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Turnover

The Group's sales continued to increase in the year under review. To
further strengthen our brands and market leadership, we have been
adding new value to our existing products and launching healthy,
great-tasting and trend-setting products that were generally
welcomed by customers. We also kept on expanding our business
by making our products available in new channels and building our
brands in fast-growing global markets. In general, sales growth was
more pronounced in the first half of the year, slowing down in the

second half.

The Group’s total turnover for the year ended 31st March, 2003 was
HK$2,228 million, up 1.6% from the HK$2,192 million registered in
the previous year. In fact we were able to sustain a stable year-on-
year growth of 4.8% if we exclude North America, which was affected
to a certain extent by the weakened demand for Aseptic Soymilk

and Tofu as well as other unforeseen circumstances.

Gross Profit

The Group's gross profit for the year totalled HK$ 1,245 million (2002:
HK$1,207 million), an increase of 3.1% over the previous year. The

gross profit margin was 55.9%, as compared to 55.1% a year before.

In addition to sales growth, the growth in profit could also be
attributed to our ongoing effort in cost management as well as an
improvement in overall production efficiency through supply chain
management and enterprise resource planning. The resulting higher
productivity has enabled us to offer better value to customers and

grow our earnings faster than sales.

Distribution, Administration and Other Operating

Expenses

Cost management remains high on our agenda and our expenses in
key areas are kept under tight control. In the year under review,
marketing, selling and distribution expenses increased slightly to
HKS$821 million (2002: HK$807 million). Administration expenses
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amounted to HK$161 million, compared to HK$ 164 million last year.
Other operating expenses amounted to HK$105 million, a decrease
of 6.3%. Total operating expenses amounted to 48.8% of sales (2002:
49.4%).

We have always been looking for and implementing new ways to
manage our marketing and promotional spending more efficiently
in order to achieve volume growth and higher profit. We are glad

that the result has been up to our expectations so far.

To improve operational efficiency, the Group's North American

Operation has already been consolidated to achieve cost synergy.

Profit for Disposal of Associate
The equity interest in Sodexho (Hong Kong) Limited, our associate,
was sold in August 2002 for a consideration of HK$14 million, giving

rise to a gain on disposal of HK$2.5 million.

Operating Profit and Earnings Before Interest,
Taxation, Depreciation and Amortisation Expenses

(EBITDA)

EBITDA for the year amounted to HK$278 million, up from HK$221
million a year earlier. We were able to sustain high productivity
throughout our supply chain, hence lifting our gross margin to 55.9%
of sales. On the other hand, trade productivity helped us keep
marketing spending flat as a percentage of sales. As a result, our
EBITDA margin grew to 12.5% of sales (2002: 10.1%). All these numbers
speak for our resilience in a highly challenging business environment

and the success of our focused expansion and diversification strategy.

Profit Attributable to Shareholders

For the year ended 31st March, 2003, profit attributable to
shareholders was HK$139 million, representing an increase of 59.8%
when compared with the profit of HK$87 million for 2001/2002. This
growth in profit, as also mentioned above, was attributable mainly to
improvements in sales performance, operational efficiency, cost
management as well as the cost-effectiveness of advertising and

promotion.
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Liquidity & Financial Resources
As at 31st March, 2003, the Group was in a healthy net cash position
of HK$244 million (31st March, 2002: HKS 132 million). Undrawn facilities

available to the Group amounted to HK$351 million.

As at 31st March, 2003, the Group’s borrowings amounted to

HKS$181 million, a decrease of HK$124 million from the amount
outstanding at the end of the last fiscal year. The maturity profile is
spread over a period of five years, with HK$157 million repayable in
the first year, HKS5 million in the second year and HK$19 million
within the remaining three years. The amount of borrowings
denominated in the US Dollar, Renminbi and Australian Dollar were
the equivalents of HK$28 million, HK$65 million and HK$S88 million
respectively. The gearing ratio (total borrowings / shareholders’ equity)
was 14.5% (31st March, 2002: 25.8%).

