B RE 5

nFFH > *ﬁ

MANAGEMENT DISCUSSION AND ANALYSIS

2E %5 Il g

AHRLBREH
AEBEBE-_TT=FA=+tHIEXEA
$E15 & 5875 5,978,400,0007T © LA F R
HIZF31.2% « REFARIBHF B RERAL
I BIJ 32 7 1 285,500,0007T + B A& F A Y £ 7+
56.9% ° XEEKRFEHNRALE —HHRE

HERBARMBES EERERSOM =R A
RRmEE D MERS —RHEEMSRENE

© AR E S D vk T H) B R R HEOE T AP
I BFAER

EIEMANEEEXE2ESA T ERASE
FEE R AR HBEASE R TEHEE - £
ﬁ@%ﬂ%ﬁ&%ﬁ@c%%ﬁﬁﬁﬁﬂ%

CEAEBR _TT=F LY FOHREHE
MARGRMER -

ZET=FLEF RHHERBAE  BAM

Ze R AN S D BE R B BB BR R o fE A
fRBRERE  BAOMEER - BEARMZE
BaEE—FERRBEMSHEEMEERAM
BR G MEREEETZMERRGL T HE
GH - RETHMEEAEEMIER - B EEH
W EEGERARETISEE T - PR H
EBRHIBIEE - AN AMRLHEEBKML
AFBENABRBERFRER -t TmEK
EOREPARFRIFEEFER  LHEETF
B e

REVIEW OF OPERATIONS

Petroleum and Chemical Distribution

For the six months ended 30 June 2003, the operation
reported a turnover of HK$5,978.4 million, up by 31.2%
compared to the same period last year and a net profit before
corporate interest and expenses of HK$285.5 million, up by
56.9% over that of last year. The increase was mainly due to
the sharing of a gain from the disposal of our interest, held
through a jointly controlled entity, in the aviation fuel facility at
the Hong Kong International Airport and partly offset by a
decline in profit contributions from our filling stations

operation in Hong Kong.

The surge in overall turnover for the period under review was
the resultant effect of fluctuating international crude oil prices,
spurred by the US/Iragq war and uncertainty over oil supply by
OPEC. Despite the SARS outbreak, the operation still achieved
a moderate growth in the overall sales volume for the first half
of 2003.

The refined oil distribution managed to maintain its profit
margins for aviation kerosene and diesel oil during the first half
of 2003, when world oil prices were extremely volatile. Despite
cancellation of airline flights during the period of SARS
outbreak, aviation kerosene still maintained a sales volume
growth due to strong performance in the first quarter of 2003,
and supply contracts secured from more airlines. For the period
under review, fuel oil distribution reported satisfactory sales
performance, due to expansion in the PRC market. LPG
distribution in Hong Kong and LPG exports to PRC both
reported stable sales growth. Petrochemicals distribution
business maintained a decent growth in turnover, in particular

for the Chinese Mainland market, for the period under review.
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For the first half of 2003, petrol and LPG stations in Hong
Kong reported an increase of 4.3% in sales volume over last
year. Earnings contribution fell by HK$24.3 million due to the
high LPG cost and a mismatch in the price-fixing mechanism. In

volume terms, LPG sold at the stations rose by 11.1%.

To capitalize on the strong demand of piped gas in the Chinese
Mainland, the Group entered into a joint venture agreement
with the local government of Suzhou municipality in August
2003 to distribute and supply piped gas for Suzhou New
District # JI #7[& . The new venture, of which the Group has a
70% interest in its share capital of US$15 million, will invest a
total of about US$24 million for the construction of the piping
network. The Group will keep on exploring the investment

opportunities in the Chinese Mainland.

Barring any unforeseeable circumstances, the Group anticipates
that the world oil prices will stabilize over the rest of 2003.
Following the lifting of the travel advisory by the World Health
Organisation in May 2003, demand for aviation fuel has
gradually restored to normal level. The Group will continue to
take prudent measures to enhance its future performance of its

petroleum and chemical distribution operation.

Retail

Turnover for the six months ended 30 June 2003 was
HK$4,303.6 million, an increase of 57.9% compared with the
same period of last year. The retail segment reported a net loss
before corporate interest and expenses of HK$88.8 million for
the first half of 2003 as compared to a net profit of HK$61.5

million for that of last year.
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Supermarket

For the six months ended 30 June 2003, the operation
reported a turnover of HK$3,390.7 million, an increase of
93.4% over the same period last year and a net loss before
corporate interest and expenses of HK$66.1 million for the first
half of 2003 compared to a net profit of HK$47.6 million for
that of last year. The under-performance was due to the
adverse impact of SARS on hypermarkets, and high cost
structure following rapid expansion in last year. The results
before interest, taxation, depreciation and amortization
("EBITDA") was in a loss of HK$10.3 million for the period

under review.

