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INTERIM DIVIDEND

The directors have declared an interim cash dividend of HK13.8 cents per share for the six months ended 30th June

2003 (2002: HK11.0 cents per share). The interim dividend will be payable on 23rd October 2003 to shareholders

whose names appear on the register of members of the Company on 16th October 2003.

CLOSURE OF REGISTER OF MEMBERS

The register of members of the Company will be closed from Monday, 13th October 2003 to Thursday, 16th October

2003, both days inclusive, during which period no transfer of shares will be registered. In order to qualify for the

interim dividend, all transfers, accompanied by the relevant share certificates must be lodged with the Company’s

Hong Kong share registrars, Secretaries Limited of Ground Floor, Bank of East Asia Harbour View Centre, 56

Gloucester Road, Wanchai, Hong Kong, for registration not later than 4:30 p.m. on Friday, 10th October 2003.

MANAGEMENT DISCUSSION AND ANALYSIS

REVIEW OF OPERATIONS

Overall Results

Profit attributable to shareholders for the six months ended 30th June 2003 amounted to US$73,608,000,

representing an increase of 5.4% compared with US$69,843,000 for the corresponding period in the previous year.

Earnings per share were US3.4284 cents compared with US3.2556 cents for the corresponding period in the previous

year. The change in accounting policy on deferred taxation as a result of the adoption of the revised SSAP 12 during

the period resulted in provision for net deferred taxation charge of US$6,100,000 for the six months ended 30th June

2003 (corresponding period of 2002: US$3,073,000). During the period, the outbreak of SARS affected the economic

growth in individual areas but the Group was not seriously affected. The Group’s container leasing and container

terminal businesses performed satisfactorily.

Financial Review

Turnover for the first half of 2003 amounted to US$125,756,000 (corresponding period of 2002: US$116,004,000),

up 8.4%, which was mainly due to an increase of 8.3% in turnover of the container leasing business to

US$116,526,000 (corresponding period of 2002: US$107,558,000). During the period, container fleet increased by

12.8% to 755,043 TEUs (corresponding period of 2002: 669,265 TEUs). Turnover of Zhangjiagang Win Hanverky

Container Terminal Co., Ltd. increased 21.2% to US$4,581,000 (corresponding period of 2002: US$3,780,000) as a

result of increase in throughput of 15.6% to 123,689 TEUs, whereas the turnover from container handling and storage

businesses amounted to US$4,649,000 (corresponding period of 2002: US$4,666,000).
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Cost of sales, mainly comprising depreciation, depot rental, repositioning and maintenance expenses, increased by

US$4,307,000 to US$55,030,000 (corresponding period of 2002: US$50,723,000). Among which depreciation

accounted for 82.4% (corresponding period of 2002: 81.8%) has been increased by US$3,855,000. During the

period, the Group strategically reallocated containers from Europe and America to cater for the increasing demand in

Asia, thus an increase in repositioning cost by US$1,363,000 over the corresponding period in the previous year.

Other revenues increased by US$4,283,000, mainly due to the dividend declared during the period by Shekou

Container Terminals Ltd. for the first half of the year amounting to US$2,191,000 (corresponding period of 2002:

Nil) and the increase in disposal of returned containers from COSCO Container Lines Company Limited

(“COSCON”), a fellow subsidiary of the Company. Interest income for the period decreased by US$786,000. The

dividend income from Yantian International Container Terminals Ltd. was US$5,135,000 (corresponding period of

2002: US$5,003,000).

Administrative expenses increased by 12.0% to US$12,621,000 compared with the corresponding period in the

previous year (corresponding period of 2002: US$11,272,000). During the period, the Group increased its marketing

efforts for new projects, hence higher staff costs and marketing expenses were incurred.

Other net operating expenses amounted to US$11,161,000 for the first half of the year (corresponding period of

2002: US$9,498,000). During the period, the carrying value of the returned containers sold increased by

US$3,144,000 and the provision for impairment of fixed assets amounted to US$2,598,000 (corresponding period of

2002: US$5,058,000), a decrease of US$2,460,000. In addition, the Company disposed of its 10% interest in River

Trade Terminal Holdings Limited (“River Trade Terminal”) and incurred a loss of US$2,192,000. During the first half

of 2002, a provision of US$1,862,000 was made for the shareholder’s loan to River Trade Terminal.

