio of (Net Cash)/Net Borrowings to
AR R A 2 b R Shareholders’ Equity (4%) 1%
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The Group’s ratio of net borrowings to shareholders’ equity
decreased from 1% as at 31 December 2003 to net cash as
at 31 December 2004. This was mainly attributable to the
early repayment of a portion of bank loans as mentioned above
and the net cash inflow of the Group during the Year, which
resulted in a substantial decrease in gearing ratio as a whole
and reached a net cash position. For details of the Group’s
charges and contingent liabilities as at 31 December 2004,
please refer to notes 26 and 37 of the consolidated financial
statements.

Currently, the Group has cash in hand and standing banking
facilities of approximately HK$700 million and the utilised banking
facilities only amounted to HK$102 million. During the Year,
the effect of macroeconomic control in the PRC on the Group’s
business operation was minimal. With the existing financial
resources, the Group is able to invest in investment projects
with development potential and scale. The Group enjoys a
solid financial position and, is actively seeking quality investment
opportunities to make full use of its existing financial resources
and its financing capability. The Group also reviews its existing
capital structure from time to time and considers funding plans
with a lower cost so as to further increase the overall return
for the shareholders.

ANALYSIS OF MAJOR BUSINESS OPERATIONS
Logistics and Related Business

Total Logistics

During the Year, Total Logistics recorded a turnover of HK$171
million (2003: HK$116 million), representing an increase of
47% over the corresponding period of 2003. Total Logistics
recorded a profit after taxation and minority interests of HK$23.60
million (2003: HK$5.62 million), represented a substantial increase
over that of 2003. Total Logistics succeeded in sustaining an
annual growth in revenue from its core business, and this
was mainly attributable to its enhanced efforts in developing
logistics business with its existing customers and focused
on business development with its key customers, as well as
its successes in developing a number of new projects with
promising potential and trade volume.

FYN B IE IR B R A ) Shenzhen International Holdings Limited
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In May 2004, new legislations were enacted in the PRC in
order to address the problems caused by speeding, overloading
and illegal tuning of trucks. The implementation of new laws
led to severe insufficient supply of domestic road transportation
and a substantial increase in market price in transportation,
in particular, the cost of transportation by land. This directly
resulted in an increase in the cost
of core business operations of Total
Logistics, leaving Total Logistics
to face an unprecedented
challenge in its business operation
and expansion. To cope with the
changes in the external business
environment, Total Logistics re-
assessed and restructured its
existing business and concentrated
primarily on developing integrated
logistics projects with greater
potential for higher profitability and
development prospect. It also
strengthened the airport charted cargo space business and
general freight forwarding business, which have made great
contributions to the trade volume and profitability of Total
Logistics. Total Logistics has gradually withdrawn from projects
with unsatisfactory performance and limited development
potential. For newly developed business involving road
transportation, it also adopted such measures as entering
into contracts in a prudent manner or shortening the term of
the contacts so as to minimise the relevant negative effect
and retain a solid development trend of its core business.

On the other hand, Total Logistics has preliminarily established
standard systems for operational management and business
operation taking into account its internal corporate structure,
and succeeded in the development of ISO9000 quality
management system for its own business model. The effective
implementation of such system will help Total Logistics to
further improve its standard of management and enhance its
operation and competitiveness.
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In 2005, Total Logistics will continue to adjust and optimise
its business structure, actively identify new profit growth drivers,
attempt to expand into new business lines and new business
types and identify new business partners for cooperation.
Meanwhile, Total Logistics will also establish better relationship
with its long-term customers and endeavor to identify new
quality customers, aiming to upgrade its business scale,
profitability and competitive edge in the market in 2005.

A variety of strategic logistics assets held by Total Logistics
contributed satisfactory profit during the Year.

During the Year, turnover and profit attributable to shareholders
of Shenzhen Airport International Express Supervision Center
Co., Ltd. (“Airport Express Center”), 50% interest of which is
held by Total Logistics, amounted to HK$43.11 million (2003:
HK$50.86 million) and HK$14.21 million (2003: HK$23.57 million)
respectively, representing respective decreases of 15% and
40% over the corresponding period of 2003. This was mainly
due to substantial decrease in import express cargo volume
as a result of tightened measures taken by the Shenzhen Airport
Customs in examining and retaining import express cargoes
since the new express cargo regulations enacted by the state
at the end of 2003, coupled with other unfavourable factors
such as the establishment of new express cargo supervision
centres in the Pearl River Delta region and the downward
price adjustment of export express cargoes.

