Mﬁmmm.,i@\z\_n_ﬂ\_mmmﬂﬂﬂﬁ



PEDREBE HDAEE 2 Z O EB
HEEBAGCAEBR ST _FE 2
MEEFEICT%  EREFENRN - %
X% MM E KR zZE EBEOR
410,115,000 R_ZZE—HFF
BM21.6% - ZEPIZ B HEEH
KEFRE  WAARB((TARB]) &
& -

E-FTT-% FEzOMNQRER
DARBZEEER  REEXBEHG

AREBZ2BRBEDRXBRE XD
97 .4% + T fh K & FEN
45 5% - TEBEFERN  ZBENEH
2 % ¥ % A399,476,0008 T 0 &
FEWM25.0% °

BERERMREBER DR B EKE
mE_FTT_FZ2HEREADNR
1,196,000/ 7T 28,212,000/ 7T °

-

L
‘, o
]

TEBREERSREEAS
FIHEZAE « B - FFASHR - RAER - FFIEHD RHFTRE : THE FR&  BEEH
Mr. Andrew Hui with Senior Management
Front row from left: Paul Yau, Andrew Hui, John Chan, Hui Bin Long Back row from left: Andrew Wong, Maggie Mak, Au Yeung Ho Ming

Operating results

The packaging printing business, which accounted for
approximately 46.7% of the Group’s total turnover in 2002,
is the core business of the Group. During the year under
review, the turnover attributable to this business division
was approximately HK$410,115,000, representing an increase
of 21.6% as compared to 2001. All sales from this division
were made in the PRC and were denominated in Renminbi
("RMB").

In 2002, printed packaging products for tobacco were the
principal products of the Group, and accounted for 97.4%
of the total turnover of the packaging printing business and
45.5% of the total turnover of the Group. During the year
under review, the turnover from this category was
HK$399,476,000, representing an increase of 25.0% as
compared with that of last year.

Sales from printed packaging products for wine and for
pharmaceutical and health care products in 2002 were
HK$1,196,000 and HK$8,212,000 respectively.
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Market overview
Tobacco Industry

The PRC's tobacco industry sustained stable growth in 2002,
with economic returns achieving the best record over the
past 20 years, according to the statistic from The State
Tobacco Monopoly Administration of the PRC. Approximately
34,450,000 master cartons of tobacco were produced in
2002, representing a slight increase of approximately 1.3%
over the previous year. However, the PRC’s tobacco industry
achieved RMB140,000,000,000 of industrial and commercial
profits and taxes in 2002, representing a significant increase
of 21.7% as compared with that of last year.

The increase in industrial and commercial profits and taxes
in 2002 has been out of proportion to the increase in total
number of master cartons produced, which can be explained
by the general market trend towards high grade tobacco in
the PRC and accordingly more resources and budget will be
deployed to improve the packaging for better product image
and to fight against counterfeit products.

The tobacco authorities in the PRC continued to take strict
measures to fight against counterfeit products and illegal
cigarette manufacturing. Furthermore, it has been a prime
focus of the tobacco authorities in the PRC to eliminate
small cigarette factories in the previous years and the total

number of cigarette factories in the PRC has significantly
reduced from 185 in 1998 to 123 in 2002.
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Pharmaceutical & health care products industries

Along with a growing and aging populace and an
improvement in living standards for the
population of the PRC, demand for high
quality pharmaceutical and health care
products has increased tremendously.
According to a research, the population of
the PRC will be approximately 1,388,000,000
in 2005 and the total sales volume of

pharmaceutical products for the elderly
population is expected to reach RMB61,600,000,000.

Along with the PRC’s accession to the WTO, the
pharmaceutical industry will undergo dramatic changes,
including a substantial reduction in import duty for
pharmaceutical products, opening up of the wholesale and
retail markets and other medical services for foreign

investment.

Wine and spirits industries

The Chinese white spirit (“baijiu”) and wine industries in
the PRC maintained a steady growth in 2002. This is one of
the potential market segments that the Group expects to
diversify its business focus. In 2002, overall baijiu production
recorded a slightly decrease, however an increasing number
of high grade baijiu has gradually been put onto the market.
In addition, the red wine consumption has substantially

increased during the same period.

