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REVIEW OF OPERATIONS

PETROLEUM AND CHEMICAL DISTRIBUTION

The Group’s petroleum and chemical operation is engaged principally in
the marketing and distribution of petroleum, LPG and chemical products

in Hong Kong and the Chinese Mainland.

Uncertain world economy, fear of wars, concern on the oil supply from
the Middle East and the unusual cold winter in
Central Asia impacted the supply as well as the
prices of oil and the petroleum products during
the year under review. Oil prices have risen sharply
from US$21 per barrel at the beginning of 2002
to US$31 at the year end. Despite all these
volatilities, the petroleum operation achieved a

favourable performance in 2002.

Turnover for the year of 2002 for this segment was HK$10,500.8 million,
an increase of 6.2% compared with last year. Net profit before corporate
interest and expenses for the year of 2002 was HK$284.7 million, an

increase of 24.9% over that of 2001.

The petroleum operation reported a turnover HK$8,076.8 million for the
year of 2002, representing an increase of 2.1% over that of last year. Overall
sales volume sustained at last year level. Sales volume for diesel oil fell by
17.4% while fuel oil and aviation kerosene rose by 3.3% and 19.4%
respectively over that of last year. Despite downward pressure to selling
prices for diesel oil and aviation kerosene due to fluctuating crude oil prices
and competition, the operation was able to enhance its profits through
centralized purchase and improved logistics control. Performance of the

gas operation in Hong Kong has been stable for the year under review.

Petrol and LPG stations in Hong Kong recorded an increase of 19.7% in
sales volume for the year of 2002. As to LPG sold at own stations, overall

sales volume soared by 28.4% over last year as a result of the introduction
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of environmental friendly LPG taxis by the Hong Kong Government and an
addition of 2 new LPG stations. Despite the purchased cost of LPG went
up lately, the LPG ceiling prices pre-set by the HK government every six
months has precluded timely price change, causing decline in profit
contribution. In addition, competition is expected to increase as major oil
distributors in Hong Kong have begun to set up LPG filling facilities in their
own petrol stations. Sales for the petrol stations in Chinese Mainland are
expected to improve in 2003 aided by direct account sales. At year-end,
the Group operated a total of 19 petrol and LPG
stations in Hong Kong and 22 petrol stations in
the Chinese Mainland. During the year, the Group
also secured the right to operate a petrol station
in Macau which is expected to be in service in
2003. Adherence to stringent safety standards
helped reduce the insurance expenses of the filling

stations for the year under review.

The chemical operation enjoyed good performance due to the strong demand
in the Chinese Mainland and an improved sale and distribution network. For
the year ended 31 December 2002, the operation reported a turnover of
HK$1,005.1 million, up 44.2% from last year and an operating profit of

HK$33.1 million compared to an operating loss of HK$19.7 million last year.

For the year under review, the marine transportation operation reported a
turnover of HK$740.4 million, down 22.4% from last year and an operating
profit of HK$25.6 million, up 77.5% from last year. The decrease in turnover
was due to fall in the sales volume of fuel replenishment for marine vessels
while the rise in profit was the result of improved profit margins and effective

cost control over vessel operations.

The Group anticipates fluctuation of the oil prices to continue in the
near term and will take prudent measures to mitigate the effects to its

business performance.
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RETAIL

In the past two years, the economy of Hong Kong was affected adversely by
deflation, falling property prices and high unemployment rate. Competition
was fierce in the retail sector both in Hong Kong and the Chinese Mainland.
Amidst the uncertain economy, consumers were very price sensitive. Retailers
had to offer generous discounts and loyalty programs to compete for the
dwindling dollars. For the year ended 31 December 2002, the retail segment
reported a turnover of HK$6,344.2 million, up 57.6% against last year and
a net profit before corporate interest and expenses
of HK$24.3 million, down 21.4% compared to

last year.

SUPERMARKET

The Group currently operates close to 460 stores
in Hong Kong and the Chinese Mainland. The
number includes self-operated stores and some
franchised stores in the mainland. The Group
became the single largest supermarket group in South China Region, after
acquiring a 65% equity interest in CR Vanguard in July 2002 at a
consideration of RMB372 million (HK$350 million). In September 2002,
the Group also acquired a 39.25% equity interest in Suguo Supermarket
Co., Ltd. xR T AR A7) for a consideration of RMB232 million (HK$217
million) in order to strengthen its retail operations in the Chinese Mainland
further. The share of turnover for the Chinese Mainland’s operations grew
from 29.5% in 2001 to 62.7% in 2002 as the number of self-operated
stores went up from 254 to 316, witnessing the shift of reliance to the
Chinese Mainland operations. The Group will continue to expand its

supermarket operation through new store opening in 2003.