During the Year, the accumulated express cargo volume handled
by Airport Express Center was 148,000 tons in total, representing
a decrease of 2.11% over the corresponding period in 2003.
This was primarily due to the fact that the volume of import
express cargo registered a significant decrease during the
Year, a decrease of 47.3% over the corresponding period in
2003 resulting from the implementation of more stringent
regulatory measures taken by the Airport Customs since
November 2003. On the other hand, there was no direct impact
on the volume of export express cargo by such customs policies
and an increase of 13.9% over the corresponding period in
2003 was recorded as a result of proactive coordination with
the Airport Customs by Airport Express Center. However, as
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more and more new and extended express cargo centres in
the peripheral areas were put into operations which diverted
certain business volume from Airport Express Center, and
the growth momentum of export express cargo was adversely
affected by the sliding of import express cargo volume because
of the inherent correlation between
import and export express cargoes,
export express cargo volume thus
grew at lower pace than that of
Shenzhen City.

Although Airport Express Center
experienced the most difficult year since
its establishment, it adopted proactive
measures to meet the challenge. On
one hand, it strengthened the internal
management and implement strict cost
control, and on the other hand, it
strengthened the coordination with
Customs and Inspection Offices with an attempt to maintain a
stable cargo clearance platform. Currently, the import express
cargo business is recovering gradually and the export express
cargo business sustains a steady growth. In addition, Airport Express
Center will commence the construction of an air express cargo
handling centre in order to further enhance its service and
competitiveness, with an aim to maintain its leading edge in the
express cargo supervision sector in the Pearl River Delta region
and maximise return.

Shenzhen EDI Co., Ltd. (“Shenzhen EDI”), 39% interest of
which is held by Total Logistics, is an entity authorised by the
Shenzhen Municipal Government, Shenzhen Customs, Shenzhen
Entry-Exit Inspection and Quarantine Bureau and Shenzhen
Maritime Safety Administration to provide electronic information
exchange and transmission and value-added information sharing
services. It provides useful information sharing network integrated
application services to various government departments, logistics
companies, manufacturers and trading companies. The year
of 2004 witnessed rapid development of Shenzhen EDI. During
the Year, through the enhancement of technological development
and upgrading of the standard of its service for its EDI platform,
Shenzhen EDI succeeded in consolidating and enlarging market
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share for its existing services. Currently, Shenzhen EDI has
more than 350 customers using its Online Supervision program,
among them, over 120 customers were new customers solicited
during the Year. Shenzhen EDI also continues to increase its
investment in the development of maritime shipping business
and software upgrading, and proactively focuses on the
applications and services with sound economic benefit, such
as Shenzhen Customs Maritime Manifest Electronic Data
Declaration Project and the project of Total Electronic Customs
Clearance Management System for Processing Trade Enterprises,
to capture an increasing market share through various measures.
During the year, Shenzhen EDI recorded a turnover from its
principal activities of HK$17.37 million (2003: HK$12.17 million),
representing an increase of 43% over the corresponding period
of 2003, and a profit of HK$2.33 million (2003: HK$1.34 million),
representing an increase of 74% over that of 2003.

Shenzhen Airlines Co., Ltd. (“Shenzhen Airlines”), 10% interest
of which is held by Total Logistics, recorded increases of 52%
and 10% in its turnover and net profit respectively during the
Year. During the Year, the prices of jet fuels increased
substantially. Shenzhen Airlines overhauled 9 aircraft engines
to ensure a high aviation safety standard and this resulted in
a substantial increase in maintenance and repair costs, also
coupled with the effect of preferential policies in respect of
fund and taxation accorded by the Civil Aviation Administration
of China and the State General Administration of Taxation of
China to civil aviation enterprises during the indulgence of
SARS in the first half of 2003, all these contributed to a substantial
increase in the cost of the principal activities of Shenzhen
Airlines when compared with that of 2003. As a result, Shenzhen
Airlines suffered from a slow paced profit growth. During the
Year, Shenzhen Airlines acquired two more aircrafts for its
fleet and its total traffic turnover volume increased by 38%.
While expanding its capacity, Shenzhen Airlines also committed
itself in tapping into market potentials. In addition to the official
launch of its Guangzhou based branch office in September
2004, Shenzhen Airlines officially commenced the operation
of its first international route from Shenzhen to Kuala Lumpur
in January 2005.

