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PETROLEUM AND CHEMICAL DISTRIBUTION
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H#MAEARAT  CHINA RESOURCES ENTERPRISE, LIMITED

The Group’s petroleum and chemical distribution
segment principally engaged in the marketing and
distribution of petroleum, liquefied petroleum gas
(“LPG”) and chemical products in Hong Kong and the
Chinese Mainland. The Group acquired its oil
distribution business from China Resources Holdings in
October 2000. With only one-month earning
contribution in last year, the segment reported turnover
and net profit before corporate interest and expenses for
the year ended 31st December, 2001 of HK$9,889.3
million and HK$227.9 million respectively, representing
substantial increase by 434.1% and 789.2% over that of
last year.

The petroleum operation trades refined oil and LPG
purchased from the world’s major oil suppliers to
wholesale agents, retail distributors and direct account
customers including shipping companies, bus
companies, airlines, public utilities companies and the
Government of the Hong Kong Special Administration
Region (“the Hong Kong Government”). During the
year, oil prices fluctuated at wide range. Amid such
challenging conditions, petroleum operation succeeded
in mitigating the effect of volatile oil prices by
implementing effective operational strategies such as
reduction of inventory.

Petroleum and gas operation also distributes refined
oil and LPG products through 17 petrol and LPG
stations in Hong Kong and 20 petrol stations in the
Chinese Mainland. Continuing rapid growth in demand
for LPG due to widespread introduction of
environmental friendly LPG taxis by the Hong Kong
Government during the year, triggered the overall
substantial growth in volume, revenue and earnings of

petrol and LPG filling station operation in Hong Kong
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by 137%, 36% and 51% respectively in 2001 as
compared to that of last year.

The chemical operation specializes in marketing and
distribution of petrochemical products including
liquefied chemical, plastics, and organic and inorganic
chemicals. The segment recorded growth in turnover to
HK$696.5 million, which was mainly attributable to the
proactive effort to boost sales by further expansion in the
Guangdong market and the opening up of the Jiangsu
and Shanghai market. The volatile crude oil prices
brought significant impact to the subtle chemical market.
Sluggish global economic condition slowed down the
export of downstream light industrial and textile
products. Demand for petrochemical products in the
Chinese Mainland remained low. This led to domestic
prices for petrochemical products being kept at low level

and resulted in an operating loss for the year.
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#MAEARAT  CHINA RESOURCES ENTERPRISE, LIMITED

The Group’s building materials segment is one of the
major manufacturers and distributors of ready-mixed
concrete in Hong Kong. The segment reported turnover
and net profit before corporate interest and expenses for
the year ended 31st December, 2001 of HK$666.5
million and HK$141.7 million respectively, representing
decrease of 22.0% and 30.9% from that of last year. The
decline was primarily due to the general decrease in
demand for building materials resulted from contraction
in volume of government-subsidised housing and
infrastructure projects as a result of the sluggish
property market in Hong Kong. To surmount the hard
time in construction material industry, the Directors will
continue to enforce vigorous on-going cost reduction
programme, enrich product variety and quality and
leverage on the existing distribution network to
distribute right-priced and environmental friendly

construction materials.
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CHAIRMAN'’S STATEMENT — REVEW OF OPERATION

The Group’s retail segment contributed turnover and
profit before corporate interest and expenses for the year
ended 31st December, 2001 of HK$4,025.8 million and
HK$30.9 million respectively, representing an increase

of 17.4% and a decrease of 7.9% over that of last year.

Supermarket

Supermarket operation reported increase in turnover by
20.2% to HK$2,223.5 million mainly attributable to a
substantial increase in the number of new stores in the
Chinese Mainland during the year. The contribution of
Hong Kong and the Chinese Mainland supermarkets to
turnover of supermarket operation changed from 76.1%
and 23.9% respectively in 2000 to 70.5% and 29.5% in
2001. With rapid growth in turnover of supermarkets in
the Chinese Mainland by 47.9% during the year, profit
contribution from these stores to supermarket operation
increased by 30.9%. Overall net profit before corporate
interest and expenses however declined substantially due
to fall in earnings from Hong Kong supermarkets. As a
result of intensified competition under weak
consumption demand, performance of Hong Kong
supermarkets offset significant profit growth in the
Chinese Mainland supermarkets in the year.

Among the geographical locations in the Chinese
Mainland, Tianjin and Suzhou reported outstanding
growth both in turnover by 35.8% and 44.6%,
respectively and in earnings by 50.2% and 65.5%,
respectively. The number of self-operated stores in
Tianjin and Suzhou increased to 52 and 98, respectively
during 2001. Driven by the substantial growth in
earnings, the Group acquired the remaining control in
Tianjin in late December 2001 to enhance market

expansion, operational controls and efficiency.

HEMAI¥EARAT  CHINA RESOURCES ENTERPRISE, LIMITED
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#MAEARAT  CHINA RESOURCES ENTERPRISE, LIMITED

Apart from refurbishing existing operations, 6 new
supermarkets were opened in Hong Kong during the
year. In response to the Group’s strategy of rapidly
expanding supermarket to spearhead the Group’s
retailing expansion in the Chinese Mainland, 97
additional supermarkets were opened in Beijing,
Tianjin, Suzhou and Shenzhen, building up a chain of
324 self-operated supermarkets and 67 franchised
outlets in both Hong Kong and the Chinese Mainland.

The Group continues to expand its supermarket
operations through increase in number of stores and by
acquisition of established supermarket chains in new
geographic locations in the Chinese Mainland in the

coming year.

“Brand-Fashion” Distribution

The “Brand-fashion” distribution business, currently
operates and distributes 16 widely known brand
products in the Chinese Mainland, recorded substantial
growth in turnover by 64.4% to HK$698.1 million but
reported decrease in net profit before corporate interest
and tax. This was primarily due to initial set up cost
incurred for the Group’s active expansion in Brand-
fashion distribution by entering into new agreements

with distributors of 10 new brands, of which distribution
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of products of 4 brands in the Chinese Mainland started

during the year. The distribution of the remaining 6

brands commenced in 2002. Franchises of such

distribution business diversified into high, medium-

priced and mass fashion to better accommodate

consumer demand. With extensive distribution network

of approximately 570 self-operated and franchised

boutiques at the end of 2001, the Group has become one

of the leading retail distributors with recognised brands

in the Chinese Mainland.

In the year to come, the division will continue to

improve its competitive advantage in brand-fashion

distribution by further strengthening its distribution

network and capacity and build up brand assortments to

capture the expansion opportunities to meet the

challenges emerged from the gradual opening up of and

inevitable reduction of cost of entry to the Chinese

Mainland market upon China’s successful accession to

the World Trade Organisation.

HEMAI¥EARAT  CHINA RESOURCES ENTERPRISE, LIMITED
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#WAEARAT  CHINA RESOURCES ENTERPRISE, LIMITED

Hong Kong Retail

Hong Kong retail operation reported turnover of
HK$1,104.3 million for the year ended 31st December,
2001. The Group is currently one of the largest retail
distributors in Hong Kong with the operation of a total
of 9 department stores under the name of CRC
Department Store and Chinese Arts & Crafts stores
located in prime business/shopping districts in Hong
Kong. During the year, the division operates 12 new
stores under the brand name of “CRC Medichall”.
Under the current sluggish economic situation, incentive
for general retail consumption in Hong Kong remained
low. Therefore apart from refurbishing existing
department stores to improve consumption appeal,
discount and promotional campaigns were launched to

boost sales, which resulted in an increase in profit.



