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Leveraging on the leading
position in the industry and
experiences accumulated in

the PRC, the Group was
honoured to be recognised by
Forbes Asia featuring one of
the 200 Asia’s best listed
enterprises with revenue
under US$1 billion a year and
five-year returns on capital of

at least 5%.
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On behalf of the Board of Directors of Kith Holdings
Limited (the “Directors”), together with its subsidiaries
(the “Group”), | am pleased to announce the operational
results of the Group and to present the annual report for

the year ended 31st December, 2005.

SATISFACTORY OPERATIONAL RESULTS

Satisfactory results have been achieved in 2005 and the
Group has successfully achieved, consecutively since 2004,
a double-digit growth in both turnover and in profit
attributable to equity holders for the year ended 31st
December, 2005. Total turnover was recorded at
HK$1,381,172,000, representing an increase of 16.2% as
compared to the turnover of HK$1,188,531,000 in 2004.
Approximately 25.4% of the total turnover was coming

from the package printing business.

Profit attributable to equity holders increased by 17.7%
from HK$40,644,000 in 2004, to HK$47,838,000 in 2005.
Leverage on its depth in expertise and well-established
relationship with the customers and suppliers, the Group
has been able to sustain its leadership position and achieve
continuous growth over the years and the Group’s

management is also optimistic about the years ahead.
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DIVIDENDS

The Company has maintained a stable dividend policy. An
interim dividend of HK1.8 cents per share was paid in
October 2005. The Directors recommended the payment
of a final dividend of HK7.2 cents per share for the year
2005, which represent an increase of 12.5% in total
dividend for the year compared to that of 2004,
maintaining a dividend payout ratio of approximately
50.0%.

BUSINESS REVIEW

Package printing division

Along with the continuous reforms in the tobacco industry
in the People’s Republic of China (the “PRC"), tobacco
factories continued to undergo a series of mergers and
reorganisations, which gives birth to some giant tobacco
companies in the PRC, such as Hongyun Tobacco (Group)
Co., Ltd. As a result of the long-term relationship with its
customers, the Group was able to retain its customers,
despite the impact from the merger and acquisition, and
also developed new products for its customers. Accordingly,
turnover from the package printing business for the year
ended 31st December, 2005 was recorded at

HK$350,225,000, representing an increase of 6.2% as

compared to 2004.
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The package printing division, which remains the core business,
contributed approximately 89.1% of the Group’s gross profit for
the year ended 31st December, 2005. In spite of the intensifying
competition in the package printing business in the PRC, the
Group managed to achieve sustainable business growth and gross
profit margin for the package printing division at approximately
31.2%. In addition, the net profit margin for this division was
20.9% in 2005. The Group has demonstrated its capabilities in
maintaining a consistently high gross profit margin over the years
by continuously investing in research and development (“R&D"),

training of staffs and taking effective cost control measures.

The tobacco industry remains as the Group’s core business
segment within the package printing division, representing 92.3%
of the turnover in the package printing division. With the steady
and rapid growth momentum in the PRC’s economy, especially
the consumer product segments, the demand for middle to
premium quality consumer products remained strong during the
year and therefore provide an ample market for the Group’s
development. In addition, according to the China Market
Yearbook 2005, the PRC’s annual revenue from its packaging
industry recorded a tremendous growth in recent years. These

factors will definitely contribute to the Group’s future success.
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In addition, the Group has continued to develop into other
industry segments. The market for oral-care product and
health care product packaging jumped significantly during
the year. As a result, non-tobacco sales accounted for
7.7% of the total turnover of the package printing business

in 2005, as compared to approximately 6.0% in 2004.