The substantial increase in turnover was attributable to the
increase in number of stores as well as the acquisition of a
65% equity interest in FEHE{EHBR AR China Resources
Vanguard Co., Ltd. in July 2002. The SARS outbreak was a
blow to the hypermarkets in Guangdong as reflected by their
8% same-store sales decline during the second quarter of
2003. For the first half of 2003,

expenses of one-off nature in connection with the opening of

upfront store opening

17 stores, including 1 hypermarket, totaled HK$11.0 million.

The Group is progressing well in its endeavor to establish a
national brand for the Chinese Mainland operations in the
second half of this year through a re-branding program, along
with its plans to revamp store formats to capture market
growth. In a bid to ensure our resources are efficiently utilized
and our store formats are replicable, the Group rolled back

some shop opening plans for 2003. The cost saving program
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initiated lately to reduce salaries and rentals has begun to
produce some desirable results. A new supplier rebate system
has been introduced to categorize suppliers according to their
sales and encourage volume discount, resulting in a much
improved supplier relationship. Consistent with the Group’s
business strategy to become a leading distribution and retail
group with sufficient logistic support, the Group acquired an
established logistics business from its controlling shareholder in
July 2003. The Group’s supermarket operations will benefit
most from this acquisition. The newly acquired logistic business

will form part of the supermarket operations.

While the SARS outbreak adversely affected sales of the
hypermarkets in the Chinese Mainland, the effect was
mitigated by the stimulated sales for the operations in Hong
Kong as people purchased more food from supermarkets for
consuming at home rather than dining out. Supermarkets in
Hong Kong that were given a facelift under the redecoration

program in 2002, reported improved performance.

At end of June 2003, the Group operated a total of 461 stores
in Hong Kong and the Chinese Mainland as compared to 454
at the end of last year. The number includes self-operated
stores as well as some stores in the Chinese Mainland under
the franchise arrangements. During the first half of 2003, 17
stores were opened and 10 stores were either closed or their

franchise terminated.

Share of associate’s profit from Suguo Supermarket Co., Ltd.
HRBEMARRAF,
equity interest in September 2002, totaled HK$5.1 million for

in which the Group acquired a 39.25%

the period under review.
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The Group’s objective this year is to strengthen the

management team and improve fundamentals  of
merchandising, operational and logistics, and we are confident

and remain committed to this operation.

Brand-fashion distribution

Turnover for the six months ended 30 June 2003 was
HK$446.8 million, an increase of 11.9% compared with the
same period of last year. The operation reported a net loss
before corporate interest and expenses of HK$16.5 million for
the first half of 2003 as compared to a net profit of HK$6.5
million of last year. The results for the period under review was
clouded by the SARS crisis and big discounts offered for the
stock clearance of certain brands. EBITDA for the first half of
2003 fell by 24.9% to HK$45.3 million as compared to that of
HK$60.3 million last year. For the period under review, most of

the established brands reported decent same-store-growth.

The increase in turnover for the period under review was due
primarily to the continuing store expansion and effective
advertising. As of 30 June 2003, the Group distributed 18
international brands through 715 self-operated and franchised
boutiques at designated cities in the Chinese Mainland,

compared with 761 boutiques at the end of last year.

The Group anticipates that retail sales for high fashion in major
cities will gradually return to normal following winning the
fight against the SARS. Meanwhile, the Group will continue to

focus on individual brand profitability.
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Hong Kong Retail

For the six months ended 30 June 2003, the operation
reported a turnover of HK$466.1 million, down by 18.7% over
the same period of last year and a net loss before corporate
interest and expenses of HK$6.2 million, compared to a profit
of HK$7.4 million of last year. The lackluster performance was
attributable to the sluggish economy, outbreak of SARS in
March this year and also the closure of two CRC Department
Stores ¥ M B E in 2002. Partly stimulated by the effects of
SARS, CR Care Stores = reported increase in sales for
medicine and drugs and decent profit growth for the period
under review. SARS impacted the performance of Chinese Arts
& Craft Stores A2 and CRC Department Stores ZEHH & in
varying proportions, due to drop in tourists and customer visits.
At the end of June 2003, the Group operated 2 CRC
Department Stores % B H &, 5 Chinese Arts & Craft Stores #
4, 2 super-sized and 20 smaller-sized CR Care Stores £ i = .
During the period under review, the Group has taken active
steps to mitigate the SARS impact, including cost cutting

measures for marketing expenses and staffing.

