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Turnover of the petroleum and chemical distribution division
for 2004 was HK$18,680.9 million, an increase of 48.7%
over 2003. Attributable profit of the division for 2004 rose
by 23.7% to HK$524.5 million. Excluding a gain of
HK$240.5 million from the disposal of its 30% interest in
Qingdao Qirun Petrochemical Co., Ltd. (“Qingdao Qirun”),
an associated company of the Group in 2004 and the
sharing of a gain from the disposal of our interest in the
aviation fuel facility at the Hong Kong International Airport
in 2003, attributable profit for 2004 would have increased
by 18.8% over 2003.

The international oil prices surged considerably during the
year and have been hovering around USD55 a barrel by mid
October. Although prices were slightly adjusted in the last
quarter of the year, oil prices remained at relatively high level
as compared to 2003, which also translated to
unprecedented high prices of petroleum and chemical
products. Despite the severely difficult operating
environment during the year, the overall gross margins could
still be maintained.

Turnover growth was boosted by both volume increase and
surge in oil prices. The sales volume increase was attributable
to the aviation fuel supply contracts secured in early 2004.
The growth in sales volume helped compensate the decline
in gross margin caused by the escalation of world oil prices.
The chemical operation, benefited from a less competitive
domestic environment in the Chinese Mainland and a 9.1%
sales volume growth in the third quarter of the year, resulted
in substantial improvement in net profit for 2004. The piped
gas operation in Suzhou also reported satisfactory net profit
contribution for the year.
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The division implemented its plan to divest its non-core investment assets in
order to re-channel the resources to capture investment opportunities in piped
gas industry, which proved to have great potential for growth in the Chinese
Mainland. In October 2004, the successful acquisition of a 36% stake in
Chengdu City Gas Co. Ltd further consolidated the Group’s market presence in
the piped gas industry in the Chinese Mainland. This favourably positions the
Group for stronger growth potential in the long run. In November 2004, the
Group entered into an agreement to dispose of 30% equity interest in its 40.5%
owned associated company, Qingdao Qirun, which owns and operates some oil
storage facilities in Qingdao, at a consideration of RMB355.56 million. The
remaining 10.5% equity in Qingdao Qirun was also subsequently disposed in
January 2005 at a consideration of RMB124.4 million.

With our experience in the Suzhou and Chengdu piped gas investments, and in
anticipation of the growing demand for petroleum and chemical products that
come from the continuous economic growth in the Mainland market, the Group
will prudently look for business expansion opportunities in gas fuel and other
downstream chemical products in the Chinese Mainland, while sustaining
margins within our target levels.

Turnover breakdown of petroleum and chemical distribution
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AEBNTEXEBEEAUT=4EH  The Group’ retail division mainly comprises three business
AR () BATEEYR - (2)FF  segments: (1) supermarket and logistics; (2) brand-fashion
R B A0 3 ) A R 1 E TR AR SR EE S &2 (3)  dlistribution in the Chinese Mainland and (3) other retail
HihZEEE - stores operation.

“ETFEAEETEEBAEEEERE  For 2004, our retail division reported an encouraging
MEENFEABEESE - HEE5ES  improvement in both turnover and profitability. Turnover of
#13,898,100,0007T * BM_ZTZT=4F1EK  the Group’s retail division was HK$13,898.1 million, a 41.4%
41.4% - FE(L s F3EA183,000,0007T increase over 2003. Attributable profit was HK$83.0 million,
=TT = FE5I8A)A75198,800,0007T °©  against a loss of HK$98.8 million in 2003.

BEPREREES TG B2 Despite the macro-economic control measures, China‘s GDP
PY4EGDP#E K3E9.5% ° BL%E@K?T grew 9.5% in 2004. On the back of improvement over living
s, CERCERERT REEM  standard, especially in the urban and sub-urban regions,

2 HAOEBBERAANATBEES  favourable demographics and strong domestic demand will

TETEESRYER - continue to drive robust growth in the retail industry.
RNZZZTNEF - FBELHEEFEAKSRZ  Economic recovery in Hong Kong greatly improved the retail
TEMHIERR o EEARTTHE [ Jk#E  market environment in 2004. Flourishing tourism driven by
ERFESTEESE - lBE AR the Individual Travel Scheme continues to benefit the retail

B\ WEBAEHNR_TTRAFE=F sector. Itis anticipated that the economy will continue to
ERE  ERREEGSEEE - 588 revive as tourism will be fuelled by the opening of a theme
KT PREEIEEE o park on the Lantau Island in the third quarter of 2005.