New R&D Centre

The Group's R&D centre set up last year in Kumming City,
Yunnan Province, which is a branch facility of the Yunnan
plant, was nearly completed and is expected to generate
income for the Group starting from first quarter in 2006.
The completion of the R&D centre will definitely strengthen
the Group’s R&D capabilities and proximate relationships
with customers. It will also typify the prolonged efforts
and success of the Group in Yunnan Province. The R&D
centre will continue to strive for the development of new
design, new application and new technique for the benefits
of the Group as a whole which, in turn is expected to
attract new orders from customers and upgrade product
quality eventually achieving a higher margin. In addition,
it will also focus on the pharmaceutical market segment

in Yunnan Province at the beginning stage in order to

further explore the development of this market segment.
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New Joint Venture Company

The construction of the new joint venture, namely Anhui
Qiaofeng Package Printing Co. Ltd. (“Anhui Qiaofeng”) in
Chuzhou City, Anhui Province, was in full swing during
the year and expected to be completed in first quarter of
2006. One rotogravure printing press and two post-press
machines for hot-foil stamping, embossing and die-cutting
were already delivered to Anhui Qiaofeng before the end
of 2005 and the setting and testing of these new machines

have already started in early 2006.

Initially, Anhui Qiaofeng will mainly engage in the printing
and manufacturing of tobacco and wine packaging
products in Anhui Province and commence to develop into
the eastern region of the PRC in two-year time. Expected
yearly production capacity in three-to-five year time will

be 800,000 master cartons of tobacco packaging products.

New Subsidiary Acquired

The Group acquired 60% stake of a printing company at
a total consideration of approximately HK$4,324,000 which
specialises in the manufacturing and sale of package
printing products of dairy products with its markets mainly
in Yunnan Province. The relatively modest investment in
the new subsidiary enabled the Group to explore a new

market segment, i.e. the paper packaging for dairy

products.
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Distribution and investment division

During the year under review, turnover from the
distribution and investment business was approximately
HK$1,030,947,000, representing an increase of 20.1%
over 2004. The tremendous growth was mainly attributable

to the increase in the selling price of marine fuel oil.

The Group has continued to adopt a prudent inventory
policy to mitigate business risks associated with the
distribution business division by maintaining at a minimal
level of inventory of HK$2,000 as at 31st December, 2005.

In order to focus on its core business of package printing
and avoid diverting further resources, both in the financial
and human resources aspects, in non-core overseas
operation, the Group disposed an overseas subsidiary in
June 2005.

In addition, the Group also disposed its interest in an
associated company at a profit of HK$6,919,000 in
December 2005 in order to further focus on its core
business and dedicate its resources to its core business of
package printing in the PRC.
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EXCELLENT HUMAN RESOURCE
MANAGEMENT

As at 31st December, 2005, the Group employed a total
of approximately 800 employees, mostly for its production

plants in the PRC .

The Group has placed strong emphasis on the development
of human resources with continuous training for the
employees in order to maintain the Group’s competitive
edges in most advanced printing and design techniques,
especially in the aspect of anti-counterfeit capabilities. By
leveraging the human resources in the new R&D centre,
the Group will be able to reinforce the development and
application of new raw materials to lower production costs
and new anti-counterfeit technique to secure customers’

orders.

Several overseas visits have also been arranged for senior
technical staffs to attend, including various shows for
printing and packaging machine in the PRC and overseas,
to keep the staff in touch with the most advanced

techniques and printing and packaging machinery.

The Group continues to use a performance appraisal
programme for all employees. The programme ensures that

each employee will be rewarded on a systematic and

assessable basis.
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STABLE FINANCIAL POSITION

The Group has continued its prudent financial policy and
maintained a healthy financial position. As at 31st December,
2005, the Group had cash and bank deposits of approximately
HK$201,959,000 and net current assets of approximately
HK$110,709,000. In view of the new investments in the R&D
centre and the new plant in Anhui Province, the Group has
been able to maintain its overall financial gearing at a healthy
level in 2005. Its financial gearing ratio, namely, net debt to
equity (shareholders’ equity plus minority interests) ratio, was

increased from 40.3% in 2004 to 53.0% in 2005.

