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N BUSINESS REVIEW
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It gives me great pleasure to report to our shareholders our business
performance for the past financial year. At HK$1,113,477,000,
turnover grew only moderately by 4.1%, but net profit for the year
grew significantly by 52%, to HK$60,017,000. During the year,
sustained high oil prices have given rise to upward pressures on
material costs, but through product mix improvements in each of the
Group's core businesses, overall margins have actually increased by
4.9%. Although the fragic events of last September 11 led to a
downturn for the world economy as well as for Hong Kong's exports,
the Group's business benefited from sustained growth in domestic
sales in China. Moreover, with the completion of the Group's Business
Re-engineering Project, all the core businesses are on frack towards
sustainable growth. As a result, the Group has recorded one of the
highest second half profits in the past seven years. Consequently,
the Board feels encouraged by the Group's business performance
in the past year.
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High Molecular Chemical Products and Mixed Solvents

ERZIWEFTEBICERESIOEM#MIE  During the past year, despite the decline in Hong Kong's exports,
ISEEEMI » AN ZEIABTE  the overall results of the Division have outperformed expectations.
HOTREIEE  BEHBEEBERIR  Tunover reached HK$278,531,000, representing a 8.4% decline
DRFEEARE » FTEREREAIEZEZE  while profit from operations increased by 21% to HK$35,864,000.
TS RN 73 EHE278,531,0007TH

35,864,0007T » BREFERAD R T

8.4%AMIBR21% -

SHEMNA » SEATPEEBHHEIE  In April this year, the Group acquired 1.5 million square feef of land
BEA—IEGH 1,500,000 730RAY T2 in Huiyang. Over the next two years the Group plans fo invest about
it - TRl MERR ~ RIRELER1 HK$100 million to build the largest production facility in the area
[EBTTEN—PTEEIBIN= BN o replace the existing Buji plant. The new plant will hopefully increase
REREME TR » UMERMSIEE  the Division's production capacity threefold, and will enable the Division
B » LRESZFEHIRIE  fo meet ifs longer term development objectives.
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The production workshop of Buji factory, Shenzhen.
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Paints
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The Paints Division completed the management structure reorganization
last year. Tumnover declined by 18% to HK$351,439,000 while profit
from operations showed a 45% increase to HK$11,013,000.
However, despite this strong growth in profits, the Board remains
convinced that there is still room for improvement in the performance
of the Paints Division.

The Group is confident that the Paints Division has now overcome
the problems which have plagued its performance for the past three
years and is firmly on the road towards becoming a significant
confributor to the Group's profits. Trade debtors and inventories have
been reduced fo reasonable levels, and margins have improved as
a result of product mix improvements. In May this year, the Division
led the market in successfully launching a range of products which
fully complies with China’s latest environmental standards, thereby
ensuring that the Division is well positioned to become a leading
manufacturer of environmentally friendly paints products in China. With
the heightened environmental interest in China and the domestic
consumers’ increased concern over health and safety, this new range
of products is expected to make a significant contribution to the
Division’s future business development.

Bauhivia paints
products
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Raw Solvents
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TH—5&
Part of the factory

Turnover and profit from operations, at HK$306,972,000 and
HK$ 17,498,000, were both at record levels during the past year,
representing matching growths of 28%.

Strong demand together with continued improvements in competitiveness
have accounted for the Division's impressive business results. Through
assistance from the local government, the Division has recently acquired
a piece of property of about 100,000 sq. ft. which is adjacent to
the existing plant for the purpose of expansion of production facilifies.
It is planned to expand the production capacity of raw solvents to
100,000 tonnes within this year. At the same time, the Division has
appointed a professional market research agency to conduct a
comprehensive in-depth study of the market in order to enable the

Division to design the most appropriate strategies to meet its
development needs.
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Lubricants
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Hercules auto lubricants
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Sales in the past year have been encouraging.
Turnover reached HK$84,763,000, and the
target of 22% growth has been achieved.
However, in view of the sustained high raw
ingredients costs, only a moderate profit from operations of
HK$644,000 was achieved. However, this is a big improvement
when compared with the loss of last year.

China’s WTO entry will affect automotive lubricants both positively
and negatively. The Division anticipates increased competition along
with continued expansion in the demand for automotive lubricants.
With the coming on-stream of the Tianjin plant in March, the Division
expects improved supply logistics and reductions in operating costs,
as well as benefits in the development of the Northern China market.
The Division also expects to make further progress in the application

of “nano technology” towards its business.
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The past year has been a significant milesfone in the Division's business
development. Through acquisition and expansion beyond the
Guangdong Province, turnover and profit from operations grew to

HK$ 100,660,000 and HK$ 11,868,000 respectively, representing
increases of 76% and 320% respectively.