AR T HE R YR Supermarket and logistics
—ZTNFBETERYREFNEE  Turnover of the supermarket and logistics operation for 2004
RS /%’%11 941,500,0007T * &AF  was HK$11,941.5 million, an increase of 51.5% over last
HR51.5% c —ZTNFEMEFAB  year Attributable profit for 2004 was HK$23.7 million,
#23,700,0007C © == =4FHJ8x1S  recovered from a loss of HK$106.5 million in 2003.
75#106,500,000 /518 °
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The Group currently operates its supermarket business through three groups of
subsidiaries, namely, ZHE K AR A& China Resources Vanguard Co. Ltd.,
ERR M AR A F] Suguo Supermarket Co., Ltd (“Suguo”) and China Resources
Vanguard (Hong Kong) Company Limited (formerly known as China Resources
Supermarket (Hong Kong) Company Limited). By the end of 2004, the Group
operated a total of approximately 1,800 stores in Hong Kong and the Chinese
Mainland, of which 45% are self-operated while the rest are franchised stores.

The substantial increase in turnover for the year ended 31 December 2004 was
mainly attributable to the consolidation of turnover of Suguo, the recovery of
hypermarket sales from the outbreak of SARS in 2003, together with the sales
contributed by the newly opened stores and the logistics operations.

For 2004, the supermarket and logistics business reduced its net loss with
consolidated earnings before interest, tax, depreciation and amortization
("EBITDA") amounted to HK$402.4 million, a significant improvement by
310.0% over 2003.

2004 saw a substantial improvement of the Chinese Mainland operation.
Moreover, the 25.1% increase in payments from suppliers, including incentives,
store display and promotion income helped improve the operating result.

The Northern China operation reported a turnover increase of 11.8% while net
loss reduced by 59.9% for 2004 as a result of stringent cost controls in place and
increase in payments from suppliers through better price negotiation.

The Eastern China operation, including Suguo, was particularly well performed in
2004. An encouraging same store growth of 13.5% on average was recorded.
Benefited from competitive pricing strategies, optimal merchandise composition,
broad variety of consumer products adapted to local preferences, coupled with
the increase in scale of operation, the Eastern China operation reported a
satisfactory growth in both turnover and net profit for the year.

FMAIZ AR AR China Resources Enterprise, Limited Annual Report 2004 3
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In the Southern China, the efforts made in restructuring merchandise
composition and closing of inefficient stores improved the operating result, with
net loss reduced by 25.3% in 2004. As part of the business development
strategies, there was expenditure incurred during the last quarter of 2004 for
business promotions and new conceptual design of store formats, such as
LifeStyle, which is expected to generate new income streams from more
diversified customer groups in future.

The Hong Kong operation reported a 12.6% increase in turnover and substantial
improvement in net profit of 120.4% for 2004. With the economic rebound in
Hong Kong, there was growing demand for warehouse space, which therefore
benefited our logistics business for 2004.

In order to centralize the management functions, reduce administrative
expenses, promote management by store format and strengthen its position with
its suppliers of the supermarket and logistics operation, the Group entered into
an agreement with its parent companies for the acquisition of the remaining
35% interest in CR Vanguard and an additional 11.5% equity interest in Suguo
in December 2004. Total consideration amounted to HK$660.3 million, which is
to be satisfied by the issue of 57,971,905 new shares of the Company. With the
approval of the Ministry of Commerce of the People’s Republic of China in March
2005, CR Vanguard will become the wholly owned subsidiary of the Group and
Suguo will be 85% owned upon completion of the acquisition.

The expanded geographical spread and the associated cost benefits will allow
the Group to substantially benefit from centralised procurement, improve
productivity of the supply and logistics chain as well as synergies among multiple
store formats. All these will further improve the overall profitability and
strengthen our market leadership in the most affluent regions in the Chinese
Mainland.

#FHAIZAGMR 2 A China Resources Enterprise, Limited Annual Report 2004 F#
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Brand-fashion distribution

Turnover of the brand-fashion distribution segment for 2004 rose by 13.0% to
HK$1,140.7 million. Attributable profit of the segment for 2004 amounted to
HK$31.0 million, as compared to a net loss of HK$18.9 million in 2003.

By the end of December 2004, the Group distributed 10 international brands
through approximately 700 self-operated and franchised stores at designated
cities in the Chinese Mainland.

