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Petroleum and Chemical Distribution

The Group's petroleum and chemical distribution operation is principally
engaged in the distribution of petroleum, LPG and chemical products in
Hong Kong and the Chinese Mainland. Turnover of the operation for the
half year to 30 June 2004 amounted to HK$8,996.3 million, an increase
of 50.5% over the same period of last year. Excluding 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
in 2003, net profit before corporate interest and expenses for the period
of HK$148.3 million increased by 4.2% over the same period in 2003.

During the period under review, world oil price soared to a decade high
level leading to substantial increase in prices of oil and chemical products.
A strong volume growth by above 40% of the oil products distribution
helped compensate the decline in gross margins due to world oil price
escalation and contributed to the steady growth in net profit of the
operation.

The oil products distribution operation reported a steady improvement in
profit contribution in comparison with the same period of last year.
Despite competitive pricing pressure, the operation has enjoyed good
volume growth assisted by secured supply contracts of fuel oil and
aviation fuel. Gross margin of aviation fuel distribution was affected by
increased cost due to high oil price and the time lag of price adjustment
mechanism. This has largely offset the increase in profit from sales volume
growth of diesel and fuel oil distribution.

The petrol and LPG station operation in Hong Kong and the Chinese
Mainland reported a decline in profit for the period under review. Under
the environment of escalating oil prices, the time lag effect in LPG price-
fixing mechanism of Hong Kong filling stations hampered profit margin.

The chemical operation recorded a decline in profit during the first six
months of the year. Gross margins were affected as imported chemical
products had to be competitively priced over the domestic chemical
products so as to maintain the demand in the Chinese Mainland market.
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The piped gas operation in Suzhou, established with the municipal
government of Suzhou in August 2003, reported satisfactory turnover and
net profit contribution for the period under review. It will continue to
construct pipelines to provide direct connection of piped gas to end-users
in Suzhou New District. The growing manufacturing industry, relative cost
advantage of natural gas and increasing awareness of environmental
protection would favour the development of gas fuel sector in the
Chinese Mainland. Leveraging on its experience and competitive
advantage, the Group would prudently look for investment opportunity in
this sector.

Looking forward, the Chinese Mainland economy is expected to maintain
a steady growth momentum and the demand for oil and chemical
products will remain strong. The Group will further enhance its
distribution network of oil products and to capture investment
opportunities in the gas fuel sector in the Chinese Mainland. While the
world oil price continues to remain at a high level, the Group will take
prudent inventory control and hedging measures to mitigate the possible
impact of the oil price volatility on the business performance.

Retail

The Group's retail operation mainly comprises three business segments:
(1) supermarket operation; (2) brand-fashion distribution in the Chinese
Mainland and (3) other retail stores operation. Turnover of the Group’s
retail operation during the period totalled HK$6,873.5 million, a 59.7%
increase over the first six month of last year. The operation made a net
profit before corporate interest and expenses of HK$78.7 million for the
period under review. This was in marked contrast to the HK$88.8 million
loss recorded in the same period of last year during the SARS outbreak.

During the period under review, the Chinese Mainland economy
continued to grow steadily and domestic consumption remained buoyant.
Consumer purchasing power, especially that in the urban and suburban
regions remained robust in the first half of the year. Fuelled by rising
domestic consumption and surging tourist arrivals from the Chinese
Mainland, Hong Kong economy recovered moderately and retail sales
continued to grow. Benefiting from an economic upswing and effective
management measures to enhance operational efficiency of the
supermarket operation, our retail operation reported marked
improvement in both turnover and profitability.
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Supermarket

The supermarket and logistics operation reported a significant increase in
turnover to HK$5,893.2 million, a 73.8% increase over the first six
months of last year. Net profit before corporate interest and expenses was
HK$40.2 million, compared with a net loss of HK$66.1 million for the
corresponding period in 2003. Consolidated earnings before interest, tax,
depreciation and amortisation (“EBITDA") for the first six months of 2004
totalled HK$249.0 million, compared with a loss of HK$10.3 million for
the same period in 2003.