During the period, finance costs decreased by 9.4%. Interest rates remained low in the first half of 2003. At the end of

June 2003, the US Federal Reserve further reduced the interest rate by 0.25%. The average borrowing cost of the

Group (including a loss of US$1,407,000 arising on interest rate swap contracts (corresponding period of 2002:

US$559,000)) was 3.03% (corresponding period of 2002: 3.52%) and the average loan amount decreased to

US$330,458,000 (corresponding period of 2002: US$445,882,000).

Profit contribution from jointly controlled entities amounted to US$3,404,000 (corresponding period of 2002:

US$4,925,000), representing a decrease of 30.9%. Profit contributions increased from Shanghai CIMC Far East

Container Co., Ltd., Tianjin CIMC North Ocean Container Co., Ltd., Shanghai COSCO Kansai Paint & Chemicals

Co., Ltd. (formerly known as Shanghai Kansai Paint & Chemical Co., Ltd.) and Tianjin COSCO Kansai Paint &

Chemicals Co., Ltd. (formerly known as Tianjin Kansai Paint and Chemical Co., Ltd.) while that from Shanghai

CIMC Reefer Containers Co., Ltd. decreased due to the decrease in both sales volume and unit price of containers and

increase in the cost of raw materials. Starting from 2003, Qingdao Cosport International Container Terminals Co.,

Ltd. shifted its business from handling foreign trade containers to domestic cargoes. The throughput handled  in the

first half of the year decreased and as a result the terminal recorded a moderate profit.
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Profit contributions from associated companies for the period amounted to US$28,663,000 (corresponding period of

2002: US$27,176,000). The increase in profit contribution was mainly due to the profit contribution from Shanghai

Pudong International Container Terminals Limited (“SPICT”) in which the Group holds 20% interest. SPICT

commenced operation in March 2003 and had recorded satisfactory performance in throughput and results. The

throughput of COSCO-HIT Terminals (Hong Kong) Limited (“COSCO-HIT”) increased by 4.6% and its profit

contribution was US$17,775,000 (corresponding period of 2002: US$17,697,000). Profit contribution from

Shanghai Container Terminals Ltd. was satisfactory as a result of the increase in its throughput by 23.9%. Profit

contribution from Liu Chong Hing Bank Limited for the period was US$4,218,000 (corresponding period of 2002:

US$4,443,000). The Shanghai Yixian Road Project was sold by an associated company of the Group, Twinbridge

Development Corp., in the first half of 2002 and thus no profit contribution was recorded for the period

(corresponding period of 2002: US$1,500,000).

Taxation for the period amounted to US$11,473,000 (corresponding period of 2002: US$7,981,000). Pursuant to the

revised SSAP 12, the Group had made provision for its deferred tax assets and liabilities. Provision for net deferred

taxation charge for the first half of the year amounted to US$6,100,000 and the provision for the corresponding

period in 2002 has been restated to US$3,073,000.

FINANCIAL POSITION

Assets and Liabilities

As at 30th June 2003, the balances of deferred tax assets and liabilities dealt with in the consolidated balance sheet

amounted to US$329,000 (31st December 2002: US$262,000) and US$29,130,000 (31st December 2002:

US$23,945,000) respectively.

Total assets amounted to US$1,686,458,000 (31st December 2002: US$1,743,797,000), whereas total liabilities and

minority interests amounted to US$409,210,000 (31st December 2002: US$490,749,000). Net assets amounted to

US$1,277,248,000, an increase of 1.9% from the end of 2002. Net asset value per share was HK$4.64, up 1.9% from

the end of last year.

Cash balance of the Group was US$144,900,000 (31st December 2002: US$236,121,000). Total outstanding

borrowings amounted to US$302,011,000 (31st December 2002: US$420,674,000). During the period, the Group

had early repaid syndicated loan of US$120,000,000 in order to minimise interest expenses. This resulted in a decrease

in both cash balance and total outstanding borrowings. Net debt-to-equity ratio was 12.3% (31st December 2002:

14.7%). Interest coverage increased to 18.2 times, against 11.0 times in the corresponding period of the previous year.