The development directions of the wine and spirits industries
are to fight against counterfeit products, to improve the
quality of products and to
promote brand awareness
and variety.
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Clear strategic mission

The Group is committed to maintaining as one of the leading
packaging and printing enterprises in the PRC. Over the
years, the Group has grown steadily on the right path, aided
by favourable factors such as sustainable growth in the PRC's
economy and the general increase in living standards.

Through the efforts of its management team and its printing
expertise in the PRC, the Group has chosen an appropriate
company and product positioning and successfully
implemented outstanding marketing strategies and tactics.
The Group has continued its efforts in developing new anti-
counterfeiting techniques and product designs to cater for
higher expectations from customers.

Strategic location of production facilities

With over nine years of development and experience, the
Group’s Yunnan and Harbin production plants have
established a firm foothold in south-western and northern
regions of the PRC. The locations were strategically chosen
for their proximity to major customers in order to save
transportation costs, shorten the delivery time for broad
distribution and allow for a prompt response to customers’
requests.

Sophisticated production facilities

With its strong commitment to continuous investment in
advanced production facilities to maintain its leading position
among competitors, the Group has installed two automatic
platen presses for hot-foil stamping and embossing from
Bobst and a rotary foil stamping machine from Steuer in
2002. According to the manufacturer, the rotary foil stamping
machine in Yunnan Qiaotong JV is the first
machine of its kind installed in the PRC,
which has the unique function of further
reducing the wastage of aluminum foil used
in production. The fixed assets additions to
Yunnan Qiaotong JV amounted to
HK$34,892,000 in 2002. The installation of
these machines has eased up the congestion
in the Group’s hot-foil stamping department
and thus streamlined its production flow, as
well as improving its overall production
efficiency by maintaining production wastage
at a low level.

iy



N REBZHNZTF(RBEREE LE
L) AERNIENR T _FHEF
444,000,000K 5k 3 0 4 41.5% %
628,000,000A 5K °

EZHBEBAELEER -_ZEE_FALE
ISO 9002 : —_ZEZEZEFR  MAKEZ
MBBEAEEMSEINIERAZFEISO 9000m &
R BRBERFRE B EER AR
AEREZKE -EHRBELEEBRE S
RAFREZF N REEE -

MERRBBED

RRERFERMN LEIBZ2REERD
TEZBEFES  AEEE - HIEE
MAKHABEAR - AKEEEBEN
EZANERREXZNHE  MBER
mEr - ABRANTEERMEETRE
MERAMEENERBH 2RI
Al NEEHTSLERZIABBILRES
HERMBEMRIT 28D -

REBEFEAN AEBEE-—FTEIR
AIEEREMKR - ASESKYE
A15BelHESRNRIMEIET@E -
ERAZERHES SASEEBUHA
BRI RIE FEMBEFHFERE
EEMW e  REAEHRENERAZSE
BB —BERKWARASEEEM® ®HE
HEHFHEREZRE -

Furthermore, the Group’s production capacity for post-press
operations (including hot-foil stamping and embossing only)
will increase by approximately 41.5% from 444,000,000
sheets to 628,000,000 sheets in 2002.

In addition, Yunnan Qiaotong JV upgraded to ISO 9002:
Year 2000 version in 2002 and the Group’s Harbin production
plant is applying for ISO 9000 quality accreditation in order
to perfect all the production facilities in the PRC. This quality
certificate is expected to be obtained within this year.

Research and development capabilities

In order to maintain its competitive edges in technology,
production workmanship and quality services, the Group has
further increased the number of its research and development
personnel. The Group has reinforced its technical department,
in-house design team and two design houses established in
Kunming City, Yunnan Province and Chengdu City, Sichuan
Province by deploying more human resources and expertise
in order to strengthen its intelligence in market development
and to enhance its product development and design
capabilities.

During the year under review, the Group has further
developed its corporate reputation and product image. The
Group has successfully applied 15 new innovations in
technology and workmanship. The applications of these
innovations have enabled the Group to develop new designs
and workmanships that its competitors cannot match. The
application of these innovations in its combined printing

has always been a key to the success of the
Group in differentiating its products with
that of its competitors.
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Strategic and superior product mix

The Group's growth has been driven by the manufacturing

of 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 care products;

o Printed packaging products for other consumer
products; and

o Book printing.