The Division plans to continue fo strengthen its business in the Pearl
River Delta while pursuing an expansion strategy fo the other regions,
using Eastern China as the base for business development, production
and R & D. The Division plans to establish an Operations Centre
for Eastern China in Shanghai in the second half of the year, which
will give the Division manufacturing plants in both South and Central
China, thus laying the foundation for longer term development of the
inks business.
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LIQUIDITY AND FINANCIAL RESOURCES
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The Group continued to implement prudent financial management
strategy. Bank loans denominated in Hong Kong Dollars were fully
repaid during the year while Renminbi bank loans were used o finance
the operations of the Group in China. These loans are repayable
within one year or on demand and carry interest at floating rates.
The Group has net cash and bank balances of HK$85,173,000
as at 31st March, 2002, while at the end of last year, there was
a net bank borrowings of HK$46,332,000 and the gearing ratio
[net debt to shareholders’ funds) was 8.6%. As at 31st March, 2002,
a fotal of 13 banks in Hong Kong and PRC granted short term banking
facilities totaling HK$350,027,000 to the Group, 85% of these
facilities were denominated in Hong Kong Dollars and the rest in
Renminbi. Such banking facilities were drawn to the extent of
HK$ 164,735,000 as at 31st March, 2002. The Group's available
banking facilities and its future cash flow from operations will provide
sufficient funds to the Group fo meet its present operation requirements
and for the further development of ifs business in the foreseeable future.
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AUDIT COMMITTEE

ENZEZHMUBIUIFNTESHE
B ERREESRE - ARRDE
BIE_EE-—F BT/ \H#HEE
REEZE » HIERBEERTE
L - RTEE—F+—H 7L
HEERATEHEZERZESZH
5 o T ItE ZE 8RB B R 1B R AR S £ 1
L -FRERZESIHET=XE
o DEIREERITEEEE 2L
EEFEBRABERECET R

FEREZE -

2 H

The Audit Committee consists of two independent non-executive directors
with Mr. Wong Kong Chi acting as the chairman. Dr. Chan Nai
Keong resigned as a member of the Committee on 18th June, 2001
and his vacancy was immediately filled by Mr. Tong Wui Tung,
Ronald. On 19th November, 2001, Mr. Tong Wui Tung, Ronald
resigned as a member of the Committee and Mr. Young Man Kim,
Robert was appointed as a member with immediate effect. Members
of the Committee have met three times during the year for the review
of the Group's internal control, final results and interim results before
they were fabled for the Board's approval.

EMPLOYEES

RIBEEF=R=1—H > *&E
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As at 31st March, 2002, there was a fotal of 2,195 employees
of which 146 were based in Hong Kong, 1,975 were based in
other provinces in the PRC and 74 based in overseas. Remuneration
packages of employees include salary, bonus as well as share options
which are reviewed from time to time and at least annually. There
are full time staff responsible for providing infernal training together
with a training subsidy scheme fo encourage employees fo upgrade
themselves.
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There are indications of a global economic recovery since the
beginning of the current financial year. Hong Kong's domestic exports
in the first quarter has also shown some improvement over last year.
In this regard, the Group is cautiously optimistic about its prospects
for the coming year. At the same time, we expect China’s economy
fo continue its rapid growth, which should benefit the Group's domestic
sales in the Mainland. Mainland sales will continue to account for
an increasingly important part of the Group'’s business, and it will
undoubtedly be the engine of growth for the Group's business in the
next few years.

During this year, the Group has taken steps in each of its Divisions
fo upgrade its production capacity as well as other ancillary facilities
fo capitalize on upcoming business opportunities. At the same fime,
the Group's financial position continues to be healthy. The Board is
therefore confident about the prospects for the year ahead. The Group
also anticipates that environment and conservation will be key issues
in the long term global economic and social development. These issues
will present both challenges and opportunities for the Group. We
are defermined to invest more resources to become a leader in this
industry.

Finally, on behalf of the Board, | would like to extend my sincere
gratitude to all the shareholders and staff for your continued support.

By Order of the Board
lp Chi Shing, Tony

Chairman

Hong Kong, 3rd July, 2002



