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BUSINESS REVIEW

In Year 2000 the Company and its subsidiaries (collectively the

“Group”) has achieved improvement in operations, especially in

infrastructure and property business. Nonetheless, Hong Kong

Construction (Holdings) Limited (“HK Construction”), an associate of

the Group, incurred a significant loss and drew the Group’s bottom

line into red.

In Year 2000 the Group had a turnover of HKD470 million, a decrease

of HKD166 million from that of 1999, and recorded a consolidated

loss of HKD947 million, compared with the loss of HKD888 million

in 1999. Infrastructure investments recorded a profit of HKD120

million, compared with HKD38 million in 1999; property development

and investment recorded a profit of HKD5 million, compared with the

loss of HKD37 million in 1999. The Group’s share of Everbright Timber

Industry (Shenzhen) Company Limited’s (“SETI”) operating loss and

various provisions amounted to a loss of HKD20 million, significantly

reduced from the loss of HKD347 million in 1999. The Group’s share

of HK Construction’s operating loss and various provisions amounted

to HKD426 million, compared with the loss of HKD453 million in

1999. Meanwhile, to be cautious and taking into account uncertainties

over HK Construction, the Board of Directors made a provision of

HKD543 million.

The Group delightedly witnessed an improvement in operation

effectiveness after restructuring current portfolio of business and the

enhancement of operational, financial, and risk management. In Year

2000 the Group had a gross profit of HKD53 million, compared with

HKD18 million in 1999, and a 267% gross profit margin improvement

to 11% from 3% in 1999. Other income was HKD59 million, an increase

of HKD26 million from HKD33 million in 1999, mainly due to the

profits on the disposal of Xiazhang Toll Road; distribution expense

was HKD17 million, a decrease of HKD9 million or 35% from that of

1999. Administration expense had a reduction of 34% or HKD19 million

from that of 1999. The Group recorded a profit from operations of

HKD33 million in Year 2000, compared with a loss of HKD124 million

in Year 1999.
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HK CONSTRUCTION

HK Construction reported a loss of HKD1,153 million of which

HKD314 million is operating loss, HK$294 million is finance costs,

and HKD564 million represents its share of loss of associates and

jointly controlled entities, losses on revaluation of assets, projects,

and provisions for associates. The Group’s share of the loss amounted

to HKD426 million, without which and the provision for HK

Construction of HKD543 million, the Group could have had a profit

before tax of HKD15 million in 2000.

HK Construction has since 1998 embarked on a business restructuring

to focus on its core construction business. The process involves the

disposal of non-core assets, one of which is a large investment in the

Yangpu power plant in Hainan province. On 29 November 2000, KPMG

Corporate Finance was appointed to review the company’s financial

and trading position and assist in negotiation for a standstill agreement

with its banks and note-holding creditors.

HK Construction had in hand many valuable construction contracts at

the end of 2000, including two government contracts for the

construction of five schools in the territory, one government joint

venture contract for Penny’s Bay reclamation stage I, three West Rail

projects, the widening of Tolo Highway, improvement works at Tuen

Mun Wong Chu Road, design and construction of Shatin Government

Offices, Island Harbourview development at Olympic Station,

Polytechnic University phase VI development, residential development

at 41C Stubbs Road, the Qingzhou Min River Bridge in Fuzhou, and a

Chinese government joint venture contract for main construction of

the National Grand Theatre in Beijing. The directors of HK

Construction are confident all projects will be completed; provisions

have been made for those where losses may be incurred due to delays.

The Group has announced that since mid-February 2001, discussion

has taken place between the Group and an independent third party, an

unlisted state-owned enterprise in PRC and a subsidiary of which is

listed on the stock exchange of Shanghai, in relation to a possible

acquisition by such an independent third party of certain shareholding

interest in HK Construction. The discussion is still in progress.
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TIMBER BUSINESS

Even though the competition for timber products was fierce, the Group

managed an operating loss substantially lower than the year before.

SETI recorded a loss of HKD26 million in 2000, a significant reduction

from the loss of HKD173 million in 1999. The loss included an

operating loss of HKD18 million and an inventory provision of HKD8

million.

Sales dropped 27% to HKD455 million compared with HKD621 million

in 1999, mainly due to a shift to sophisticated timber products from

simple timber commodities without competitive advantages. Despite a

decreased sale in 2000, gross profit margin had improved to 8% from

2% in 1999.