FIIE B2 I A R A B Shenzhen International Holdings Limited
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South-China Logistics

South-China Logistics is principally engaged in the development,
construction, operation and management of South China
International Logistics Center, one of the six major logistics
districts in Shenzhen City. South China International Logistics
Center enjoys overwhelming advantages in terms of geographic
location and information technology and focuses on the
development of cross border container transportation business
with a brand new operating model of an international cargo
transit center under the supervision of customs authorities.
South China International Logistics Center will become one
of the major sections of international logistics supply chain
and will serve the local market of Pearl River Delta and overseas
markets. With the functions of export supervision, bonded
warehouse and international import/export freight forwarding,
South-China Logistics will become an automatic, intelligent
and modern public multifunctional logistics centre.

There has been notable progress on the development of

unloaded-container depot business since the official launch
in April 2008 and South-China Logistics had handled
approximately a throughput of 130,000 TEUs during the Year.
South-China Logistics recorded a turnover of HK$8.03 million
and an operating loss of HK$9.68 million for the Year. The
share of operating loss attributable to the Group was HK$5.80
million.

Leveraging on its achievement of establishing cooperative
relationship with five well-known international shippers in 2003,
South-China Logistics has broadened its customer base to
18 customers during the Year. In particular, a strategic cooperative
agreement, pursuant to which South China Logistics Center
would act as an inland port for the provision of inland unloaded
and loaded container depots services as well as one-stop
cross border trailering and transportation service, had also
been entered into between South-China Logistics and a leading
container terminal operator in Hong Kong.
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During the Year, South-China Logistics adopted an operation
strategy of parallel investment in infrastructure and commercial
operation to materialise its target of integrated operation. The
pbuilding complex to be used by government departments,
such as Customs, Inspection and Quarantine Department,
has been completed as scheduled. Key structures such as
the flyover, bonded warehouses and regulated warehouses
are under construction at a fast pace. However, loaded container
operation has yet been commenced during the Year as the
conditions for applying with the Customs for bonded and
regulated warehouses were still immmature, and time is needed
for market development. Meanwhile, as the trial run of warehouse
operation was postponed until November 2004 as a result of
delay of construction and acceptance of the construction work,
the target of integrated operations has not been achieved,
and the integrated ancillary services such as freight forwarding
service, customs declaration, declaration of inspection were
yet to be put into operation as scheduled as well.

As South-China Logistics has solid business development
foundation, a great development potential and a strong future
profitability, the Group entered into an agreement in July 2004,
whereby the Group agreed to subscribe additional registered
capital of RMB80 million, and to provide a further shareholders’
loan of RMB8.92 million to South-China Logistics in accordance
with the terms and conditions of the agreement and the new
shareholding. As a result, South-China Logistics became a
66.67% owned subsidiary of the Group. The increase in the
equity holding in South-China Logistics will lay a solid foundation
for further optimisation of the shareholding structure of South-
China Logistics and future introduction of new strategic partners,
and thus will facilitate the future growth of South-China Logistics.
In addition, it will further enlarge the Group’s asset base and
will strengthen the core logistics business of the Group. It will
also improve the integrated capacity of the Group’s logistics
resources and will further enlarge its market share in logistics
industry in the PRC.

Y BIRR2R% A BR /2 &) Shenzhen International Holdings Limited
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In 2005, capitalising on the advantages accorded by government
policies, South-China Logistics will achieve integrated operations
through its functional positioning as a “Bonded Logistics Center”
and market positioning as an “Inland Logistics Port”. At present,
South-China Logistics has the following major tasks: steadily
developing its container depot business; developing the operation
of the bonded warehouses and regulated warehouses as its
key business operations with the shortest period of adjustment;
commencing integrated ancillary services such as freight forwarding
service, customs declaration, declaration of inspection,
transportation and container transportation by land in due course;
enhancing communication with relevant governmental bodies
for better supports with policies.

Shenzhen Western Logistics

Shenzhen Western Logistics was incorporated in March 2003
for the purpose of developing, constructing, operating and
managing Western Port Logistics District, being one of the
six major logistics districts in Shenzhen City. Its principal
operations include collection and distribution of bulk and
miscellaneous cargoes from sea and land, containers transferring,
storage, loading and unloading, customs inspection as well
as transiting and ancillary transportation services.