The Group currently operates its supermarket business through three
groups of subsidiaries, including ZE B &K AR 27 China Resources
Vanguard Co. Ltd. (“CR Vanguard”) and #&R#Bm AR A7 Suguo
Supermarket Co., Ltd. (“Suguo”) which became a subsidiary of the
Company in October 2003. By the end of June 2004, the Group operates
a total of approximately 1,700 stores, including over 80 traditional
supermarkets in Hong Kong, whilst 18 hypermarkets, about 330
traditional supermarkets, about 210 convenient stores, about 100
superstores and over 900 franchised stores in the Chinese Mainland.

The substantial increase in turnover was mainly attributable to the
consolidation of turnover of Suguo for the period under review and the
recovery of hypermarket sales from the outbreak of SARS in the second
quarter of 2003. Persistent efforts to improve quality and variety of
merchandises in our stores to satisfy the needs of customers also
facilitated the growth in sales. A notable increase in same store growth
was recorded for the operations in Eastern and Northern China.

The consolidated results of Suguo since October 2003 improved the net
earnings of the supermarket operation. Suguo reported a strong growth
in both turnover and profit as compared with the same period of last year.
With its effective pricing strategy and optimised composition of
merchandises, Suguo reported a favourable increase in same store growth
and gross margins for the period under review.

Payment from suppliers, which includes volume incentives, store display
and promotion income, is a significant source of profit contribution to the
supermarket operation. Payment from suppliers of other existing
supermarket operation (including CR Vanguard) increased substantially by
about 54% as a result of the implementation of new supplier rebate
system by new management team since the third quarter of 2003.
Coupled with the reduced operational expenses resulted from continuous
improvement in operational efficiency through on-going cost control
measures, the net loss of the other existing supermarket operation
reduced substantially for the period under review.
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For the period under review, EBITDA of Suguo and other existing
supermarket operation amounted to HK$104.0 million and HK$61.5
million (2003: a loss of HK$51.9 million), respectively.

With the improving Hong Kong economic environment and growing
demand for warehouse space due to tightening up of import of frozen
foodstuff to the Chinese Mainland via Hong Kong, our existing godown
business continued to report steady operating results. Together with the
contribution from the newly acquired logistics business, the logistics
operation under the supermarket operation recorded satisfactory results in
the first half of the year.

The Group is working ahead in the progress of the re-branding program
of the operation and target to rename all supermarkets, except those
under Suguo, by the end of 2005. In order to further enhance loyalty of
our customers, the Group will carry out stringent study on the
development of supermarket products under our own brand with good
quality.

In driving synergies of the entire supermarket operations in Jiangsu, the
Group has entered into an acquisition agreement with /T # & £ @ R %
#8 2 7] Jiangsu Foodstuff Co., Ltd. in early June to acquire an additional
24.25% equity interest in Suguo, subject to the approval of Ministry of
Commerce of the People’s Republic of China. To enhance operational
efficiency among different operations of the Group as part of its retail-led
distribution strategy and to take advantage of the relaxation of foreign
ownership restriction before the end of this year following the Chinese
Mainland’s entry to the World Trade Organisation, the Group has an
intention to acquire the remaining 35% interest in CR Vanguard. The
expanded supply chain and the associated cost benefits will further
improve profitability and strengthen our market leadership in the most
affluent regions in the Chinese Mainland.

Despite the implementation of macro economic tightening measures by
the Chinese Government earlier this year, the Chinese Mainland economy
is expected to sustain a steady growth. The Group is optimistic that its
retailing business will continue to show improvement in the remaining
months of this year.

Brand-fashion distribution

The operation reported a turnover of HK$513.7 million for the first half
year, an increase by 15.0% from the same period of last year. Net profit
before corporate interest and expenses of the operation was HK$14.1
million, compared with a net loss of HK$16.5 million for the
corresponding period in 2003 at the time of SARS outbreak.

