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REVIEW OF OPERATIONS

PACKAGING PRINTING BUSINESS DIVISION
Operating results

The packaging printing business, which accounted for
approximately 52.6% of the Group’s total turnover in
2001, is the core business of the Group. During the year
under review, the turnover attributable to this business
division was approximately HK$337,334,000, representing
an increase of 9.6% as compared to 2000. All sales from
this division were made in the PRC and were denominated
in Renminbi (“RMB").

In 2001, printed packaging products for tobacco were
the principal products of the Group, and accounted for
approximately 94.8% of the total turnover of the
packaging printing business and approximately 49.9% of
the total turnover of the Group. During the year under
review, the turnover from this category was
HK$319,646,000, representing an increase of 3.9% over
last year.

In addition, the sales from printed packaging products

for wine and for pharmaceutical and health goods in
2001 were HK$7,424,000 and HK$9,670,000 respectively.

Market overview

Tobacco industry

The State Tobacco Monopoly Administration of the PRC
stated that the PRC's tobacco industry maintained a sound
and stable development in 2001, with economic returns
achieving the best record over the past 20 years.
Approximately 34,000,000 master cartons of tobacco were
produced in 2001, representing an increase of
approximately 2% over the previous year. The PRC's
tobacco industry achieved RMB115,000,000,000 of
industrial and commercial profits and taxes in 2001.

The tobacco authorities in the PRC took strict measures
to fight against counterfeit products and illegal cigarette
machines. In addition, the authorities made efforts to
improve the organisational structure of enterprises within
the industry, with a focus on eliminating and closing small
cigarette factories which suffered from backward
production capabilities.

13 KITH HOLDINGS LIMITED
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Pharmaceutical & health care medical products industries

Along with the improvement in living standards and in
disposable income for the population of the PRC, demand
for high quality pharmaceutical and health care products
has increased. According to a research conducted by The
State Drug Administration of the PRC (“SDA"), there were
approximately 6,000 manufacturers, 16,000 wholesalers
and 110,000 retailers in the PRC's pharmaceutical industry
in December 1999.

Reform of the medical insurance system in the PRC, such
as sharing the basic medical insurance expenses by the
enterprises and employees and encouraging people with
mild illnesses to buy medicines by themselves, has
accelerated the demand for pharmaceutical products. In
2001, the total output volume of the PRC’s pharmaceutical
industry was approximately RMB175,000,000,000.

Wine and spirits industries

The Chinese white spirit (“baijiu”) and wine industries in
the PRC are potential market segments that the Group
expects to diversify its business focus.

In 2001, the yearly production volumes of baijiu and wine
in the PRC were over 5,020,000 tons and 500,000 tons
respectively. The development directions of these industries
are to strengthen sales channels, to fight against counterfeit
products, to improve the quality of products and services
and to promote the brand awareness and variety.

BEE®BR R A
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Effective corporate strategies

Through a strong management team with contemporary
management skills and domestic expertise in the PRC, an
appropriate company and product positioning with
outstanding marketing strategies and tactics has been
implemented.

In addition, the Group has cooperated in anti-
counterfeiting activities in the PRC by providing anti-
falsification printed packaging products and responding
quickly to the ever-changing needs of customers.

Advanced production facilities

As a commitment to enhancing quality and production
efficiency, a six-colour sheet-fed offset printing press in
conjunction with an on-line ultraviolet system for
varnishing and an off-line double ultraviolet coating
machine was installed at the Group’s Yunnan production
plant in December 2001. The Group’s production capacity
for offset printing will increase by approximately 47 %
from 161,600,000 sheets to 237,200,000 sheets per year.

In order to enhance the efficiency of sample production
and the effective utilisation of advanced machinery, a
sheet-fed gravure printing machine, two sets of hot-foil
stamping machines and an embossing machine were
installed.

In addition, the Group has installed a computerized pre-
press system connected to the printing process to enhance
production quality and techniques especially in offset
printing.