Food Processing and Distribution

For the six months ended 30 June 2003, the operation
reported a turnover of HK$2,357.4 million, a decrease of 1.3%
and a net profit before corporate interest and expenses of
HK$175.5 million, an increase of 1.8%, compared with the

same period last year.

Turnover of livestock distribution grew steadily by 2.7% for the
first half of 2003,

compensating for the decline in sales of frozen meat following

compared with that of last vyear,

the uplift of export quota. The better than expected
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performance was attributable to active promotion on high
quality fresh meat under the “Ng Fung” brand name. However,
the performance of foodstuffs distribution was affected by the
gloomy outlook of restaurant and catering industry, due to the
outbreak of SARS and weak consumer sentiments in Hong

Kong.

The marine fishing and aquatic products processing operation
recorded a surge in operating profit by 88.6%, over that of last
year for first half of 2003. These encouraging results were the
direct benefits from efforts taken in exploring more fishing
ground and enhancing catching capability of fishing fleet
which resulted in growth of 16.9% in total catches, and

improvement in quality of catches.

The ice-cream business under the food production and
processing operation experienced satisfactory performance,
due to efforts made in broadening customer base and
enhancing market penetration through marketing and
promotional campaigns and diversifying product range, leading

to an 18.8% increase in turnover when compared to last year.

To cope with the challenges ahead, the Group will accelerate
its business growth, through prudent marketing strategy,
diversified promotional campaigns, rollout of new products and
new investment opportunities in the Chinese Mainland meat
market. In March 2003, the Group has set up its first joint
venture to construct a modern meat-processing operation in

Shanghai.
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Beverage

For the six months ended 30 June 2003, the beverage
operation reported a turnover of HK$1,908.6 million, an
increase of 3.4% over last year and a net profit before
corporate interest and expenses of HK$25.3 million, down by
34.3% compared to that of last year. The profit performance
for the period under review was affected by SARS, reduced
profitability in Jilin and Dalian, as well as initial loss of the

newly acquired brewery in Beijing.

Sales volume of beer for the first half of 2003 totaled
1,228,678 Kkilolitres, an increase of 8.8% compared to the
same period last year, aided by the addition of the new
breweries at Wuhan and Panjin acquired in 2002 and at Beijing
acquired in 2003, and the stable growth for the Sichuan Blue
Sword, consolidating our market position as the second largest
brewer in the Mainland. Sales volume of our national brand,
"SNOW EFE", increased by 45% from first half of 2002 to
302,000 kilolitres, representing 25% of the total volume sold,
reflecting its  growing  penetration  following  the
implementation of our brand development strategy in the
whole country. Organic sales volume growth of beer was 5.4%
with strong earnings performance at Sichuan, Anhui and
Shenyang, and the loss at Harbin was substantially reduced.
Average selling prices decreased by 6% due to promotional

activities but gross margin was in line with last year.

As of June 2003, total number of breweries was 29 with a
combined annual production capacity of approximately 4.1
million kilolitres. Sales volume of purified water for the first
half of 2003 amounted to 165,271 kilolitres, up by 34.4% over

last year.
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To facilitate national brand development and brewery
management, further acquisitions of part of the minority stakes
from certain JV partners were made in August and September

2003.

Textile

For the six months ended 30 June 2003, the textile operation
reported a turnover of HK$1,410.5 million as compared to
HK$999.5 million for the same period last year and a net profit
before corporate interest and expenses of HK$82.3 million as

compared to HK$47.2 million of last year.

The satisfactory performance for the first half of 2003 was due
primarily to acquisition growth and also the cotton price hike,
which led to substantial increase in the selling prices for yarn
and fabrics. Effective control over cotton purchased cost
contributed also to the higher-than-expected profit. Overall net
margin was about 5.8% compared with 4.7% for the first half
of 2002. Despite the SARS effect, garment exports performed

well as most orders were secured prior to February 2003.

Since the beginning of this year, the Group acquired three other
textile plants, including one in Jiangsu and two in Shaanxi. Our
12 textile plants, equipped with 960,000 spindles, 14,600 looms
and 13 printing & dyeing lines, are capable of an annual
production of 100,000 tonnes of yarns, 260 million metres of
grey fabrics and 130 million metres of finished fabrics. In July
2003, the Group completed the acquisition of an approximate
EHIBERMAR LT China

a Shenzhen-listed company with

51% equity interest in
Resources Jinhua Co. Ltd.,
textile production operation in Sichuan. Such acquisition is
expected to reinforce the textile operation’s performance in the

second half of 2003.
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The Group is making progress with its technology upgrade
program to replace the old machines with advanced models. In
a bid to enhance profitability, the Group will monitor the price
movements closely for cotton and garment quota. Over time,
the Group aspires to become a leader in the market place,
manufacturing and trading textile products under its own
brand.