In 2002, the Group has successfully explored new markets
by developing new customers and deploying new products
to existing customers, including mainly introducing new
packaging designs which have applied sophisticated anti-

counterfeit techniques.

Operating results

Leveraging the team’s strengths in the Hong Kong
headquarters, the Group commenced its distribution business
in June 2000 to further enhance its enterprise value, generate
supplementary revenue sources and explore additional
business opportunities.

During the year under review, the turnover from the
distribution division grew immensely to approximately
HK$466,967,000, representing an increase of 54.6% as
compared to 2001. The distribution division accounted for
approximately 53.1% of the Group’s turnover in 2002.

Market overview

Despite the global economic downturn in the information
technology industry in last year, according to International Data
Corp.’s forecast, global personal computer (“PC") shipments in
2002 reached approximately 135,530,000 units, representing
a slight increase of 1.1% when compared with 2001. The total
worldwide dynamic random access memory (DRAM) market
has increased by approximately 38% to approximately
US$15,400,000,000 in 2002.
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According to Dataquest Inc.’s forecast, worldwide PC
shipments are expected to rebound strongly by the end of
2003, to show a 7.9% increase from 2002. Driving the rise
in worldwide shipments will be an increase in corporate
budget in upgrading computer equipment, as most of the
companies will need to replace ageing systems purchased in
1999 in anticipation of possible millennium disruptions.

In addition, iSuppli Corp. has anticipated that the demand
for flash memory chips will increase by approximately 9%
over that of 2002. The growth comes mainly from the wide
usage of digital storage in digital cameras, personal data
assistants and other electronic devices.

The cellular-phone handset market is expected to grow at a
rate of approximately 10% in 2003, according to iSuppli
Corp.. The worldwide market for handsets was about
410,000,000 in terms of unit shipments.

Furthermore, the Group has entered into a new market,
namely the trading of marine fuel in 2002 in order to diversify
its distribution business to avoid over-concentration in the

trading of computer and telecommunication components.

In 2002, the total trading volume of marine fuel in Asia
Pacific region reached 45,600,000 metric tons. In addition,
with the opening up of the PRC market after the PRC's
accession to the WTO, the growth potential of this sector

within the PRC is tremendous.

Excellent product mix

In view of the global downturn in the communication and
information technology industries, the sales of computer and
telecommunication components indicated a substantial

slowdown in 2002.
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Accordingly, the Group has successfully opened up another
new market expansion opportunity to lessen the effects of
the downturn in the communication and information
technology industries. The distribution of marine fuel showed
a substantial growth potential in 2002. In its first year of
operation, the marine fuel distribution business already
accounted for approximately 64.8% of the total turnover of
the distribution business.

Geographical diversification

The Group’s major markets are Western Europe, the PRC
and Hong Kong, which accounted for 5.2%, 17.0% and
76.5% respectively of the turnover of the distribution
business in 2002.

The Group has implemented a prudent inventory policy for
its distribution business in order to mitigate risks. As at 31st
December, 2002, the inventory amount of distribution
business was only HK$1,681,000.

Net current assets

As at 31st December, 2002, the Group had net current assets
of approximately HK$91,474,000. The current assets as at
31st December, 2002 comprised inventories of approximately
HK$99,807,000, trade, other and short-term loans receivables
of approximately HK$260,951,000, and bank deposits, bank
balances and cash of approximately HK$72,461,000. The
current liabilities comprised trade and other payables of
approximately HK$118,773,000, dividends and tax payable
of approximately HK$2,710,000, and short-term borrowings
of approximately HK$220,262,000.