Recently, the Group’s Yunnan production plant established
a local area network system to link up different production
departments to control production workflow
systematically, and to furnish accurate information and
reports timely.
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Research and development capabilities

In order to maintain its competitive edges on technologies,
production workmanships and services, the Group has
further increased the number of its R&D personnel. The
Group has reinforced its technical department and in-
house design team. In addition, the Group has already
set up design houses in Kunming City, Yunnan Province
and Chengdu City, Sichuan Province in order to strengthen
its intelligence on market development and to enhance
its product development and design capabilities that other
competitors cannot match.

During the year under review, the Group has further
developed its corporate reputation and product image.
The Group has successfully applied 13 new innovations
on technology and workmanship, including micro-
embossing technology, glitter layer effect post-press
technology, special pearly sheen printing and combined
printing (gravure, offset and ultraviolet) technology, to
enhance its production productivity, to reduce failure rate
and wastage and to assist market development.

In 2001, the Group’s Yunnan production plant furnished
over 170 samples and 470 designs to the customers. This
proves that the Group possesses distinguished R&D
capabilities.

BEEBEEBERA
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Strategic and superior product mix

The Group manufactures a wide range of high quality
multi-colour packaging products which include:

o Printed packaging products for tobacco;
o Printed packaging products for wine;
o Printed packaging products for pharmaceutical and

health products;

o Printed packaging products for other consumer
products; and

o Booking printing.

In 2001, the Group produced over 180 branding products.
During the year under review, the Group has developed
several new customers and new products through
consistent and systematic marketing efforts. The Group
has successfully acquired new customers such as Yunnan
Kunming Cigarette Factory and Sichuan Shifang Cigarette
Factory. Yunyan, State Guests, Guobao and Stone Forest
were some examples of newly developed products, which
are famous brands in the PRC’s tobacco industry.

DISTRIBUTION AND INVESTMENT DIVISION

Operating results

To increase enterprise value, generate supplementary
revenue sources and explore additional business
opportunities, the Group commenced its distribution
business in June 2000.

After initial effort, the operating results of distribution
business were very noteworthy. During the year under
review, the turnover from this business was approximately
HK$302,144,000, representing an increase of 54.9% as
compared to 2000. The division accounted for
approximately 47.1% of the Group’s turnover in 2001.

Excellent product mix

The major products of this division are computer and
telecommunication components, peripherals and mass
merchandise.

17 «TH HOWDINGS LIMITED
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Having the division focused its resources in the sales of
computer and electronic components in the course of
the year, the turnover from this category accounted for
over 94.9% of the total turnover of the distribution
business.

Market overview

According to Gartner Dataquest, the global personal
computer (“PC") shipment in 2001 was approximately
124,800,000 units, representing a decrease of 4.3% when
compared with 2000. In addition, the total worldwide
semiconductor revenue has decreased by approximately
33% to approximately US$151,000,000,000 in 2001.

Slow recovery is expected by the middle of this year. In
March 2002, Gartner Dataquest forecasted the yearly
growth rate of global PC shipment and semiconductors
in 2002 would be at approximately 4.7% and 3.1%
respectively.

Over the last year, the handset industry has suffered a
series of blows, including bloated inventories, market
rejection of new products and features, difficulties in
migrating to next-generation products and services as well
as regulatory and safety challenges. iSuppli Corp. has
anticipated a modest recovery beginning toward the end
of the third quarter of 2001 and a gain in strength by
2002. Nokia Corporation has predicted the total market
volumes will rise by 10 — 15% to 420,000,000 -
440,000,000 units in 2002.

Flexible business strategies

In light of geographical diversification, the Group does
not rely on any single country. The major markets are
Western Europe, the PRC and Hong Kong, which
accounted for 7.2%, 62.4% and 29.8% respectively of
the turnover of the distribution business in 2001.

The Group has implemented a prudent inventory policy
for its distribution business in order to mitigate the risks.
As at 31st December, 2001, the inventory amount of
distribution business was only HK$3,219,000.
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Net current assets

As at 31st December, 2001, the Group had net current
assets of approximately HK$129,000,000. The current
assets as at 31st December, 2001 comprised inventories
of approximately HK$87,000,000, trade, short-term loans
and other receivables of approximately HK$196,000,000,
as well as bank deposits, bank balances and cash of
approximately HK$104,000,000. The current liabilities
comprised trade and other payables of approximately
HK$59,000,000, dividend and tax payable of
approximately HK$6,000,000 and short-term borrowings
of approximately HK$193,000,000.