The management however has reassessed its business strategy and is

developing oversea markets, possible strategic alliances, and new

business models. The manufacturing unit has developed new products

and implemented further cost control measures. The management also

intends to restructure timber assets and develop the related business of

sustainable use of natural resources.

INFRASTRUCTURE INVESTMENT

Shenzhen Mawan Power Co. Ltd had an excellent year and generated

3.32 billion kilowatt hour of electricity in 2000. Turnover was HKD1.8

billion, and profit after tax (after adjustments made in accordance

with accounting principles generally accepted in Hong Kong) was

HKD503 million, an increase of HKD240 million or 91% over 1999.

The Group’s share of profit was HKD75 million.

In connection with Fuzhou Qingzhou Bridge project the Group recorded

a profit of HKD13 million compared to a loss of HKD17 million last

year. The bridge will be complete by the end of 2001. Related

construction of Fuzhou Airport Expressway was halted last year and

necessary provisions were then booked.
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INFRASTRUCTURE INVESTMENT (Continued)

The Group disposed of its interest in Xiamen Xiazhang Toll Road

during the year for HKD250 million, the sale proceed has been received

in Hong Kong dollars, and a gain of HKD54 million was recorded.

The sale has considerably strengthened the cash position of the Group.

PROPERTY DEVELOPMENT AND INVESTMENT

Sino Villa Holdings Ltd. holds a four-storey commercial property in

Shenzhen Zhongshan Garden and generates a steady annual rental

income and cash flow for the Group. The approximate area of 14,900

square meters were leased to Wal-Mart Department Store, Park’N Shop,

McDonald’s Restaurant and a domestic airline ticketing office. The

property’s car parking space was sold back to China Everbright

Holdings Company Ltd., the ultimate holding company, since relevant

ownership registration certificate could not be obtained from the

government.

.

Shanghai Kerry Everbright City, of which the Group owns 25%,

comprised two office towers and a shopping mall. Gross floor area

sold remains the same as last year, i.e. 7.65% in Tower I and 30.17%

in Tower II. Leased floor area has improved to 80% in Tower I and

42% in Tower II, from 67.15% and 32.81% respectively in 1999. It

appeared that property market in Shanghai has begun to rebound slowly

following China’s imminent entry into World Trade Organisation

(“WTO”).

Shanghai Trade Square & International Apartments, of which the Group

owns 15%, demonstrated operating results similar as that of 1999. At

Shanghai Trade Square the leased or sold gross floor area for office

was 96% (1999: 86%) and for retail shops sold or leased gross floor

area was 100%, same as 1999. As for International Apartments the

lease or sold gross floor area for apartments was 99%, same as 1999,

and for retail shop it was 40% (1999: 97 %).
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BUSINESS PROSPECT

Looking into the future, the Group will continue to restructure current

portfolio of business, increase operation effectiveness, enhance

corporate governance, improve business and management models, and

formulate standard investment appraisal and decision-making

procedures. Meanwhile, the Group will be watchful for worldwide

economic changes and China’s imminent entry into WTO, make full

use of its own advantages including a leading position in the timber

industry and abundant experience in infrastructure investments, to

penetrate into the related business of sustainable use of natural resources

and urban environmental infrastructure. The Group will gradually build

a portfolio of core business and strive to develop into a successful

conglomerate with world class competency in green and environment

business.

FINANCIAL POSITION

As at 31 December 2000, the Group’s consolidated net assets were

approximately HKD950 million, representing a decrease of 47% as

compared to those at 31 December 1999. The consolidated net asset

value per share was about HKD0.37 at the end of 2000. Total bank

loans were 70% of the shareholders’ funds and 27% of total assets,

compared to 37% and 21% respectively last year.

CONTINGENT LIABILITIES

At 31 December 2000, guarantee given to banks by the Group in

respect of banking facilities extended by banks to third parties

amounting to HK$54 million (1999: HK$80 million). On the other

hand, the Group was guaranteed by the third parties in respect of

banking facilities amounting to HK$47 million (1999: HK$56 million).
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PLEDGE OF ASSETS

At 31 December 2000, the Group pledged listed, unlisted investment

and fixed assets with an aggregate net book value of approximately

HK$1,027 million (1999: HK$1,809 million) to secure general banking

facilities granted to the Group.

By Order of the Board

Zhu Yanlan

Chief Executive Officer

Hong Kong, 25 May 2001
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