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The impact of the Asian financial crisis was gradually reflected in the Group's activities in 1998. The downturn in economic conditions coupled with growing unemployment and severe flooding around Yangtze River and northeastern China, made 1998 a year full of challenges. In spite of this difficult operating environment, every member company of the Group demonstrated team spirit and perseverance. During the year, the Group reinforced its management to secure the present business results. It also actively developed new businesses and modified its strategy. All these factors, coupled with a financial strategy that emphasised stability and prudence, contributed to an approximately 13.7 per cent. increase in the consolidated profit attributable to shareholders compared with last year. A proposed final dividend of HK22 cents per share will bring the total dividend per share for 1998 to HK33 cents. 

The Group became one of the constituent stocks of Hong Kong Stock Exchange's Hang Seng Index on 27th January 1998 and, at the same time, its shares began to quote on the Stock Exchange Automated Quotation System International in London. These events showed that the Group has earned wider recognition in the investment community in the past two years. Nevertheless, the Group will not slacken in its efforts to equip itself to meet new challenges. 

In the fourth quarter of the year under review, the Group successfully placed 40 million shares at HK$19.20 per share. The proceeds were used to finance capital expenditure by existing businesses and to acquire several new investment projects. New developments among existing businesses included the commencement of production of auto parts for Shanghai General Motors' new "Buick" model and for Shanghai Volkswagen's remodelled third generation "Santana" sedan; and the acquisition of dairy farms and dairy product manufacturing plants by Bright Dairy. The Group's new businesses included the acquisition of Chia Tai Qingchunbao Pharmaceutical Co., Ltd., Shanghai Optical Communications Development Co., Ltd. and Shanghai Communication Technologies Center. 

During the 1998 financial year, member companies of the Group grew steadily. Highlights of developments of their operations are summarised as follows: 

The Group's infrastructure projects are the Shanghai Yanan Elevated Road Project and the Shanghai Inner Ring Road and North-South Elevated Expressway Project. These roads are the principal routes of a network of expressways within Shanghai. The network is an integral part of the development of the Shanghai economy and is not directly affected by changes in external economic conditions. During the year, the infrastructure projects continued to provide the Group with a considerable stream of cash income. The various projects performed satisfactorily.

	 
	


The move of Nanyang Tobacco's factory to Tuen Mun, New Territories, was completed smoothly in October 1998. During the course of the relocation, production capacity and sales were maintained normally and, by the end of 1998, the new factory was operating properly. Having anticipated the poor economic conditions in 1998, Nanyang Tobacco extended its sales network, enhanced its promotional activities and developed new products. These efforts minimised the effects caused by the recession and the factory move. 

Apart from successfully extending its business in the PRC, Wing Fat Printing expanded internationally. In December 1998, the company reached an agreement with API Asia Limited, a wholly-owned subsidiary of a listed company in the U.K. Wing Fat Printing and API Asia Limited formed a joint venture company, into which Wing Fat Printing contributed its interest in an associated company. The new joint venture company will explore international markets and act as the worldwide sales agent for one of Wing Fat Printing's associated companies. 

During the year, Bright Dairy earned ISO9002 certification for its production, transportation and management quality control systems. The company's sales market was successfully extended to eastern China where increases in sales and profit were promising. Bright Dairy's nationwide sales network was developed gradually and a sales-agent marketing network was established to enable Bright Dairy to standardise its marketing system and strengthen its competitiveness. 

Shanghai Jahwa was responsive to market conditions and the demands of customers. It made good use of its technological know-how to explore and develop new products. During the year, "Herborist", a series of Chinese herbal-based personal care products, was launched. "Herborist" is positioned as a Shanghai Jahwa product made from traditional Chinese herbs. 

Faced with counterfeit products and a market flooded with low-end products, Xiafei Daily Chemical's overall performance did not develop. 

Sunve Pharmaceutical continued to be affected by the falling prices of Vitamin C products, though prices dropped less severely than in the past. The expiration of certain processing contracts during the year and provision for doubtful debts made in accordance with prudence concept further adversely affected the company's performance. The Group had carried out a re-organisation plan for Sunve Pharmaceutical in order to improve its profitability. 

Falling demand for automobiles and keen competition caused car manufacturers to cut their prices to consumers, and to insist that their suppliers share the burden by reducing their charges. Having anticipated such changes, the management of Shanghai Huizhong and SIIC Transportation Electric reduced production costs, increased efficiency and improved product quality and service standards. Both companies attempted to increase their sales under adverse market conditions and their overall performances met expectations. 

During the year, Shanghai Orient underwent an internal rationalisation and extended the shopping space of the centre in order to improve the shopping environment. The renovation and extension work, which was completed during the year, was conducted in phases and floor by floor in order to ensure that business operations were not substantially affected. The extension enabled Shanghai Orient to equip itself with new features and styles to meet the challenges in the competitive retail market.