The sales improvement for the year was mainly driven by the increase in sales of
"Esprit” brand, which was attributable to the turnover growth from the
wholesale business, effective marketing promotion as well as the increase in
number of self-operated stores.

As the “CK Jeans” business has evolved to a more developed stage in 2004,
operation focus was primarily on the management of franchised stores and
marked improvement in its brand performance was recorded this year. The
turnover of franchised stores increased by 92.8% with operating costs and
capital expenditure substantially reduced. Turnover contribution from the
“Dunhill” brand for the year was also satisfactory due to a notable increase of
84.9% in the franchise business.

The Group will continue to strengthen its distribution network, improve
operating cost efficiency and enhance the overall profitability of its portfolio of
brands to capitalize on the expansion opportunities that may arise from the rapid
economic growth of the Chinese Mainland.

Other retail stores

Turnover of other retail stores segment for 2004 was HK$816.0 million, a
decrease of 13.0% over last year. Attributable profit of the segment for 2004
was HK$28.3 million, representing an increase of 5.8% over last year.

By the end of December 2004, the Group’s other retail chain stores in Hong
Kong consisted of 5 Chinese Arts & Crafts Stores 2%, 1 CRC Department Store
# B H & and 31 CR Care Stores #/H & |

FMAIZ AR AR China Resources Enterprise, Limited Annual Report 2004 3
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Overall decline in turnover was primarily due to the successive closure of stores in
Mongkok and Hennessy Road respectively in 2003 and 2004. Improvement in
overall operating margins due to local economic recovery and product mix
enhancement helped improve the profitability of the segment. Strenuous efforts
in brand promotion and sales mix management sustained margin growth of
Chinese Arts & Crafts Stores H & operations during the year.

The closure of stores in Mongkok and Hennessy Road respectively in 2003 and
2004 and increased operating expenses due to opening of new stores have
collectively brought down the profitability of CR Care Stores = E %= operation
in 2004.

With the continued improvement in local consumption expenditure and the
rising number of inbound visitors to Hong Kong, retail sales growth prospects are
encouraging. The anticipated completion of the theme park on the Lantau Island
in the third quarter of 2005 will further boost the overall retail sales.
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The food processing and distribution division reported
turnover and attributable profit for 2004 of HK$5,434.0
million and HK$396.2 million respectively, a respective
increase of 13.2% and 16.6% over 2003. The increase in
attributable profit was mainly due to the recognition of
deemed disposal profits from the dilution of our interests in
two associated companies, Hunan New Wellfull Co., Ltd. and
Fortune Ng Fung Food (Hebei) Co., Ltd. upon the successful
listing of their shares on the Shanghai Stock Exchange in
June and July 2004 respectively.

Increasing demand for branded food owing to rising health
awareness of Hong Kong citizens, effective promotion of
high quality fresh meat under the & brand name, coupled
with a broadened customer base and product mix for frozen
food distribution contributed to the sales volume growth of
the foodstuff distribution operation. Through effective
negotiation with suppliers, the operation has ensured stable
supply of livestock to Hong Kong throughout the year. As a
result, the foodstuff distribution operation sustained
satisfactory profit contribution despite soaring prices of
livestock from the Chinese Mainland that led to a decline in
the margins.

Despite the high fuel costs due to the surging oil prices
during the year, marine fishing and aquatic products
processing operation reported an increase in net profit
growth of 20.1% for the year. Continuous efforts in
exploring more high quality fishing grounds, enhancing
catching capability of the fishing fleet, improvement of sales
network and selling more high-end fishes as well as aquatic
products proved to be effective in improving profitability.

Backed by its track record and the competitive advantage of
food distribution in Hong Kong, the Group has stepped up
its investments in the Chinese Mainland meat market as
planned. The acquisition of a 70% interest in Shenzhen
General Food Corporation, a vertically integrated enterprise
of livestock-raising, slaughtering, meat products processing
and poultry wholesaling, was completed in July 2004. The
construction of a meat processing centre in Shanghai is
progressing on schedule. The Group will utilise its
investments in the Shenzhen and Shanghai projects to enter
branded food distribution in the Chinese Mainland, through
appropriate food product enrichment together with
integrated distribution networks and brand building.
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The beverage division reported a turnover and attributable
profit for 2004 of HK$5,079.4 million and HK$113.0 million
respectively, representing a corresponding increase of 28.6%
and 15.1% over 2003.

The increase in turnover and profitability of the operation was
mainly driven by the growth in sales volume of beer by 23.8%
to approximately 3.1 million kilolitres, of which the organic
growth in the sales volume of beer from existing breweries,
amounted to 11.2%.