Shenzhen Western Logistics commenced the operation of
warehouse, container depot and land rental businesses since
its incorporation. During the Year, a profit of HK$16.14 million
(20083: HK$5.68 million) was recorded and was mainly derived
from warehouse rental. The Group shared a profit of approximately
HK$3.23 million (2003: HK$1.14 million).

Shenzhen Grand Autopark Company Limited, an investment
of Shenzhen Western Logistics, was incorporated in March
2004. Shenzhen Western Logistics’ investment amounted to
RMB70 million and owned a 35% equity interest. The project
will cover a site area of one million square metres. Shenzhen
Grand Autopark Company Limited was established for the
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purpose of investing in a motor vehicles logistics district which
will be the largest within the South China region and will also
cover the entire Pearl River Delta region. The investment and
construction of the motor vehicles logistics district is at a
preliminary stage. By the end of 2004, Shenzhen Grand Autopark
Company Limited has commenced its work on, among others,
land use rights, business mode of operations, market research
and marketing.

Shenzhen Expressway

Shenzhen Expressway, a principal associate of which the Group
has 30.03% interest, recorded a turnover of HK$455 million
(2003: HK$398 million) for the Year, representing an increase
of 14% over that of 2003. After excluding the effect on turnover
of the two Class 1 highways, namely NH107 and NH205,
which were disposed of in 2003, turnover of Shenzhen
Expressway during the Year actually increased by 26% and
its profit attributable to shareholders amounted to HK$395
million (2003: HK$848 million). Excluding the non-recurring
profit after taxation of HK$552 million arising from the disposal
of the two highways in 2003, profit attributable to shareholders
of Shenzhen Expressway represented an increase of 34%
for the Year, of which the Group’s share was HK$118 million
(2003: HK$255 million). Shenzhen Expressway continues to
contribute substantial profit to the Group.

Driven by the robust economic growth of the Pearl River Delta
and the gradual implementation of CEPA coupled with the
formation of PPRD Economic Zone, as well as the surging
vehicle ownership, the traffic volume for the toll roads operated
and invested by Shenzhen Expressway registered a rapid growth
of over 30% on average. During the Year, traffic flow on Meiguan
Expressway increased rapidly by 38% over that of 2003. Following
the opening of the Nonglin Feeder Road of Guanshen (Dongguan-
Shenzhen) Expressway in Dongguan in July 2004, a significant
volume of Dongguan-Shenzhen traffic on other roads in Dongguan
was diverted to Guanshen Expressway and Meiguan Expressway.
Small vehicles from Shenzhen accounted for the largest share
of traffic volume of Jihe Expressway, one of the outer-ring
expressways of Shenzhen. Meanwhile, accelerated construction
of logistics parks and trade centers in the peripheral areas of

FIIE B2 I A R A B Shenzhen International Holdings Limited
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Jihe Expressway stimulated the rapid traffic growth on Jihe
Expressway, particularly Jine East, traffic flow of which increased
by 33% in 2004. Shuiguan Expressway, in which Shenzhen
Expressway has an interest of 40%, has smoothened the traffic
flow between the Longgang Industrial Zone and downtown
Shenzhen. Given the rapid development of the Longgang
Industrial Zone and the fast-growing population and logistics
activities in the satellite counties and towns surrounding Shenzhen,
Shuiguan Expressway recorded increases in average daily mixed
traffic volume and average daily toll income of 31% and 27%

respectively. Shuiguan Extension and
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Nanping Freeway, both of which are
currently under construction, will improve
the peripheral networks of Shuiguan
Expressway upon completion and
commencement of operation successively,
thus will play a more effective role in
smoothening traffic flow in the
neighbourhood and the Shenzhen East
checkpoint and will facilitate further traffic
growth for Shuiguan Expressway.