FUTURE PROSPECTS

Faced with the fast-changing business environment, especially
in the tobacco industry, the Group’s management is optimistic
about the market for its packaging business in the PRC. By
leveraging the Group’s leading position in the industry and
the contribution of the new R&D centre and Anhui Qiaofeng,
the management is confident to sustain its market leader
position. In addition, the growth momentum of the PRC'’s
economy, especially in the middle to premium consumer
product markets, will remain robust in coming years. With
the improving living standards in the PRC and rising demands
for premium quality consumer product packaging, the
management will seize the opportunity to capture this market
segment through continuous investment in advanced

machinery and R&D of anti-counterfeit techniques.
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The new R&D centre in Kunming City, Yunnan Province,
will certainly enhance the capabilities in designing new
anti-counterfeit techniques and in better application of
new raw material in order to achieve cost savings, beautify
design and upgrade product image. On the one hand, the
new R&D centre will ease the workload of sample making,
and on the other hand, it will capture the market of cities
nearby, with the initial emphasis in pharmaceutical industry.
The Group’s management believes that the new R&D centre
will benefit the Group as a whole in the aspects of new
anti-counterfeit techniques and production efficiency in

the medium to long run.

Anhui Qiaofeng will be the main growth driver of the
Group in the years to come. Upon the completion of its
construction, the Group will be able to capture the market
in Anhui Province and eastern China areas. The Group’s
management is optimistic in the development of the
markets in these provinces as the income level in these
provinces is relatively higher than that of other provinces.
The management expects the production capacity of Anhui
Qiaofeng will achieve the production capacity level of the

current capacity of Yunnan plant in three-to-five years

time.
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With the existing plants in Yunnan Province, Heilongjiang
Province and new plant in Anhui Province serving the
southwestern, northeastern and eastern regions of the PRC
respectively, the Group will be able to capture customers in
different regions through its nationwide production and sales

network and maintain strong earnings growth in the future.

In addition, the Group will adhere to the philosophy of
proactively pursue new potential business partner for setting
up new production facilities in southern, northern and
northwestern region of the PRC, further broadening the
Group’s geographical coverage and market segments. The
group will continue to apply its successful business models

in Yunnan by setting up new production plant.

The tobacco industry in the PRC is expected to continue its
reforms to further consolidate tobacco manufacturers and
brands in the years ahead. The reforms will create giant
tobacco manufacturers and inevitably affect packaging
companies; however, the Group’s management has adopted
a proactive approach in securing the orders from both
existing and new customers by commencing the negotiation
with the tobacco companies beforehand with the help from
the local government. The Group has successfully secured
orders from existing customers and this will also provide
immense opportunities for the Group to develop new

markets.
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In addition, the giant tobacco manufacturers are expected
to deploy more resources to enhance product image and
fight against counterfeit products. The Group will definitely
benefit from this as the tobacco manufacturers will increase

its budgets to improve tobacco packaging.

Furthermore, the Group will continue to expand sales to
pharmaceutical manufacturers as well as other consumer
product manufacturers, such as health care and oral care
product manufacturers, to diversify its product mix to other
industries. The Group’s management has continued its
exploration of setting up new joint venture with certain
major pharmaceutical manufacturers in Heilongjiang

Province in 2006.

Leveraging on the leading position in the industry and
experiences accumulated in the PRC, the Group will
continue to develop its business and the management
believes sustainable growth will be achieved on a consistent
basis in the years ahead while maximising financial returns

for its shareholders and the benefits of its employees.
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INTERNATIONAL ACCREDITATION

In 2005, the Group was honoured to be recognised by
Forbes Asia featuring one of the 200 Asia’‘s best listed
enterprises with revenue under US$1 billion a year and
five-year returns on capital of at least 5%. The recognition
will motivate every staff to continue with his commitment

and efforts in the Group.

APPRECIATION

On behalf of the Group, | wish to express my sincere
thanks to our management team and to our employees,
who have devoted their expertise and efforts to the Group’s
successful development. | would also like to express my
gratitude to our shareholders and business partners for

their confidence and continuing support of the Group.

Hui King Chun, Andrew

Chairman

Hong Kong, 20th April, 2006
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