The Group’s bank deposits of US$9,835,000 (31st December 2002: US$7,817,000), together with certain fixed assets

with net book value of US$293,561,000 (31st December 2002: US$278,378,000) were pledged to various banks and

financial institutions to secure borrowings totalling US$158,832,000 (31st December 2002: US$156,578,000).
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Cash Flow

Net cash inflow from operating activities during the period amounted to US$96,170,000 (corresponding period of

2002: US$106,920,000). During the period, the Group strengthened its development efforts and invested

US$45,908,000 in the acquisition of a 20% interest in SPICT and US$63,533,000 in purchase of new containers. A

total of US$19,768,000 of loan facilities was utilised by the Group (corresponding period of 2002: US$18,467,000)

while loan repayments amounted to US$138,431,000 (corresponding period of 2002: US$80,966,000).

Contingent Liabilities

As at 30th June 2003 and 31st December 2002, the Group had no significant contingent liabilities.

FINANCIAL MANAGEMENT

Financing

During the period, the Group completed a major financing exercise. A subsidiary of the Group entered into an

agreement with a banking consortium on 17th February 2003 for a 5-year loan  facility of  US$175,000,000 which

was used as working capital and refinancing. The fund raising exercise had exceeded its target with favourable terms,

which further demonstrated the strong credit standing of the Group and the support from the banking sector to the

Group.

As at 30th June 2003, the Group had an aggregate amount of US$277,960,000 (31st December 2002:

US$96,329,000) in committed but unutilised facilities available from banks.

Foreign Exchange and Interest Rate Risks Management

The majority of the Group’s borrowings is denominated in US dollars and used primarily for container leasing while

revenues and expenses of the container leasing business are mainly in US dollars. Hence, exposure to foreign exchange

risk is minimal.

The Group exercises stringent control over the use of derivatives for hedging purpose. As at 30th June 2003, the

notional principal amounts of the outstanding interest rate swap contracts amounted to US$100,000,000 (31st

December 2002: US$100,000,000), with the fixed interest rates ranged from 3.88% to 4.90% per annum (31st

December 2002: 3.88% to 4.90%). Fixed rate borrowings of the Group amounted to US$3,180,000 (31st December

2002: US$4,095,000). The aforesaid interest rate swap contracts and fixed rate borrowing arrangement accounted for

34.2% (31st December 2002: 24.7%) of the Group’s total borrowings.
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Debt Analysis

30th June 2003 31st December 2002

US$ % US$ %

By repayment term:

within the first year 166,150,000 55.0 210,189,000 50.0

within the second year 29,479,000 9.8 67,410,000 16.0

within the third year 32,914,000 10.9 67,839,000 16.1

within the fourth year 41,176,000 13.6 31,314,000 7.5

within the fifth year and beyond 32,292,000 10.7 43,922,000 10.4

302,011,000 100.0 420,674,000 100.0

By type of loan:

secured 158,832,000 52.6 156,578,000 37.2

unsecured 143,179,000 47.4 264,096,000 62.8

302,011,000 100.0 420,674,000 100.0

By denomination of loan:

in US$ 298,831,000 98.9 416,579,000 99.0

in RMB 3,180,000 1.1 4,095,000 1.0

302,011,000 100.0 420,674,000 100.0

Business and Investment Risks Management

COSCO Pacific maintains a positive and prudent approach to its control over business development and investment

risks. The Company’s operations focus on container leasing, container terminals and logistics businesses, where it has

competitive strengths. An investment examination mechanism was established and indicators of economic effectiveness

on its business and investment projects were formulated and these were strictly complied with by the Company.

Investment and Strategic Planning Committee and Risk Management Committee have been established under the

Board to monitor closely the implementation of business and investment risks management.

BUSINESS REVIEW

Container Leasing

Benefiting from the growth in China’s import and export trade, container leasing business of the Group grew faster

than expected during the period. As at 30th June 2003, Florens Container Holdings Limited, a wholly owned

subsidiary of the Company, owned and operated a container fleet of 755,043 TEUs, up 12.8% from a year ago, and

accounted for approximately 9.3% of the global market share (corresponding period of 2002: 8.8%).
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The Group primarily provides 10-year container leasing service for COSCON, the world’s seventh largest container

liner operator, and provides both long term and short term container leasing services for other international customers

(“International Customers”). These International Customers include major global shipping companies. The top 20

International Customers accounted for approximately 75.9% (corresponding period of 2002: 71.2%) of the Group’s

total container rental income with International Customers while the total number of customers reached 183

(corresponding period of 2002: 173).

