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decrease compared to 1999.

Sales volume in the PRC dropped by 16% largely
due to stiffer competition in various regions.
Additionally, clients began to switch from hard
covers to paperbacks to avoid the higher costs
of case-bound books. A similar trend is evident
in the U.S. and Europe.

While the higher paper costs coupled with the weakness of the Euro have naturally
squeezed the profitability of European sales, we have placed more emphasis on
marketing in the U.S.. The environment there is very competitive but we have the
advantage of excellent equipment in our Shenzhen plant which enables us to offer
keen pricing. Book printing has been a traditional core business of our Group but it
has become a difficult area in which to achieve significant growth.
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Management Discussion & Analysis

PACKAGING

Turnover from packaging reached HK$328 million, representing an increase of 6%
over the last financial year.

Turnover from this division surpassed case-bound books for the first time, and
became a major contributor to our overall sales in year 2000. We foresee considerable
potential especially in China where rising living standards generate demand for
high-quality packaging products. The Group has spent the past three years upgrading
machinery and related facilities in our PRC factories so as to ensure better-quality
products for our customers.

Our Shanghai plant, which produces high-end packaging for tobacco, wine and
cosmetics made good progress during the year and yet again achieved growth in
profit. Additional equipment and a six-colour printing press, which together cost
US$4 million, were installed during the year and these will enable the printing of
more sophisticated packaging products at lower cost and with less wastage. We
have also concentrated on the research and development of advanced printing
measures, which make it exceedingly difficult for other companies to imitate our
products. With proven expertise and widely recognized quality control, we expect
our application for the ISO 9002 certificate to be approved in the near future.

Our Dongguan plant focuses on re-export packaging. We expect the Dongguan factory
to be the center of major business growth over the next few years as production at
this facility has yet to reach capacity and demand is increasing for re-export packaging
products that meet international standards.

The relationship with Smurfit Stone, an associate of the Jefferson Smurfit Group,
generated approximately HK$70 million in turnover
during the period under review, representing an
increase of 27% over the HK$55 million
recorded in 1999.
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Management Discussion & Analysis

MAGAZINES

Turnover jumped 16% to approximately HK$167 million, with a significant increase
in the number of titles, up 50% over last year, to 120.

As the leading printer of colour magazines in the PRC, we have upgraded our facilities
to expand production capacity. The third web-press machine and related binding
facilities, at a cost of some HK$50 million, were installed during the last quarter of
the year in our Beijing associated company. The new web-press will enhance our
position as one of the leading colour magazine printers in the PRC and is now
serving customers in northern China, printing more than 35
titles. This strengthened infrastructure was key to the
significant increase in titles printed this year, up from
80 in 1999. With the expected increase in local
demand for high-quality magazines, we are
considering the installation of another web-press
machine in Beijing to seize additional business

opportunities.

Out of 7,000 magazines on sale in the PRC,
approximately 500 are now printed in colour. We expect
to see an increasing number of black-and-white
magazines converted to colour in the near future in
\ response to consumer demand. With our strong sales and
\ marketing foundations in Shanghai and Beijing, our well-
established reputation, our comprehensive network and industry expertise,

we anticipate signing additional magazine contracts over the coming year.
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Management Discussion & Analysis

CHILDREN'’S BOOKS

The performance of children’s books has been stable with a turnover of HK$166
million. The U.S. market dominated sales.

As part of the strategy to broaden geographical coverage, we are planning to enlarge
our share of the PRC market where the one-child policy has

boosted spending on education. We are seeking ways
to satisfy the ever-increasing demand for high-

quality books for children in the PRC. We have

continuously focused on research and

development and quality control. Our R&D efforts
have resulted in better safety measures as well
as more stable quality in our end products. These
improvements help to provide more satisfying
products to our wide variety of clients.

Apart from increasing competition in the PRC
market, we also anticipate tightening profit margins
in the U.S., which has always been our largest
export market. To maintain our profit margin and
remain competitive, we will introduce new
management methods to better control costs as
well as to reduce production wastage to a
minimum.

Annual Report 2000 23




EARG () ERAE
STRUCTION (HOLDINGS) HIMITED




Management Discussion & Analysis

FINANCIAL PRINTING

Turnover reached HK$125 million, due to the performance of Vite Limited, which we
acquired at end-1999.

The acquisition of Vite has successfully strengthened our market share of Hong
Kong’'s financial printing business. However, the downturn of the local financial
market in the second half of the year negatively influenced Vite, as well as other
financial printing companies. Nevertheless, with Vite's

leading position in the market, the company was still able

to achieve a satisfactory result.
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magazines in the north. We
expect further growth in the
coming year.

To maintain our high-quality
service, we have invested HK$5
million in computerized
automation for our colour
separation and pre-press
facilities. We have also
introduced Computer-to-Plate
(“CTP"”) printing technology to
our PRC operations, which

reduces lead-time for customers in the pre-press stage and improves overall
production efficiency. Due to the success of the first CTP in our Shenzhen operations,
we will introduce the technology to our Beijing plant in the second half of 2001. In
the long run, we expect the use of CTP printing to save overall production costs for

the Group.

In Publishing competition remained intense, leading us to terminate the publication
of a fashion magazine. An additional factor was that the publication of foreign
magazines in China is currently problematical. However we still publish three local

magazines in Hong Kong.
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