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FOOD PROCESSING AND DISTRIBUTION

Despite the difficult economic environment in Hong Kong the
performance of the Group’s food processing and distribution operation

was relatively stable.

For the year ended 31 December 2002, the operation reported a turnover
of HK$4,803.4 million, a decrease of 16.5% from that of 2001 and a net
profit before corporate interest and expenses amounted to HK$336.8
million, a decrease of 15.1% compared with that of
2001. The decline in revenue was mainly due to weak
consumption and lifting of the quota on frozen meats
export to Hong Kong in January 2002. Excluding the
effect of reduced interest income caused by the dividend
payment of a HK$1.3 billion made in 2001, net profit
in 2002 only fell slightly by 3.7% compared to that of

last year.

Operating profit for the food distribution operation
for the year ended 31 December 2002 was 4.5%
below that of last year. The decline was distorted by
the exceptionally high demand for live pigs, triggered
by the outbreak of bird flu and suspension of chilled
meat from Thailand during the year of 2001. For the year under review,
the grocery and other food products within the food distribution operation
reported an increase of 11.3% in turnover and 22.7% in operating profit
over 2001, due to successful launch of new products through strong
sales team and growing number of new customers. Through prudent
marketing strategy and increased direct sourcing of foreign and Chinese
Mainland meat products, the Group has improved the gross profit margin
of frozen meats substantially by 5.4 percentage points. In order to enhance
the market share in Hong Kong, the operations have been actively
promoting the fresh, chilled and frozen meat under the brand name

T2 with satisfactory results.
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The ice-cream and frozen food processing operation enjoyed satisfactory
performance, due to expansion of the sales network, increase of products
variety and improved margins. For the year ended 31 December 2002,
turmover rose 19.5% and its operating profit jumped 14.9% compared to

that of last year.

The poor economy has caused competition from South American prawn
suppliers in European market to intensify and consumption in Japanese
market to decline. Poor global economy caused
the selling prices of prawns and tuna to decline
in 2002. However the transportation cost
increased substantially due to the soaring fuel
price. As a result, even though turnover was
maintained at last year’s level, operating profit for
the marine fishing and aquatic product processing

operation has decreased compared to 2001.

For the year ended 31 December 2002, abattoir and other operation reported
a 5.2% increase in operating profit over that of last year, due to enhanced
efficiency and effective cost control despite a slight decline in slaughtering

volume and revenue.

In March 2003, the Group set up a joint venture to construct a modern
meat processing centre in Shanghai, laying the cornerstone for entering

the mainland meat market.

On a brighter note, the buoyant economy of the Chinese Mainland has
provided the Group with the opportunities to expand its existing businesses

and market share there.
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BEVERAGE

The Group is the second largest brewer in the mainland with sales volume
rising 62.3% to 2,343,748 kilolitres. China’s beer industry continues to
undergo consolidation with the emergence of a small number of large
brewery groups. The Group will continue to play a role in this consolidation
by expanding production capacity through acquisitions in targeted regions.
Promotions are gearing up for the Group's national brand ”Snow Z{E*,
to enhance its market share and profitability. Sales volume of Snow
increased by 37% to 442,000 kilolitres, of which about

half were sold outside Shenyang.

The Group acquired a new brewery in Wuhan City in
April 2002 and a new brewery in Panjin in December
2002, bringing the total number of breweries to 28
and a combined annual production capacity of
approximately 4 million kilolitres as of December 2002.
Integration of the new breweries is progressing well
with positive synergy effect. In December 2002, the
Group acquired the minority interest for its brewery at Shenyang and in

January 2003 also acquired a 70% equity interest for a brewery in Beijing.

For the year ended 31 December 2002, the operation reported a turnover
of HK$3,738.1 million, an increase of 54.9% over last year and a net profit
before corporate interest and expenses of HK$100.1 million, an increase
of 64.5% compared to last year. A large portion of the growth is attributable
to the Group’s acquisitions including the Sichuan Blue Sword in late 2001

and the brewery in Wuhan in 2002.

Sales volume for beer and purified water for the year of 2002 amounted
to 2,343,748 kilolitres and 279,777 Kkilolitres respectively, showing an
increase of 62.3% and an increase of 17.7% over that of last year.
Discounting the new acquisitions, an organic growth of about 5.2% in the

sales volume for beer was recorded for the year under review.
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