	Acquisitions Of New Businesses 

The products of Hangzhou Qingchunbao are well-known within the PRC. Sales and profitability proved satisfactory. One of its products, "Shenmai" injection, has medicinal uses of minimising the side effects of chemotherapy used in cancer treatments; it is popular in the pharmaceutical industry. 

The major products of Shanghai Sunve Biotech are a granulocyte colon stimulant ("G-CSF") and an anti-cancer drug, which is currently undergoing empirical trials. Compared with other genetic products, the development of G-CSF is well advanced and has a higher market potential. 

Shanghai Optical Communications Development and Shanghai Communication Technologies Center represent a new business for the Group. They are primarily involved in high technology communications. They principally operate in electronic data communication facilities in the PRC and provide research and development and consultancy services regarding electronic data communication products respectively. 

	 


Prospects 

Amidst the current economic recession, the Group will further strengthen its management and make use of its competitive edge in finance and business. The foundation of existing businesses will be strengthened to procure that the contributions from the Group's principal enterprises grow steadily. The Company will utilise its cash reserves and other resources to support the existing member enterprises having higher growth potential and to acquire high quality assets as opportunities occur. In order to improve its business portfolio, the Group will consider to change its assets structure through spin off, re-organisation and the introduction of strategic partners. The Group will attempt to re-organise its asset bases and to establish its core businesses gradually. 

Because of the Asian economic turmoil, the business environment is full of pitfalls. However, as the economic recovery unfolds, the Group is confident of being able to face the challenges ahead and will do its utmost to improve its performance in the coming year. 

  

Consolidated Profit and Loss Account(At 31st December, 1998)
		1998
	1997

	 

	 

	HK$'000
	HK$'000

	 

	TURNOVER
	3,557,772
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	3,556,846
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	OPERATING PROFIT
	1,080,010
	890,733

	 

	SHARE OF PROFITS OF JOINTLY CONTROLLED ENTITIES
	156,472
	197,031

	 

	SHARE OF PROFITS OF ASSOCIATED COMPANIES
	35,811
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	28,740
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	PROFIT FROM ORDINARY ACTIVITIES BEFORE TAXATION
	1,272,293
	1,116,504

	 

	TAXATION
	67,991
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	82,301
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	PROFIT BEFORE MINORITY INTERESTS
	1,204,302
	1,034,203

	 

	MINORITY INTERESTS
	49,957
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	18,631
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	PROFIT ATTRIBUTABLE TO SHAREHOLDERS
	1,154,345
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	1,015,572
[image: image12.png]




	 

	DIVIDENDS
	286,641
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	269,803
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	EARNINGS PER SHARE
- Basic
	HK$1.37
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	HK$1.28
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	- Diluted
	HK$1.35
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	HK$1.25
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Consolidated Balance Sheet  (At 31st December, 1998)
	1998
HK$'000
	1997
HK$'000

	
	FIXED ASSETS
	1,327,598
	711,177

	
	BRAND NAMES
	37,956
	39,743

	
	INTERESTS IN JOINTLY CONTROLLED ENTITIES
	1,370,467
	1,204,798

	
	INTERESTS IN ASSOCIATED COMPANIES
	204,727
	170,401

	
	OTHER LONG-TERM INVESTMENTS
	6,587,538
	6,686,095

	
	DEPOSITS PAID ON ACQUISITION OF FIXED ASSETS 
	64,758
	195,772

	
	NET CURRENT ASSETS
	4,199,390
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	3,282,909
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	13,792,434
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	12,290,895
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	Financed by:
	
	

	
	SHARE CAPITAL
	88,132
	83,732

	
	RESERVES
	10,759,315
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	9,343,557
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	SHAREHOLDERS' FUNDS
	10,847,447
	9,427,289

	
	MINORITY INTERESTS
	318,630
	247,274

	
	LOAN FROM ULTIMATE HOLDING COMPANY
	193,500
	193,500

	
	OTHER LONG-TERM LOANS
	2,359,766
	2,385,532

	
	DEFERRED TAXATION
	73,091
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	37,300
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	13,792,434
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	12,290,895
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	The Year 2000 Computer Issue
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With regard to the year 2000 computer issue, the Group has carried out a further assessment of the systems of all its member companies. The assessment included testing hardware and software, and upgrading or replacing equipment that had potential problems. Rigourous testing, including inspections and sampling checks, with the assistance of independent consultants, is continuing. To date, no problems involving the year 2000 computer issue have been detected that will have any material impact on the production, sales and operations of any Group company. Preventive measures are scheduled to be completed in mid-1999. Certain avoidance work will be carried out by the end of the third quarter of 1999. The total cost of the process has been budgeted and accounted for as an ordinary item. The Group believes that the year 2000 computer issue will have no material impact on the operations of the Group. 