As at 30th June 2003, the Group leased a total of 306,763 TEUs (corresponding period of 2002: 325,129 TEUs) to

COSCON, which represents 40.6% (corresponding period of 2002: 48.6%) of the entire container fleet. Containers

available to International Customers rose to 448,280 TEUs (corresponding period of 2002: 344,136 TEUs),

representing 59.4% (corresponding period of 2002: 51.4%) of the total containers.

Container fleet analysis
30th June 2003 31st December 2002 30th June 2002

International International International

COSCON Customers COSCON Customers COSCON Customers

Total containers (in TEUs) 306,763 448,280 329,028 378,862 325,129 344,136

– Dry containers 91.0% 95.1% 91.0% 94.5% 91.4% 94.1%

– Reefers 8.1% 2.7% 7.9% 2.9% 7.5% 3.1%

– Specials 0.9% 2.2% 1.1% 2.6% 1.1% 2.8%

During the period, the Group purchased new containers and sold containers returned from COSCON following the

expiry of the leases. The average age of the Group’s container fleet was 4.58 years (corresponding period of 2002: 4.47

years).

2003 2002

TEUs TEUs

Total containers as at 1st January 707,890 610,019

New containers purchased 70,033 74,388

Containers returned from COSCON upon expiry of leases

– Total (22,038) (11,576)

– Re-leased 567 1,321

– Disposed of and pending for disposal (21,471) (10,255)

Ownership transferred to customers upon expiry of finance leases (64) (3,438)

Defective containers written off (1,345) (1,449)

Total containers as at 30th June 755,043* 669,265

* Including 5,216 TEUs (corresponding period of 2002: Nil) of containers managed on behalf of a third party
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Utilisation rates

While containers leased to COSCON remained 100% utilised during the period, the overall average utilisation rate of

the Group stood at 95.1% (corresponding period of 2002: 91.9%), still well above the industry average of

approximately 88% (corresponding period of 2002: approximately 80%).

Handling of returned containers

During the period, a total of 22,038 TEUs (corresponding period of 2002: 11,576 TEUs) were returned from

COSCON upon expiry of leases. The Group disposed of 13,005 TEUs (corresponding period of 2002: 7,161 TEUs)

including 2,973 TEUs of containers previously returned by COSCON but have not yet been disposed of on or before

31st December 2002 (corresponding period of 2002: 1,620 TEUs). The loss on disposal of the returned containers

including other direct costs was US$2,289,000 (corresponding period of 2002: US$1,912,000), which was mainly due

to the fact that the carrying value of the returned containers is higher than the average disposal price.

Container Terminal and Related Businesses

Fuelled by the strong performance in the China trade during the period, container terminal and related businesses of

the Group reported relatively good performance as a whole. The container terminals, in which the Group has interests,

achieved a combined throughput of 8,334,461 TEUs, representing an increase of 24.4% from the corresponding

period of the previous year. According to the latest ranking by Drewry Shipping Consultant, a renowned shipping

research institute, COSCO Pacific ranked eighth among the world’s top ten leading port operators.

First six months of
Throughput (in TEUs) 2003 2002 +/-

COSCO-HIT Terminals (Hong Kong) Limited 702,457 671,331 +4.6%

River Trade Terminal 1,074,348 820,791 +30.9%

Yantian International Container Terminals Ltd. 2,312,234 1,773,087 +30.4%

Shekou Container Terminals Ltd. 633,549 347,078 +82.5%

Shanghai Container Terminals Limited 1,640,200 1,324,300 +23.9%

Shanghai Pudong International Container Terminals Limited 999,643* 817,200* +22.3%

Zhangjiagang Win Hanverky Container Terminal Co., Ltd. 123,689 107,028 +15.6%

Qingdao Cosport International Container Terminals Co., Ltd. 128,858 267,347 -51.8%

