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Introduction

CITIC Pacific’s 2004 Annual Report includes a letter from the Chairman to
shareholders, the annual accounts and other information required by
accounting standards, legislation, and the Hong Kong Stock Exchange.
This Financial Review is designed to assist the reader in understanding the
statutory information by discussing the contribution of each business

segment, and the financial position of the company as a whole.

Profit Attributable to Shareholders

The net profit attributable to shareholders for the year ended 31 December
2004 was HK$3,581 million, an increase of 175% compared with HK$1,301
million achieved in 2003. The adoption of three new accounting standards
increased the profit of 2004 by HK$492 million as compared with using
the old standards. The other reasons for the increase in profit are

described below.
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Business Segments Contribution

The contribution made by major business units in the year of 2004,

compared with the same period of 2003, were:

a Fl B Jk Contribution

B EET HK$ million 2004 2003 2004 - 2003
%E Power Generation 439 229 210
fze Aviation 1,398 421 977
AR I Civil Infrastructure 329 635 (306)
ERE Communications 133 230 (97)
LSRR RIS Special Steel Manufacturing 438 178 260
L/ES Property 608 508 100
$HE M) iH Marketing & Distribution 284 264 20
REYEE Investment Properties Revaluation 181 (587) 768

B T T = AR s A B R E R

o BE : BUA 2 MR B 1R 8% KO I i
L7764 e B IG5 JRi 1 A 2l 3k
B -

o fiZE s BN T =4 J%ﬁ%ﬁ%i
RWE Tk - BB 2 R e 2 R — %%
AR R B S B R A R %W%’ILL
B B BRAY B R IR R ek B 1

i 2 2 A o U A R R o

o BLBREGME ¢ AV I T M BEE 2 U6 R B JRK B
:2$4$wﬁammm¢%¢%a$%
FimWMERIER > & F R G A E R
B e

o HEE P EEMICLI6 S PR LR %
Tm@m%ﬁ%ﬁﬁgiigﬁwL 15}
P R T R A R E R
TR o FAh Y fE B SETH B AT AE 0 R B B
TP -

o FRTEGNELE - LY O R R E Y B R N
TREBRY > FIBEEREM LT 2%
T A ) B BRI A P R -

Compared with the contribution for year 2003:

Power Generation: there was an 8% increase in power produced at
existing power plants and the newly acquired North United Power and

Han Feng made first contributions.

Aviation: Cathay Pacific and Dragonair carried a record number of
passengers and cargo in 2004. Passenger traffic was depressed in 2003
due to saRS. HACTL handled a record volume of cargo and Air China
Cargo contributed for the first time.

Civil Infrastructure: our two tunnels in Hong Kong made a similar
contribution to 2003, and the reduction in contribution was because
CITIC Pacific no longer owned the bridges and tunnels in Shanghai
in 2004.

Communications: CITIC Telecom 1616’s performance in 2004 was
similar to 2003 as were those of Guoan, but the contribution from
cTM decreased due to competition. Expenditure was incurred on other

communication businesses in their development stage.

Special Steel Manufacturing: higher margins were achieved in 2004
on a slightly higher volume due to strong demand for the high quality
steel produced by the Xingcheng Steel Plant.
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* Property: the sale of 255 flats at the New Westgate Garden increased
the contribution from property development. Property leasing

contribution increased both in Hong Kong and Shanghai.

e Marketing & Distribution: The Mainland motor business was affected
the reduced availability of credit, especially for large trucks. The
Hong Kong motor business outperformed the market with a unit sales
growth of 21%. The contribution from food trading, cosmetics and

other non-motor businesses grew both in DcH and sims.
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The Annual Report contain business segment information for turnover and
profit before net finance charges and taxation for consolidated activities,

jointly controlled entities and associated companies.




it & 57 Geographical Distribution

AR P DL RS 2 i R R R E The division of contribution and assets between Hong Kong, mainland
T By T 2E T 2 B T e 4 B A A o China and overseas is shown below based on the location of the base of

each business’s operations.

#h & 5 e
Geographical Distribution

2003 2003
BLE+=—A=+—-HL +ZA=t+—-B#H
For the year ended 31 December As at 31 December
B HER % REHEEE %
Contribution % Assets at Book Value %
Wl &5 RIFTIE Hong Kong SAR 71 B Mainland China W 85N Overseas
FEXH Interest Expense

ASE 2 A S f s O C B> £ The Group’s interest expense decreased from HK$400 million to HK$376
SEETAEET  FEREEMAH KLY million mainly due to a decrease in borrowing cost from approximately
4.6% Y £3.4% o 4.6% to 3.4%.
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Group Liquidity and Capital Resources

General Policies

The Group’s policy is to maintain a high degree of financial control and
transparency. Financing and cash management activities are centralised at
head office level to enhance risk management, control and the best

utilisation of financial resources of the Group.

We aim to diversify our funding sources through utilisation of both banking
and capital markets. To the extent it is possible, financing is arranged to
match business characteristics and cash flows. Limited or non-recourse

project finance is employed when it is available and appropriate.

CITIC Pacific conducts business mainly in Hong Kong and mainland
China, therefore it is subject to the market risk of the foreign exchange
rates of the HK Dollar, US Dollar and Renminbi. To minimise currency
exposure, non Hong Kong dollar assets are usually financed in the same
currency as the asset or cash flow from it, either by borrowing or using
foreign exchange contracts. Achieving this objective is not always possible
due to limitation in financial markets and regulatory constraints,
particularly on investment into mainland China as currently the
Renminbi is not a free convertible currency and an on-shore forward
market has not been developed. In addition, ‘Registered Capital’, which
usually accounts for no less than 25% of the total project investment
amount, is required to be paid in US or HK Dollars. As a result, CITIC
Pacific has an increasing exposure to the Renminbi. As of 31 December
2004, around 28% of the Group’s total assets were based in mainland
China and the Group was long RMB15 billion.

