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OPERATION RESULT

During Year 2003, the world economy has generally improved
and consumer confidence has been restored. In particular,
US retail sales reached a new record and large discount stores
achieved satisfactory growth. Consequently, we have
benefited from the robust turnaround in global economy.

For the financial year ended 31st December 2003, the Group's
consolidated turnover (including rental income from 410 Kwun
Tong Road) was HK$805 million compared with HK$561
million in the previous year, representing an increase of 43.5%
in turnover.

Sales of electrical appliances increased 42.5% compared with
that of the previous year. We have achieved this growth
because we have added 150,000 square feet of production
facilities in 2003, mainly for increased toaster oven production.
During 2003, our electrical appliance division has also
benefited from increased outsourcing from existing and new
customers, especially from Japan and Europe. The company
continues to innovate by vertical integration and having our
R&D team designing new products. With our innovation effort,
we are pleased to announce that we are adding two new
product categories, namely dehumidifier and air freshener to
our product mix, which has seen successful new product
launch during the first quarter of 2004. With these two new
product categories, we hope to minimize the seasonal effect
of our product mix and utilize our production capacity more
fully during the first half of the year.

Cheung Fung cigarette paper division continues to show
promising progress. During 2003, the two jointly controlled
entities of the Group raised money through project financing
to install new production lines (PM3 and PM4) to manufacture
porous wrap paper and tipping paper respectively. The new
PM3 production facility has been in operation since January,
2004. With an annual domestic demand of 30,000 tonnes of
porous wrap paper in China, we expect the PM3 line to
generate higher sales revenue for the Group in 2004. PM4
line has also successfully produced tipping paper in February,
2004 during its pilot run and will make contribution during
the second quarter of 2004. We also have plans to diversify
our paper product lines to include non-tobacco specialty paper
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using our PM3/PM4 production lines later in 2004. We believe
Cheung Fung's business would continue to be profitable in
2004 despite the high initial start-up expenses of the new
lines.

Despite the unfortunate event of SARS in May 2003, the
Group was able to lease out all the office spaces of 410
Kwun Tong Road by August 2003. As Hong Kong economy
continues to improve, we do not anticipate any tenants drop
out in 2004. We are happy to announce that the remaining
retail space located at basement of the building has been
leased out during the first quarter of 2004 and the building is
now fully let. In accordance with a professional surveyor'’s
valuation, 410 Kwun Tong Road is estimated to be worth
HK$300 million in fair market value. The building costs
including premium paid to Government for lease modifications
amounted to approximately HK$160 million.

The Group’s net profit during the same period increased by
92.6%. For the year under review, despite an increase in our
turnover of over 40%, the Group's general and administrative
expenses have decreased 5.8% to HK$61 million compared
with HK$64 million in the previous year. As a result, we are
pleased to announce that our net profit was HK$84 million,
representing profit per share of 25.8 cents (After restated
for SSAP12 Deferred tax, our net profit in 2002 was HK$44
million, with profit per share of 13.86 cents).

DIVIDEND

The Board of Directors recommends the payment of a final
dividend of 10 cents per share, making a total payout of 14
cents per share for 2003. (2002 - total of 9 cents per share).
The total amount of dividend appropriated, based on the
number of shares in issue, is HK$50,260,861 (2002 -

HK$28,287,072).

The Register of Members of the Company will be closed
from 31st May 2004 to 4th June 2004 (both days inclusive),
during which period no transfer will be effected. In order to
qualify for the above-mentioned final dividend, all transfers
accompanied by the relevant shares certificates must be
lodged by 4:00 p.m. on 28th May 2004 with the Company's
Registrars, Computershare Hong Kong Investor Services
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Limited, at shops 1712-1716, 17th floor, Hopewell Centre,
183 Queen’s Road East, Hong Kong. The final dividend is
payable on 18th June 2004 to members on the register of
member on 4th June 2004.

FINANCIAL POSITION

The liquidity position of the Group remains sound. Its current
ratio was 1.07 as of 31st December 2003, against 0.7 as of
31st December 2002.

During the year, the Group's Accounts Receivables turnover
stood at 74 days in year 2003, compared with 58 days of the
previous year. The inventory turnover increased from 82 days
in year 2002 to 85 days in year 2003.

Bank balances and cash were HK$180 million as of 31st
December 2003, representing an increase of HK$62 million
over that of the previous year. The change was mainly due to
cash raised from share placement.

Total bank borrowings amounted to HK$426 million as of
31st December 2003, representing an increase of HK$27
million over that of the previous year. The change was mainly
due to increased borrowings at Cheung Fung for business
expansion.

The Group's debt-asset ratio decreased to 38% as of 31st
December 2003, compared to 45% as of 31st December
2002.

FUTURE PROSPECTS

The core business of the Group remains to be small
household appliances manufacturing. The Group has enjoyed
double digit growth in sales over the last three years and we
believe this trend will continue in the coming year.

In 2004 we will continue to focus on developing new products
that require higher degree of automation/vertical integration,
and new products with patented technology to command
higher premium/better selling prices and margins. We will
look at new ways to form strategic partnership with our
customers. We will continue to execute effective supply chain
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management and effective SG&A expenses control
contributing to sustained favorable profit growth. We will
pursue a more aggressive expansion plan to enlarge our
market share globally and to maintain high utilization rates in
a competitive environment. And we have begun to engage in
high-tech joint-venture projects with HKUST and other
universities. At our Nansha factory site, we will complete
another 250,000 square feet of new production facilities by
July 2004. With this new production capacity, we expect our
turnover for small household appliances to again post double
digit growth in 2004.

On the property rental side, we expect rental income from
410 Kwun Tong Road to be approximately HK$14 million on
an annual basis, adding substantially to the Group's total net
income for 2004.

Regarding the cigarette paper business, we have successfully
completed the product range (A-1 paper, high porous plug
wrap paper and tipping paper), and we plan to adopt a ONE-
STOP SHOP STRATEGY to dominate Chinese domestic
cigarette paper market by bundling different types of cigarette
paper products. At the same time, we hope to form a strategic
partnership with international cigarette paper partners to
capture more market share worldwide — this is our EXPORT
STRATEGY. After we reach our desired turnover target, we
will look at diversifying our product mix in other non-tobacco
specialty paper products, and study seriously the spin-off
opportunity to list the cigarette paper business separately.

STAFF

The Group (including Cheung Fung) currently employs
approximately 75 Hong Kong staffs and operates a defined
contribution pension scheme. Our Nansha, Guangdong factory
(small appliance division) in China employs about 300 staff
and factory workers employed directly varied from 4,000 to
6,000 persons during the year. Our Chengdu, Sichuan factory
(cigarette paper division) in China on the other hand employs
about 780 staff and factory workers during the year.

On behalf of the Board, | would like to extend the Board's
appreciation to all our staff for their hard work and dedication
throughout the year.
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PURCHASE, SALE OR REDEMPTION OF OUR
SHARES

During the year, neither the Company nor any of its
subsidiaries has purchased, sold or redeemed any of the
Company'’s shares.

By Order of the Board
Wilson Wong Kin Lae
Chairman

Hong Kong, 19th April 2004
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