"
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By the end of June 2004, the Group distributed 10 international brands
through approximately 690 self-operated and franchised stores at
designated cities in the Chinese Mainland.

The sales improvement in the first half of the year was mainly driven by
the increase in sales of the “Esprit” brand. Turnover of the “Esprit” brand
was 19.1% ahead of the same period in 2003, due to increased number
of stores and effective promotion, which also stimulated growth in
turnover of wholesales business. Clearance sales for the discontinued
brands helped reduce inventory level and improve the financial
performance of the operation.

Other retail stores

The operation reported a steady turnover of HK$466.6 million in the first
half of the year. Net profit before corporate interest and expenses of the
operation was HK$24.4 million, compared with a net loss of HK$6.2
million for the SARS-affected same period of last year.

By the end of June 2004, the Group’s chain of other retail stores in Hong
Kong consists of 5 Chinese Arts & Crafts Stores # £, 1 CRC Department
Stores FEH B & and 29 CR Care Stores F B = .

The overall decline in department store turnover was due to the closure of
Mongkok store in 2003. The remaining two stores in the first half of the
year recorded satisfactory growth in turnover. Rising domestic
consumption due to further recovery of consumer sentiment and surging
tourist arrivals from the Chinese Mainland continued to be the driving
forces for the sales improvement.

Chinese Arts & Crafts Stores H# operation recorded an improved
operating profit in the first half of the year. This was mainly driven by
sales growth and gross margin growth due to change in sales mix.
Satisfactory pre-closure sales of CRC Department Stores #EH B & at
Hennessy Road also helped contribute overall increase in turnover and a
turnaround in profitability. Our CR Care Stores # 8 = operation recorded
a moderate turnover growth with a reduction in operating profit due to
increased promotion expenses for brand building.

The Group will continue to open up more CR Care Stores =& & within
our supermarkets to better leverage the synergies among our businesses
and will consider the possibility of expanding into the Chinese Mainland
market, when opportunity arises.
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Food Processing and Distribution

Food processing and distribution operation reported a turnover and net
profit before corporate interest and expenses for the first six months of
2004 of HK$2,692.2 million and HK$203.4 million respectively,
representing an increase of 14.2% and 15.9% over the same period of
last year. Excluding a deemed disposal profit from the dilution of our
interests in an associated company, Hunan New Ng Fung Co., Ltd. upon
the successful listing of the shares of the company on Shanghai Stock
Exchange in June 2004, the performance of established businesses in the
operation remained relatively stable during the period under review.

Foodstuff distribution operation reported a turnover growth by 18.6%
over the same period of last year with a stable net profit contribution. The
operation enjoyed good volume growth, fuelled by the decrease in
imported poultry due to the outbreak of avian flu in the nearby Asian
regions and the increasing health awareness of Hong Kong citizen that
collectively stimulated demand for branded food with better quality. On-
going promotion of high quality fresh meat under the L2 brand name
and enrichment in product mix and refined marketing strategy to broaden
customer base for frozen food distribution continued to be the driving
forces of the sales volume growth of the operation. High revenues,
however, were hampered by the soaring prices of livestock in the Chinese
Mainland, leading to a slight decline in profit margin.

Marine fishing and aquatic products processing operation reported turnover
and net profit growth by 8.6% and 144.5% over the same period of last
year. The on-going efforts in exploring more high quality fishing grounds,
enhancing catching capability of fishing fleets and expanding sales network
have proven to be effective in improving profitability.

The meat-processing centre in Shanghai is under construction with good
progress. In order to implement the Group’s retail-led distribution strategy
and further expand into the Chinese Mainland meat market, the Group
entered into an agreement with Shenzhen Commerce & Trade Investment
Holdings Co. in April 2004 for the acquisition of a 70% interest in
Shenzhen General Food Corporation. The Group aims to integrate the
Shenzhen project with those businesses in the Hong Kong market to take
full advantage of the regional development in the Pearl River Delta and to
enhance profitability. The Group expects that the two meat-processing
projects in Shenzhen and Shanghai will start contributions in the second
half of this year and next year respectively.