In 2004, raw material costs rose significantly particularly during
the second half of the year. This was already lower than the
market average price changes as the Group management
secured steady barley supplies at negotiated fixed prices by
switching purchases from direct import to term contracts with a
major Chinese Mainland supplier. The higher energy costs and
the newly implemented truck loading restrictions effective since
June 2004 also led to an increase in production and delivery
costs. However, with a net price rise of 3.4% on average and
changes in product mix during the year, the overall gross margin
per kilolitre can still be sustained.

Persistent efforts in promoting our national brand “Snow”
improved the sales volume for the year by 37%, approximately
897,000 kilolitres, compared with approximately 654,000
kilolitres in 2003.

The newly acquired breweries in Zhejiang, Anhui, which span our
significant market presence across the Central and Eastern China
respectively, reported satisfactory net profit contribution for 2004.
The acquisition of the Chinese brewery interests of Lion Nathan
Limited was completed in October 2004. This strategic move will
consolidate the Group’s market presence in Eastern and Central
China and strengthen the national distribution network of “Snow
through potential synergies in marketing, procurement and
logistics. The Group also concluded in December 2004 the
acquisition of a small brewery in Qamdo, Tibet.

"

By the end of 2004, the Group operated a total of 37 breweries
with an annual production capacity of approximately 5.5 million
kilolitres.

Beer consumption is expected to rise with the increase in
individuals” income levels in China, which is expected to drive
further growth of the beverage division. Apart from acquisition,
the Group will continue to emphasize on operational
excellence, brand development and expansion of market
coverage in the Chinese Mainland.
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Turnover of the textile division for 2004 was HK$3,851.0
million, representing an increase of 20.3% over 2003.
Attributable profit for 2004 was HK$6.5 million, compared to
an attributable profit of HK$165.9 million in 2003.

The increase in turnover was mainly due to the acquisition of
interests in two sizable textile companies, namely, 80%
equity interest in B f5 2 E #1454 R A & Xianyang China
Resources Textiles Co., Ltd. and 100% equity interest in BRFG
= HEIZA MR A R] Shanxi China Resources Printing & Dyeing
Co., Ltd. in the last quarter and a general increase in product
selling prices during 2004.

Aligned with the market demand, there was a gradual
change in product sales mix to the higher margin yarn.
However, the fluctuations of cotton price, which was
exceptionally high in the first half, but substantially decreased
in the second half of the year, greatly affected the operating
results as a whole. With the high cotton costs in the
inventory, the gross profit margin was lowered. The decrease
in profitability was partially offset by a gain arising from the
factory relocation during 2004.

Exacerbated by the higher transportation and storage costs,
depreciation charges associated with the implementation of a
technology upgrade program, one-off severance payments as
a result of changes in work practices from four to three shifts
introduced under a productivity improvement initiative, the
overall operating profit of 2004 was lower. However, the
labour cost is anticipated to reduce as a result of shift pattern
changes and will improve the overall operating result in the
coming future.

With an anticipated increase in supply, cotton prices are
expected to remain at reasonable levels. The Group is
confident that enhanced production efficiency and product
quality resulted from the technology upgrade will improve its
competitiveness. With China now being one of the major
garment exporting countries in the world, the Group is
cautiously optimistic regarding the removal of the global
textile quota starting from 1 January 2005.
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The property division, which mainly comprise the rental
property segments of retail, office and industrial premises,
reported a turnover and attributable profit for 2004 of
HK$307.0 million and HK$311.5 million respectively,
representing a corresponding increase of 9.7% and 11.8%
over 2003.

The improvement of the local economic fundamentals
continued to boost the retail property market sentiment
during 2004. An overall increase of 13.5% in rental income
of retail properties in 2004 was mainly driven by the rental
increase from Argyle Centre upon renovation completed in
September 2003; a general rental rise in 2004 upon tenancy
renewal; and recovery of rental concessions granted during
SARS in 2003. Average occupancy rate of industrial premises
also remained high at 90.0%. The Group's investment
properties continued to generate stable rental income
streams.

The buoyant market sentiment also benefited the Group’s
portfolio value of investment properties which gave rise to a
HK$1,033.7 million revaluation surplus, of which a write-
back of provision of approximately HK$41.0 million was
made to the profit and loss account for 2004.

The renovation of the Group’s retail property at Hennessy
Road, Wanchai, which was previously occupied by a CRC
Department Store #EEH & , commenced in early June 2004
and is expected to complete in the second half of 2005. This
will enhance the earning potential of the retail property.