Bank borrowings and facilities

As at 31st December, 2001, the Group had total banking
facilities of approximately HK$321,000,000, approximately
HK$234,000,000 of which had been utilised,
approximately HK$198,000,000 of which was secured by
corporate guarantees and cross guarantees given by the
Group, and approximately HK$109,000,000 of which was
secured by the assets of a Company’s subsidiary in the
PRC according to the terms of the relevant loan
agreements.

Director’s opinion on financial resources

The Group has improved its financial position as compared
with 2000. As at 31st December, 2001, the net debt to
equity ratio (Interest bearing liabilities less cash/
Shareholders’ equity plus minority interests) was reduced
from 40.4% to 37.6%. The interest coverage ratio of the
Group’s earnings before net of interest expenses, tax,
depreciation and amortisation (EBITDA) to net interest
expenses was 7.2 times, which was slight decline from
8.5 times in 2000.

The Directors are of the opinion that, taking into account
of the financial resources available to the Group including
internally generated funds and available banking facilities,
the Group has sufficient working capital to meet its
present requirements.
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FUTURE PROSPECTS

Promising developments in the PRC’s economy and
tobacco industry

With the PRC’s entry into the WTO, the estimated growth
rate of approximately 7% for the PRC’s gross domestic
product in 2002 and massive development of the western
region of the PRC, the consumer products market foresees
a prosperous future.

According to the WTQO's rules for most-favoured-nation
treatment, the PRC’s products are entitled to enjoy the
benefits from 134 signatory members. This will greatly
improve the trade environment for the PRC’s products
and will also provide more opportunities for cigarette
products of the PRC to compete in international markets.

According to the programme formulated by The State
Economic and Trade Commission of the PRC, the total
output of tobacco will be 34,500,000 master cartons in
2002. The programme urges tobacco authorities to take
steps to shut down small cigarette factories with an annual
output of less than 100,000 master cartons in order to
enhance international competitiveness.

The tobacco authorities are expected to implement
strategies for strengthening the industry by means of the
application of scientific and technological innovations such
as research on the technology to cut tar level. The
authorities aim to develop a number of tobacco brands
with a high content of technology and to speed up the
process of developing a number of internationally famous
brands.

Prosperous development in PRC's pharmaceutical
industry

Along with stable economic growth and improving
purchasing power in the PRC, the tremendous population
of approximately 1,300,000,000 that is growing and
aging, is definitely a driving force behind of the demand
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for high quality pharmaceutical and health care products
with better packaging.
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The future plans prescribed by the SDA, whose aim is to
promote the PRC to become one of the strongest countries
in the pharmaceutical industry, anticipates industry output
to increase to RMB800,000,000,000 in 2010 from
RMB200,000,000,000 in 2000.

Continuous investment in advanced production
facilities

In order to enhance the capacity of its post-press
operations, the Group entered into two purchase contracts
for two automatic platen presses for hot-foil stamping
and embossing with Bobst SA, Switzerland in January
and March 2002 respectively and a contract for a rotary
foil stamping machine with Steuer GmbH, Germany in
March 2002.

To cope with market development, the number of
electrostatic printing assist system adherent to gravure
printing machine for gradually lightened printing will be
planned to increase.

Cost management

Cost management is an essential policy of the Group.
The Group has taken several measures to reduce the
inventory level, of not only raw materials, but also finished
goods. In addition, the Group has reduced the usage of
aluminum foil by modifying production processes. This
measure can save millions of dollars every year.

Given the commencement of the train service to the
Zhaotong City, Yunnan Province this year, where the
Group’s Yunnan production facilities are located, the
transportation costs of the Group are expected to be
reduced substantially.

Quality assurance

The Group will carry out product quality assurance
measures systematically by in-house technical experts and
professional specialists from leading overseas machinery
manufacturers. Through proper training programmes, the
scope of services will be strengthened, and technical
support, production workflow and workmanships will be
improved.

Investment opportunity

In order to complete national sales network and capture
business opportunities in the PRC, the Group may set up
regional production facilities or sales offices at appropriate
locations in suitable time.

With its strength and resources, the Group constantly
looks for strategic investment opportunities that can
increase enterprise value and explore business potential.