Beverage

Beverage operation reported a turnover and net profit before corporate
interest and expenses for the first six months of 2004 of HK$2,299.0
million and HK$57.0 million respectively, representing an increase of
20.5% and 125.8% over the same period of last year.

13
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The increase in turnover and profitability of the operation was mainly
driven by the growth in sales volume of beer by 17% to approximately
1.4 million kilolitres and purified water by 27% to approximately 0.2
million kilolitres. The organic growth of the sales volume of beer, which
excludes newly acquired breweries, amounted to approximately 11% for
the first six months of the year. Substantial sales volume growth was
recorded by the breweries in Sichuan, Harbin, Hubei and Dalian region. To
boost overall sales volume, effective marketing strategies were adopted to
improve the distribution network so as to increase respective sales to retail
shops and restaurants in these regions. Growth in sales volume was also
helped by the successful entrance into neighbouring regions by our
breweries in Sichuan.

Despite the increase in raw material prices and fuel costs, gross margin
was maintained at the same level as last year. It was mainly attributable to
the increase in production volume that helped reduce unit production cost
as well as the improvement in product mix. Interest expenses reduced
substantially for the period under review primarily attributable to the
swapping of Renminbi borrowings with US dollars borrowings. Coupled
with the satisfactory results contributed by the newly acquired breweries,
one brewery in Zhejiang Province and two breweries in Anhui Province,
net profit of the operation improved substantially.

Owing to persistent efforts in promoting our national brand — “Snow”,
sales volume increased by 38% to approximately 410,000 Kkilolitres,
compared with approximately 300,000 kilolitres for the same period of
last year.

The addition of the newly acquired breweries in Zhejiang and Anhui helps
span our significant market presence across the Central and Eastern China
region. By the end of June 2004, the Group operates a total of over 30
breweries with an annual production capacity of approximately 5.0 million
kilolitres.

To offset the impact of the increase in raw materials prices and fuel costs,
the Group has started to increase the beer prices in some areas in June, in
line with the local marketing strategies. A new advertising campaign was
commenced in July promoting the national brand — “Snow”. The Group
will invest about RMB680 million in the construction of a new brewery at
Dongguan, Guangdong Province in November and is expected to be
operational in early 2006 with an ultimate capacity of approximately
300,000 kilolitres. The Group will continue to focus on brand building,
enhance product mix and expand its market presence in the Chinese
Mainland.
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Textile

Turnover of the textile operation for the half year to 30 June 2004
amounted to HK$1,700.7 million, an increase of 20.6% over the same
period of last year. Net profit before corporate interest and expenses was
HK$45.8 million, a decrease of 44.3% from the same period of last year.

The growth in turnover of the operation was mainly attributable to the
initial contributions of FE H 8 ZE A% {7 R 2 & China Resources Jinhua
Co. Ltd., MM E B K E4 4B R 2 7 Nantong China Resources Dashen
Textiles Co., Ltd and R ZE L 474 B R 2 A Jinan Hua Feng Textile Co.,
Ltd., all being acquired in 2003, as well as the increase in selling prices
driven by the high cotton prices, and partially offset by a decline in sales
volume as a result of temporary suspension of production of two factories
due to relocation to new sites. Coupled with the reduction in gross
margins due to the surge in cotton prices and the increase in finance cost
for the purchase of cotton, the operation reported a decline in net profit
in the first six months of the year.

The operation is expected to be difficult in the second half of the year
under prevailing business environment. The Group will continue to take
proactive measures to mitigate the effect of fluctuation of cotton price.
Most of the machinery under the technology upgrade program will be
fully operational in the second half of the year. The Group strongly
believes that the technology upgrade program is poised to enhance
production efficiency and product quality of the textile operation which
will, in turn, improve the profitability in the long term.