Looking ahead, owing to the limited supply of retail
properties, particularly in the traditional shopping districts,
the investment property values in prime locations can be
maintained. This will also help secure the Group’s average
rental in the retail sector at satisfactory levels.

The Group will continue to leverage on the existing resources
and expertise to facilitate the retail-led supermarket business
growth. Non-core investment assets in the industrial and
office sectors are in consideration for divesture and proceeds
will be applied to new business opportunities in selected
markets of the Chinese Mainland that offer stable returns
with manageable risks.



mf

BREFwESH Management Discussion and Analysis

RER
Ht =%

Investments
and Others

AEBR-_ZTNFENEEEFES
#319,800,000 C (Z T T =4 : HH
367,600,0007T) °

BEERE

ANEEEA HIT Investments Limited &J
10% - BEEEEREENFLE
R BRI BT S BIER EFIE 18 %
4% - HRBHFHSER19%  B5
AIZFAIE20%380E - RER =TT P4F
1B e Y 55 = BR PO BT SAAL B HR (/Y
BEINAE -

Attributable profit for 2004 amounted to HK$319.8 million.
(2003: HK$367.6 million).

Container terminal

The Group has a 10% interest in HIT Investments Limited. In
Hong Kong, Hongkong International Terminals reported
growth of 18% in throughput and 4% in EBIT, compared to
that of last year. Yantian port reported throughput growth
of 19% and EBIT growth of 20%, reflecting new capacity
from Phase Ill's four berths which were completed in
September 2004.
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Management Discussion and Analysis

CAPITAL AND FUNDING

To maximize surplus cash for internal funding while enhancing liquidity and yield,
the Group operates under a centralized system of treasury management. As at
31 December 2004, the Group’s consolidated cash and cash equivalents
amounted to HK$4,798.6 million. The Group’s borrowings as at 31 December
2004 were HK$9,779.2 million with HK$2,982.0 million repayable within 1 year,
HK$6,704.2 million repayable within 2 to 5 years and HK$93.0 million repayable
after 5 years. Committed borrowing facilities available to the Group were fully
utilized as at 31 December 2004. Except for the US$230 million convertible
guaranteed bonds, due for maturity in May 2006, all the borrowings are subject
to floating rates.

On the basis of the Group’s net borrowings relative to the shareholders’ funds

and minority interests, the Group’s gearing was approximately at 24.2% (2003:
16.5%). The increase in gearing was largely attributable to capital investments
during the year.

The Group's principal assets, liabilities, revenue and payments are denominated
in US dollars, Hong Kong dollars and Renminbi. As at 31 December 2004, 40%
of the Group’s cash deposit balances was held in US dollars, 28% in Renminbi
and 30% in Hong Kong dollars; whereas 36% of the Group’s borrowings was
denominated in US dollars and 30% in Renminbi with the remainder in Hong
Kong dollars. Moreover, to mitigate the foreign currency and interest rates
exposure, the Group entered into certain forward contracts and interest rate
swaps to hedge against part of its borrowings.

CAPITAL EXPENDITURE

The Group spent HK$4,989.1 million on capital expenditure during the year
2004. Additions to fixed assets amounted to HK$2,461.2 million. The Group
incurred HK$2,527.9 million for new acquisitions in food, textile and beverage,
as part of our retail-led distribution strategy. Capital expenditure was primarily
financed by internally generated funds from operations and bank borrowings.
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BE@mESH T Management Discussion and Analysis

PLEDGE OF ASSETS

As at 31 December 2004, fixed assets with net book value of HK$799.3 million
(2003: HK$357.8 million) were pledged for short-term loans in the sum of
HK$523.2 million (2003: pledged for short term loans of HK$256.7 million) and
long term loans in the sum of HK$72.2 million (2003: pledged for long term
loans of HK$56.4 million)

CONTINGENT LIABILITIES

The Group does not have any material contingent liabilities as at 31 December
2004.

EMPLOYEES

As at 31 December 2004, the Group excluding its associated companies,
employed approximately 84,000 people, of which approximately 97% were
employed in the Chinese Mainland, with the remaining predominantly in Hong
Kong. The Group's employees are remunerated according to the nature of job,
individual performance and market trends with various incentive schemes to
attract, retain and motivate good employees. In particular, share option has been
used as a longer term incentive to align interests of employees to those of
shareholders.

By order of the Board
CHEN SHULIN
Managing Director

Hong Kong, 8 April 2005
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