Borrowings and banking facilities

As at 31st December, 2002, the Group had total banking
facilities of approximately HK$477,054,000, approximately
HK$256,054,000 of which had been utilised, and
approximately HK$107,613,000 of which was secured by
corporate guarantees and cross guarantees given by the
Group, approximately HK$148,441,000 of which secured by
the assets of a Company’s subsidiary in the PRC according
to the terms of the relevant loan agreements.
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Director’s opinion on financial resources

With a view to further strengthen its capital structure, the
Group has improved its financial position as compared with
2001. As at 31st December, 2002, the debt to equity ratio
(interest bearing liabilities/shareholders’ equity plus minority
interests) reduced from 64.7% to 62.1%, whereas the net
debt to equity ratio (interest bearing liabilities less cash/
shareholders’ equity plus minority interests) was 44.5%. The
interest coverage ratio of the Group’s earnings before net of
interest expenses, tax, depreciation and amortisation (EBITDA)
to net interest expenses was 10.1 times which has improved
substantially from 7.2 times in 2001.

The Directors are of the opinion that, taking into account
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.

Encouraging PRC’s consumer product market

Despite the global economic slowdown and the effect of
the tension in the Middle East, the growth rate of the PRC's
gross domestic product in 2003 is expected to be around
7%, ranking as one of the best performing economies in
the world. Along with stable economic growth and improving
living standards in the PRC as a result of the effective
economic reforms in the past decade, the demand for high
quality consumer products is increasing. This will be further
enhanced by the PRC’s accession to the WTO and hosting of
the 2008 Olympics.

Promising Developments in the PRC’s tobacco industry

Although there is growing health concermns for smoking in
the PRC, the industry output and the sales volume have been
relatively stable in the past decade, with a 1.3% growth over
the previous year. As industrial and commercial profits and
tax has registered a tremendous growth rate of 21.7% in
2002, there are indications that customers are moving toward
high grade tobacco with a higher retail price.
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In addition, the PRC government has continued to urge for
the reform in the tobacco industry. The authorities aim to
develop a number of tobacco brands of a high quality and
to speed up the process of developing a number of
internationally famous brands. 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.

These provide an excellent opportunity for the Group to
growth its business as all the major tobacco manufacturers
are deploying more resources into tapping the market,
including upgrading product packaging and the application

of more sophisticated anti-counterfeit techniques.

Prosperous development in PRC’s pharmaceutical
industry

The market for a population of approximately 1,300,000,000
in the PRC is definitely a driving force for the Group as
demands for high quality pharmaceutical and health care
products are expected to increase tremendously as purchasing

power and general health care awareness improve.

The future plans prescribed by the State Drug Administration
of the PRC, whose aim is to promote the PRC to become
one of the strongest countries in the pharmaceutical sector,

anticipate industry output to increase to
RMB800,000,000,000 in 2010 from RMB200,000,000,000
in 2000.

High growth potential for information technology
services in the PRC

The PRC is expected to be one of the fastest growing
countries for information technology services in the world,
with revenue reaching US$8,900,000,000 in 2006, according
to Dataquest Inc.. The immature information technology
service sector in the PRC offers a good market opportunity

for the Group.
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Continuous investment in advanced production
facilities

In order to enhance the overall production efficiency of the
Group’s plants in Yunnan and Harbin, the Group will continue
to remain committed to the acquisition of advanced
production facilities. For the year ahead, the Group will place
more emphasis in the development of the Harbin production
plant in order to strengthen its foundation in northern region
of the PRC.

To cope with market developments and increasing demand
from customers, the Group has commenced a feasibility study
in acquiring a flexo-printing machine that will enhance the
capability of developing more sophisticated products.

Cost management

In addition to continuous investment in advanced production
facilities to enhance production efficiency, the Group also
has taken different cost cutting measures to reduce
production overheads and other administrative costs. In the
Group's production plant in Yunnan and Harbin, the Group
will continue to adopt a tight working capital management
in order to minimise the inventory level and the accounts
receivable balances. In addition, the Group will continue to
reduce the usage of aluminum foil by modifying production
processes and utilisation of the newly installed rotary foil
stamping machine.

Furthermore, the Group has already taken measures to
further lower the costs of funding by negotiations with banks
and rearrangement of loans.

Investment opportunity

The Group has applied flexible and aggressive marketing
and investment strategies to establish an excellent reputation,
broaden its product range and maximise profitability to its
shareholders.

To maximise shareholders’ returns, generate revenue sources
and strive for business opportunities, the Group will continue
to engage in its distribution business and look for other
investment opportunities in a prudent manner.
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