Property

Property operation, mainly comprises the rental properties segment of
retail, office and industrial premises, reported a turnover and net profit
before corporate interest and expenses for the first six months of 2004 of
HK$156.9 million and HK$166.9 million respectively, representing an
increase of 10.0% and 0.6% over the same period of last year.

For the period under review, the Group’s rental properties segment
recorded a turnover and net profit before corporate interest and expenses
of HK$150.9 million and HK$166.3 million respectively, representing an
increase of 9.7% and 15.7% over the same period of last year.

Due to the improved sentiment, demand for retail properties continued to
pick up during the period under review. Average occupancy rate of retail
premises remained high at 94.7% while industrial premises surged to
90.2%. The Group’s investment properties continued to provide stable
rental income.
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The renovation of the Group’s retail property at Hennessy Road, previously
occupied by a CRC Department Store ZH 5 &, commenced in early June
2004 and is expected to complete by end of the year.

Investments and Others
After the successful spin-off of the ready mixed concrete operation in July
2003, the investments and others operation reported no turnover for the
six month ended 30 June 2004 (2003: HK$167.9 million) and net profit
before corporate interest and expenses amounted to HK$178.4 million
(2003: HK$167.5 million).

Container Terminal

The Group has a 10% interest in HIT Investments Limited. In Hong Kong,
Hongkong International Terminals reported a growth of 12% in
throughput and 5% in EBIT, compared to the same period of last year.
Yantian port reported throughput growth of 20% and EBIT growth of
22%, reflecting new capacity from two new berths at Phase Il which
started operations at the end of 2003. The remaining two berths of Phase
ll'in Yantian are expected to be completed in the second half of 2004.

The Group’'s policy is to centralize surplus fund and financing
requirements to achieve better treasury control and lower cost of funds.
The Group’s consolidated cash and cash equivalent as at 30 June 2004
amounted to HK$4,588 million. The Group’s borrowings as at 30 June
2004 were HK$7,735 million with HK$2,670 million repayable within 1
year, HK$4,973 million repayable within 2 to 5 years and HK$92 million
repayable after 5 years. Committed borrowing facilities available to the
Group, but not drawn as at 30 June 2004, amounted to HK$1,200
million. Except for the US$230 million convertible guaranteed bonds, all
the borrowings are subject to floating rates.

Calculated on the basis of the Group’s net borrowing over the
shareholders’ funds and minority interests, the Group’s gearing ratio was
approximately 17.0% (31 December 2003: 16.5%).
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As at 30 June 2004, 17% of the Group’s cash deposit balances was held
in US dollars, 45% in Renminbi and 36% in Hong Kong dollars. 35% of
the Group’s borrowings was denominated in US dollars and 38% in
Renminbi with the remainder in Hong Kong dollars. In order to limit the
exposure to the fluctuations in foreign currency rates and interest rates,
the Group entered into certain forward contracts and interest rate swaps
to hedge for part of its borrowings.

During the period ended 30 June 2004, the Group spent approximately
HK$1,300 million on capital expenditure, of which about 65% for fixed
assets additions and the remaining for new acquisitions in food
processing and distribution, beverage and textile operations, as part of
our retail-led distribution strategy. Capital expenditure was primarily
financed by internally generated funds from operations.

As at 30 June 2004, fixed assets with net book value of HK$379.5 million
(31 December 2003: HK$357.8 million) are pledged for short term loans
in the sum of HK$307.2 million (31 December 2003: pledged for short
term of HK$256.7 million) and long term loans in the sum of HK$56.4
million (31 December 2003: pledged for long term loan of HK$56.4
million).

The Group does not have any material contingent liabilities as at 30 June
2004.

As at 30 June 2004, the Group, excluding its associated companies,
employed approximately 80,000 people, of which over 90% 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
SONG LIN
Deputy Chairman and Managing Director

Hong Kong, 2 September 2004