Dalian Port Container Co., Ltd. 719,483 570,834 +26.0%

Combined throughput 8,334,461 6,698,996 +24.4%

Combined throughput of China mainland terminals 6,557,656 5,206,874 +25.9%

* The figures represent the throughput of Shanghai Waigaoqiao Container Terminal Phase 1 for the 1st half year of

2002 and 2003 respectively. SPICT was incorporated on 1st March 2003 and has the right to operate Shanghai

Waigaoqiao Container Terminal Phase 1 since then.
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COSCO-HIT Terminals (Hong Kong) Limited

COSCO Pacific has a 50% interest in COSCO-HIT. During the period, COSCO-HIT has benefited from the growth

in China trade and has consolidated and broadened its customer base through its commitment in providing quality

services to customers. Throughput at the terminal increased 4.6% during the first six months of 2003 and a total of

702,457 TEUs were handled (corresponding period of 2002: 671,331 TEUs), and its performance is satisfactory.

Container Terminals in China mainland

During the period, the container terminals in China mainland in which the Group has interests all recorded a total

throughput of 6,557,656 TEUs representing an increase of 25.9% from the corresponding period of the previous year.

Shanghai Pudong International Container Terminals Limited

SPICT commenced operation officially on 1st March 2003. This company was formed by the Company’s wholly

owned subsidiary, COSCO Pacific (China) Investments Co., Ltd., Shanghai Waigaoqiao Free Trade Zone Stevedoring

Company, Hutchison Ports Pudong Ltd., and S. I. Infrastructure Holdings Limited.

COSCO Pacific (China) Investments Co., Ltd. has invested US$45,908,000 in cash for a 20% interest in SPICT. The

capital contribution is funded by internal resources. SPICT manages and operates Phase I of the Shanghai Waigaoqiao

Container Terminals.

Located at Waigaoqiao free trade zone area A, the terminal is a well-equipped container terminal in Shanghai, capable

of handling larger-sized container vessels. The 3-berth terminal has a 900-metre quay length. The terminal covers a

whole land area of 500,000 square metres, of which 238,000 square metres are attributable to the depot area. Twelve

international container shipping companies which operate 16 international container transportation routes use this

terminal to load, unload and handle their containers. From March to June of 2003, the terminal handled 683,343

TEUs, a 21.4% increase over same period of 2002.

River Trade Terminal

To meet the fleet development of COSCO Group, COSCO Pacific disposed of its entire 10% interest in the River

Trade Terminal in June 2003 and resulted in a loss of US$2,192,000.

Container Handling and Storage

Plangreat Limited, a wholly owned subsidiary of the Company, and its subsidiaries provide container stevedoring,

storage, repairs and transportation services. During the period, turnover of Plangreat Limited and its subsidiaries

amounted to US$4,649,000 (corresponding period of 2002: US$4,666,000).
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Other Operations

During the period, the production volume of Shanghai CIMC Far East Container Co., Ltd. and Tianjin CIMC North

Ocean Container Co., Ltd. recorded a 94.8% increase; the production volume of Shanghai COSCO Kansai Paint &

Chemicals Co., Ltd. and Tianjin COSCO Kansai Paint & Chemicals Co., Ltd. recorded a 47.7% increase and that of

Shanghai CIMC Reefer Containers Co., Ltd. recorded a 4.8% decrease. The above five jointly controlled entities

continued to contribute to the Group’s profit.

The Group has a 20% interest in Liu Chong Hing Bank Limited, which contributed US$4,218,000 to the Group’s

pre-tax profit, a decrease of 5.1% compared with the corresponding period in the previous year.

NEW DEVELOPMENTS

Qingdao Qianwan Container Terminal Co., Ltd.

On 18th July 2003, an equity transfer agreement was entered into in Beijing by COSCO Ports (Qianwan) Limited, a

wholly owned subsidiary of COSCO Pacific, and Qingdao Port (Group) Co., Ltd., pursuant to which COSCO Ports

(Qianwan) Limited agreed to acquire a 20% interest of Qingdao Qianwan Container Terminal Co., Ltd. (“QQCT”)

from Qingdao Port (Group) Co., Ltd.. QQCT operates three berths at Qingdao Qianwan Container Terminals Phase

II and handled approximately 800,000 TEUs in 2002.