For the year ended 31 December 2002, the supermarket operation reported
a turnover of HK$4,386.3 million, up 97.3% from last year and a net loss
before corporate interest and expenses of HK$9.6 million against a net profit
of HK$2.9 million in 2001. Earnings before interest, tax, depreciation and
amortization ("EBITDA") of the supermarket operation attributable to the
Group for 2002 amounted to approximately HK$127.0 million. Overall EBITDA

margin was maintained at last year’s level of 2.9%. For the year under review,
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the newly acquired operations from CR Vanguard contributed a profit of
HK$2.2 million. Such results included relatively high upfront store opening
expenses of one-off nature as a result of significant increase in number of
new stores opened in 2002 as well as a goodwill amortization of HK$3.9
million for five months associated with the acquisition of a 65% equity interest
of CR Vanguard. The robust growth in turnover was due to acquisition of
CR Vanguard in July 2002 and substantial increase in number of stores in

the Chinese Mainland.

To keep up with customer needs and changing market scenes, the Group has
taken steps to revamp its store formats for its Chinese Mainland operations. A

re-branding program has also commenced to establish a national brand.

Given the continuous expansion of the retail sector in the Chinese Mainland,
the Group is optimistic to sustain the growth and to improve the profit
performance of its Chinese Mainland retail operation in the years ahead

through a larger operational scale and enhancement in internal efficiency.

BRAND-FASHION DISTRIBUTION

The Group’s brand fashion distribution business in the Chinese Mainland
continues its stable growth. The operation currently distributes 18 internationally
acclaimed brands in designated cities and operates a total of 761 self-operated
and franchised boutiques at the end of December 2002 compared to 570 last
year. The substantial startup costs incurred in previous years for brand
development begin to be paid off. From time to time, the Group will appraise
the performance of individual shop and brand such that shop that offers little or
no profit will be considered for closure while brand with limited development
potential will be pulled out. In order to increase market share, the Group will

continue to expand by opening new shops and growing the distribution network.

For the year under review, the operation reported a turnover of HK$893.6
million, up 28.0% from that of last year and a net profit before corporate
interest and expenses of HK$4.5 million, down 4.0% against 2001. The strong

growth of turnover was mainly due to continuing store expansion in 2002.
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HONG KONG RETAIL

The Group currently operates a chain of retail stores in Hong Kong under
the name of CRC Department Store #H B %, Chinese Arts & Craft Stores
("CAC*) £ and CR Care store ¥ =, CR Care was previously known

as CRC Medichall. The rebranding exercise was carried out in January 2003.

To cope with the changing market needs, the Group has taken strategic
moves to gradually convert its traditional department stores to
specialised stores. During the year of 2002, the Group
closed its CRC Department Store at Central due to re-
development of the building by its owner. The Group
also redecorated the CAC Store at Wanchai and Star
House respectively in order to create more prominent
image for the store to market its medium to high-end
arts and crafts products, jewelry and traditional
costumes. The CRC Department Store at Mongkok will
be closed by April 2003 while the CAC Store at Pacific
Place will be redecorated based on the newly defined
image. In January 2003, the first super-sized 8%
CR Care store was opened under the new logo at To
Kwa Wan. The new store occupies a total floor area of
12,000 square feet and offers Chinese herbs and
medicines, western drugs, personal care products, health foods, dried
seafood products, sports gears and household items etc. In addition, the
store also provides medical consultation service. The development of
specialised stores along with the brand new theme of “’healthy life* will
form an important part of Hong Kong retails core business while CAC
stores will be developed as stores of vogue promoting sale of Chinese arts

and craft items.

For the year ended 31 December 2002, the Hong Kong retail operation
reported a turnover of HK$1,064.3 million, down 3.6% from that of last
year and a net profit before corporate interest and expenses of HK$29.4
million, up 26.3% compared to 2001. The performance was affected by

the closure of 2 department stores.
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