Highway projects currently under
construction or at the preliminary stage
of Shenzhen Expressway include Yanpai
Expressway, Nanguang Expressway and
Yanba (section C). These projects will
be funded solely by Shenzhen Expressway
and will be, upon completion, run by
Shenzhen Expressway in respect of toll
collection and operational management.
These projects are geographically located at prime areas, and
will play a unique role in providing connection and traffic
smoothening functions upon completion, thus having excellent
development potential. During the Year, breakthrough has
been made as Shenzhen Expressway capitalised on opportunities
arising from the disposal of equity interests in toll road projects
by Guangdong and other provinces and in increasing its market
share by investing in toll roads outside Shenzhen, such as
Yangmao Expressway, Jiangzhong Expressway, Guangzhou
Western Second Ring Expressway and Nanjing Third Bridge.
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The Pearl River Delta region stands out with robust economic
growth against the backdrop of the rapid, stable and healthy
development of the Mainland’s economy. The state and local
governments have formulated forward-looking plans for China’s
entire transportation network to meet the needs of economic
development, among which, the PRC will add around 3,000 kilometres
of expressway each year to its highway network up till 2010 with
an average annual investment of approximately RMB140,000 million.
The length of expressways in Guangdong Province will outreach
4,000 kilometres by 2008. By focusing on toll road operation as
its principal business, Shenzhen Expressway will be able to reward
its shareholders with better return as it will continue to identify
new growth drivers and enhance its profitability as well as its ability
to withstand risks.

Information and High-Tech Related Manufacturing
Business

CSG

During the Year, CSG, a principal associate of the Group,
recorded a turnover of HK$1,744 million (2003: HK$1,246
million) and profit attributable to shareholders of HK$319 million
(2003: HK$191 million), representing increases of 40% and
67 % respectively over the corresponding period of 2003. CSG
achieved another historical high in its results of operation and
pace of development.

During the Year, despite benefiting from the speedy domestic
economic growth in PRC in the first half year, business sectors
closely related to the core business of CSG such as real estates,
construction and renovation as well as motor vehicles were
heavily hit as the PRC government implemented macroeconomic
control measures and resulted in a significant drop in market
demand. Moreover, the overexpansion of production capacity
in the glass industry due to the relative booming market for
the past two years caused the price of major products in the
industry generally pulled back in the second half of the year
and competition in the market became more intensified. In
such an adverse environment, CSG had been persistently adopted
the strategy of positioning itself in the high end product market
and producing delicate products. Consequently, not only the
price of its major products remained steady with the extent

FIIE B2 I A R A B Shenzhen International Holdings Limited
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of decrease apparently less than the average level of the industry,
but also the production and sales remained brisk with the
market coverage being further expanded. These boosted
effectively both the turnover and growth in net profit of CSG
to new highs.

In 2004, the glass manufacturing industry experienced the biggest
surge in major production costs. Most
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of the essential power resources such
as water and electricity also followed
suit. While enhancing cost-control,
management and business operation,
CSG has completed ahead of and on
schedule regarding several ongoing and
new projects during the Year, including
the investment in an architectural glass
production project in Tianjin and Phase
| of the color filter project, the smooth
completion in the Phase Il expansion
project of production lines of glass for
motor vehicles as well as the successful commencement of Line
1 for Guangzhou floating glass project. The completion of these
investment projects will play an important role in boosting the
competitive edge of the CSG group and safeguarding its leading
position in the industry. In addition, the construction of Chengdu
CSG Glass Co., Ltd, a production base in Southwestern China
invested by CSG, commenced at the end of 2004. This project
will play an important part in capturing market share in Southwestern
China and in improving the comprehensive competitiveness of
CSG.

Year 2005 is expected to be a year with keen competition for
the glass manufacturing market. In this context, CSG will speed
up the development of new products and complete within
short schedule the construction of its new projects. While
targeting to produce delicate products, the CSG group will
continuously implement a rigid control on cost and expenditures,
apply the risk prevention mechanism to further prevent against
operational and financial risks.
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HUMAN RESOURCE

The management of the Company considers human resource
as an invaluable asset and a key factor to the profitability of
the Group, and recruiting talents, rewarding staff with outstanding
performance and providing professional training are all essential
to the success of the Company. In order to attract talents
and retain competent staff and to be impartial, employees’
remuneration packages are determined according to their
qualification, competency and performance, and also by reference
to market terms. The remuneration packages of staff include
salary payments, medical subsidies, hospitalisation scheme
and mandatory provident fund retirement benefit scheme. In
order to encourage and reward staff, the Group operates an
annual appraisal system to review the salary of employees
and assess their performance during the Year, upon which
the basis of payment of year-end bonus will be determined.
In addition, eligible employees contributed to the results and
business development of the Group may be granted options
to acquire shares in the Company pursuant to the share option
scheme of the Company. The Group also provides professional
trainings to employees to encourage them to continue studies
and equip themselves.

As at 31 December 2004, the Group had 350 employees in
total, comprising 20 employees in Hong Kong, the majority
of them were management and finance personnel, and 330
employees in the PRC, approximately 300 of them served in
the logistics and related business.
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