QQCT held a signing ceremony of the co-operation agreement in Beijing on 21st July 2003 which was witnessed by

China’s Premier Wen Jiabao and Tony Blair, Prime Minister of the United Kingdom. The agreement extended the

scope of the joint venture to Qingdao Qianwan Container Terminals Phase III. In Qingdao Qianwan Container

Terminals Phase III, three berths are in operation and two other berths will be put into operation towards the end of

the year. Three more berths will be built in the coming two years. Upon completion of Phase III, QQCT will have 11

berths, spanning a coastline of approximately 3,400 metres. The depot will cover an area of approximately 2,250,000

square metres. Berth depth will reach 17.5 metres, capable of handling a mega container vessel with a capacity of

10,000 TEUs. Its annual handling capacity will be over 6,500,000 TEUs.

COSCO Ports (Qianwan) Limited will invest approximately US$180,000,000 in QQCT with a total of 11 berths.

COSCO-PSA Terminal Private Limited

On 30th August 2003, COSCO Pacific signed Heads of Agreement with PSA Corporation Limited whereby both

parties agreed to set up a joint venture company for the operation of two container berths in the port of Singapore.

The project will be undertaken in two phases with annual designed throughput of 500,000 TEUs for each berth.
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COSCO Logistics Co., Ltd.

On 22nd September 2003, COSCO Pacific Logistics Company Limited (“CPLCL”), a wholly owned subsidiary of the

Company, entered into agreements with China Ocean Shipping (Group) Company (“COSCO”) to effect, subsequent

to the fulfillment of certain conditions precedent, a capital increase and transfer of equity interest transaction for the

acquisition of a 49% equity interest in COSCO Logistics Co., Ltd. (“COSCO LOGISTICS”), a wholly owned

subsidiary of COSCO, at a total consideration of RMB1,180,410,000 (approximately US$142,769,000). CPLCL

further agreed to pay COSCO an additional amount of RMB50,000,000 (approximately US$6,047,000) if the pro

forma combined net profit of COSCO LOGISTICS and its subsidiaries for the year ending 31st December 2003

exceeds RMB200,000,000 (approximately US$24,190,000). COSCO LOGISTICS and its subsidiaries operate

businesses including shipping agency, freight forwarding, third party logistics services and supporting services. For

details of the transaction, please refer to the Company’s announcement published in accordance with the requirements

of the Listing Rules in South China Morning Post and Hong Kong Economic Times on 23rd September 2003.

Issuance of 10-year bonds

The Company has appointed three investment banks to act as Joint Bookrunners for the proposed issuance of

approximately US$300,000,000 fixed rate bonds with 10-year maturity. The bonds will be offered outside the United

States in accordance with Regulation S under the United States Securities Act of 1933. The proceeds will be mainly

used for financing of new port acquisitions and for refinancing purposes. This financing will diversify the Company’s

fund raising channels and will improve its debt maturity profile. It is expected that the issuance will be completed by

October this year subject to market conditions.

EMPLOYEES AND REMUNERATION POLICIES

The Group considers that staff quality is among the key factors for its success, and regards its team of staff as the most

precious asset. Therefore, the Group attaches great importance to its staff and their management on training. To this

end, the Group organises seminars on modern management theory and practice given by internationally renowned

management and consultative experts, maintains and subsidises various training programmes on team building,

arranges its staff to participate in a variety of professional training courses or overseas training courses. These will

enhance the overall qualification of our staff, enrich and update their knowledge to the extent that their potential

could be maximised. As they become more capable to complete their tasks creatively, the Group’s competitive edge will

be enhanced.

As at 30th June 2003, there were 363 employees in the Group. The Group continues to improve the remuneration

packages for its employees based on fair principles and competitive market conditions. The management will review

the remuneration policies on a regular basis to formulate more reasonable incentives and appraisal measures. Apart

from the general remuneration and bonus packages, share options were granted by the Group to the employees to

motivate their performance and contribution to the Group’s continuous growth. Total staff cost of the Group for the

first half of the year, including directors’ remuneration, totalled US$6,926,000 (corresponding period of 2002:

US$6,522,000).