Property

For the six months ended 30 June 2003, the Group’s property
segment reported a turnover of HK$142.6 million, a decrease
of 33.6% over last year and a net profit before corporate
interest and expenses of HK$165.9 million, up by 70.9%

compared to last year.

Property development

The Group’s Hong Kong property development, which
comprises its 55% interest in the Villa Esplanada project,
recorded a turnover for the period under review of HK$5.0
million (2002: HK$66.1 million) and a net profit before
corporate interest and expenses of HK$22.1 million (2002:
HK$9.9 million). The development has been completed with all
residential units substantially sold in prior years. At the end of
June 2003, only 2 residential units remained unsold. Of the
500 car parks, 212 were sold and 256 leased at the end of

June 2003.

Rental Properties

Rental properties include office, retail and industrial premises.
For the six months ended 30 June 2003, the operation
reported a turnover of HK$137.6 million, a decrease of 7.4%
over last year and a net profit before corporate interest and
expenses of HK$143.8 million, up by 64.9% compared to last
year. The rental shortfall was due to the renovation work at
Argyle Centre and rental concessions made to some SARS-

affected tenants.
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Despite the weak economy in Hong Kong, average occupancy
rates of office premises improved slightly while that of retail
premises remained high during the period under review. The
Group's retail property at Argyle Centre, previously occupied
by a CRC Department Store ¥ 5 &, has been converted
into a trendy mall, with more than 70% successfully leased so
far at satisfactory rates. Due to change in use of the property
from fixed assets for own use to investment property, it

resulted in an increase in deferred tax credit.

Investments and Others

For the six months ended 30 June 2003, the Group’s other
investments reported a turnover of HK$167.9 million (2002:
HK$272.6 million) and a net profit before corporate interest
and expenses of HK$167.5 million (2002: HK$190.8 million).

Container Terminal

The Group has a 10% interest in HIT Investments Limited. In
Hong Kong, the operations reported throughput in line with
last year and earnings before interest and tax (EBIT) declined
5%. The Yantian port operations reported throughput growth
of 30% and EBIT growth of 38%.

Building Materials

For the six months ended 30 June 2003, the operation
reported a turnover of HK$167.9 million, a decrease of 23.2%
over the same period last year and a net profit before
corporate interest and expenses of HK$9.1 million as compared
to last year of HK$36.6 million. Subsequent to the balance
sheet date as of 30 June 2003, the Company has successfully
spun off its building materials operations by way of a

distribution in specie to the shareholders.
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CAPITAL AND FUNDING

The Group centralizes surplus fund and funding requirements
for all its operations to achieve better treasury operational
control and average cost of funds. As at 30 June 2003, the
Group's consolidated cash and cash equivalent amounted to
HK$4,315 million. The Group’s borrowings as at 30 June 2003
were HK$5,795 million with HK$1,970 million payable within 1
year, HK$3,825 million within 2 to 5 years. Committed
borrowing facilities available to the Group, but not drawn as at
30 June 2003, amounted to HK$1,500 million. All the
borrowings are subject to floating rates except for the US$230
million convertible guaranteed bonds, which are subject to

fixed interest rate.

Calculated on the basis of the Group’s net borrowings over
shareholders’ funds and minority interests, the Group's net
gearing ratio remained low at approximately 8.8%. Together
with the available banking facilities, the Group has adequate
financial resources to finance its operations and to cope with

its investment plans in the foreseeable future.

The Group’s principal assets, liabilities, revenue and payments
are denominated in US dollars, Hong Kong dollars and
Renminbi. The Group expects that the risk exposures to foreign
exchange rate fluctuations are minimal. As of 30 June 2003,
52% of the Group’s cash deposit balances was held in Hong
Kong dollars, 26% in Renminbi and 22% in US dollars. 36% of
the Group’s borrowings were denominated in US dollars and

36% in Renminbi with the remainder in Hong Kong dollars.
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RZZEE=FA=-THEEABEBERFEEH " At the balance sheet date of 30 June 2003, the Group has

AEE B PR F(EE B 571,900,0007T pledged its fixed assets with a net book value of HK$571.9
—EE-F+ - F : #%466,400,0007T) A million (December 2002: HK$466.4 million) to secure short-
TEEREDNLCHEERSBEBE term loans in sum of HK$359.5 million (December 2002:
359,500,000 (ZZEZ-_F+ - : B HK$370.6 million).

370,600,0007T) °

D= = CONTINGENT LIABILITIES

H

RZZEZE=FRA=1TH AEELESLRK The Group does not have any material contingent liabilities as
RNBE - at 30 June 2003.
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