The Group aims to maintain a suitable mixture of fixed and floating rate
borrowings in order to stabilise interest costs despite rate movements.
Interest rate hedging ratio is determined after taking into consideration
the general market trend, the Group’s cash flow pattern and interest
coverage ratio. The Group actively employs various interest rate

instruments to manage long term interest risk.

The Company only uses derivative transactions for interest rate and
currency hedging purposes, speculative trading is prohibited.
Counterparties’ credit risks are carefully reviewed and in general, the
Company only deals with financial institutions with credit rating at least
investment grade. The counterparties’ lending exposure to the Group is

also an important consideration as a means to control credit risk.
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Cash Flow
By design, most of the Group’s debt is raised at the holding company level.

Z BB

As such, the net amount of cash flow from each business to the Company
is an important indicator as to the Company’s ability to service its debts.

During the period, the Group’s cash flow remained stable and strong.

Following is a summary of the cash contributions by each business segment:

BEEHET HKS$ million 2004 2003
HEAER Infrastructure
%HE Power Generation 469 317
fze Aviation 649 334
e ST Civil Infrastructure 362 283
ERE Communications 111 232
HEESE Special Steel Manufacturing 153 0
LS Property 1,573 1,090
HERDH Marketing & Distribution 35 123
Hith Others 50 72
&t Total 3,402 2,451
EBCHERE BERRESRE
Cash Flow from Operations Cash Flow per Share
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Marketing & Distribution

Manufacturing & Others

I E AR Infrastructure

From Regular Cash Flow per Share
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Cash contribution from Marketing & Distribution to the Group reduced

since Dah Chong Hong reinvested most of its operating cashflow to

various new projects in the mainland.

FEReREME Summary of Consolidated Cash Flow Statement
BB BT HK$ million 2004 2003
ReFrEra/ RER) Net Cash generated from / (invested in)
RAER consolidated activities 1,204 1,535
HEZH B jointly controlled entities 49 23
/NG| associated companies 1,526 (266)
®E investments 393 263
PEEGERREER Sale of business interests and marketable securities 109 6,370
BRI R 2 RAE Capital expenditure and investment in new businesses (7,460) (1,207)
FiE Tax (178) (148)
BXAFEFE Net interest paid (310) (397)
(4,667) 6,173
B Dividends paid (2,189) (4,377)
EEEM Increase in borrowings 3,698 1,151
AT AR Share options exercised 68 -
1,577 (3,226)
RERFERBE 2 ORd)/#I (Decrease)/Increase in cash and cash equivalents (3,090) 2,947
SEEEERBES Group Debt and Liquidity
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As of 31 December 2004, the Group’s total outstanding debt was HK$14.6
billion (31 December 2003: HK$10.5 billion), cash and deposits with

banks were HK$2.4 billion giving a net debt of HK$12.2 billion compared
to HK$5 billion at 31 December 2003. The increase in net debt was mainly

due to new investments as detailed under Capital Expenditure Section.

Leverage, measured by the net debt to total capital, was 24% (31 December

2003: 11%).
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Total Debt

Total debt increased due to capital expenditure and new investments of
HK$7,460 million. The debt at 31 December 2004 that will mature to the
end of 2005 amounted to 6% of the total debt and at that date the Group
had deposits with banks of HK$2.4 billion, exceeding the loans due for
repayment in 2005.
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Total debt Interest Cover
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In the third to fifth year inclusive

Il AF A In the second year

B —F A In the first year
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Il 7S Interest Expense

Interest Cover
EBITDA divided by interest expense for 2004 was 15.1 compared to 7.8 in
2003, due to the 175% increase in profit and a 6% decrease of total

interest expense.
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Loan Covenants

Over the years, CITIC Pacific has developed a set of standard loan
covenants to facilitate the management of its loan portfolio and debt
compliance. The financial covenants are generally limited to minimum
net worth undertaking; a maximum ratio of total borrowings to net worth
and a limit on the amount of pledged assets as a percentage of the Group’s

total assets. CITIC Pacific is in compliance with all of its loan covenants.

Credit Ratings

The Company has been assigned an investment grade foreign currency
long term credit rating of Baa3 by Moody’s Investor Service and BBB- by
Standard & Poor’s. For both ratings, the current credit outlook is stable,
reflecting CITIC Pacific’s strong financial profile including low leverage,

diversified business and strong cashflow.

The Group’s leverage, measured by the net debt to total capital, was 24%.
Interest cover, defined as EBITDA divided by interest expense, was 15.1 in
2004. We believe that these financial indicators demonstrated the Group’s
financial strength. The Company’s objective is to maintain its financial

discipline aiming to improve its credit rating going forward.

Forward Looking Statements

This Annual Report contains certain forward looking statements with
respect to the financial condition, results of operations and business of
the Group. These forward looking statements represent the Company’s
expectations or beliefs concerning future events and involve known and
unknown risks and uncertainty that could cause actual results,
performance or events to differ materially from those expressed or

implied in such statements.

Forward looking statements involve inherent risks and uncertainties.
Readers should be cautioned that a number of factors could cause actual
results to differ, in some instances materially, from those anticipated or

implied in any forward looking statement.