With our strong cash position at the year-end date as well as available
banking facilities, the Group's liquidity position remains healthy. The
Group has sufficient liquidity to satisfy its commitments and working
capital requirements. The Group incurred capital expenditure totalling
HK$47 million in 2002/2003 (2001/2002: HK$111 million), which was

primarily funded by cash generated from its operations.

Charges on Group Assets

As at 31st March, 2003, certain assets of the Group with an aggregate
carrying value of HK$51 million (31st March, 2002: HK$331 million)
were pledged to secure loan facilities utilised by the Group's

subsidiaries.

Financial Risk Management

The Group’s overall treasury and funding policy focuses on the
controlled management of risk, with transactions being directly related
to the underlying businesses of the Group. For synergy, efficiency
and control, the Group operates a central cash and treasury
management system for all its subsidiaries. Bank arrangements and
long-term borrowing requirements for subsidiaries are monitored
and approved at the corporate management level. The Group
endeavours to hedge its non-HK Dollar and non-US Dollar
denominated assets and investments located overseas with an

appropriate level of borrowings in the currencies of those countries.
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Forward foreign exchange contracts are utilised where appropriate
to hedge against major non-HK Dollar and non-US Dollar exposures.
At the year-end, the Group had no significant exposure under foreign

exchange contracts or financial derivatives.

Investor Relations

Since a large proportion of the Group's shares in the public domain
are held by institutional investors and some retail investors are also
showing an increasing interest in the Group's shares, the Group
considers good investor relations a high priority. We have an on-
going policy of maintaining a regular dialogue with fund managers
and analysts for the purpose of explaining the Group’s latest
developments and initiatives so that they can form an updated and
clear picture of our strengths and prospects. This kind of
communication is carried out through letters, press statements,
presentations and meetings to announce the Group's results. In view
of renewed interest among investors in the Group's shares, more
briefings and meetings were held with fund managers, analysts and
potential investors in Hong Kong, the US and Europe during the year

under review.

Employment, Training & Development

The Group has always taken a prudent approach to manpower
planning. The size of our full-time workforce increased marginally by
1.9 % in the year under review. As at 31st March, 2003, the number
of full-time employees was 2,288. We are maintaining a manpower
policy that aims to maximise the output of existing staff resources in

order to achieve productivity gains.

Regardless of the economic environment, the Group remains
committed to staff training. We believe that through improving our
staff’s job-related competencies, we can increase overall output and
operational efficiency without the need to increase the headcount.
We have therefore continued to support a wide range of skills training
and staff development programmes in Hong Kong, the Mainland,
North America and Australia. In Hong Kong, 154 training programmes
were provided in the year under review to 1,767 staff participants at

all levels, covering topics relating to management, quality control
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and technical skills. In the Mainland, 177 training programnmes were
held on various topics. Our North American and Australian Operations
provided approximately 300 and 140 man-hours of training
respectively, focusing on management and quality control. Besides
in-house training, the Group has also continued to implement its
policy of sponsoring employees’ participation in external training and
education programmes, including Outward Bound training, MBA and

degree courses in job-related disciplines.

The Group is also fully committed to the safety and health of its
employees. The safety and health committees established in the
Group's various operations are responsible for constantly improving
safety and health in the workplace by carrying out risk assessment of
work sites regularly and by establishing policies and guidelines for
improvement and taking corrective action where necessary. Regular

and intensive training on safety and health is also provided for staff.

The Group's remuneration policies and packages have remained
unchanged. Discretionary bonuses, share options and other merit
payments are granted, having regard to both the Group's and
individual employees’ performance, and are meant to reflect the value

generated by staff members during the year.

Community Support

With a view to promoting a healthy diet and lifestyle, the Group
supported a number of activities and programmes organised by
various professional bodies and charitable organisations during the

year.

In the area of health promotion, we supported the Biggest Healthy
Breakfast organised by the Centre for Health Promotion, Faculty of
Medicine, Chinese University of Hong Kong by supplying our CALCI-
PLUS Soya Bean Drink that formed part of the healthy breakfast pack
for teachers and students throughout Hong Kong. We also sponsored
the Skip Lunch Day by providing CALCI-PLUS to 50,000 participants
to help the Community Chest of Hong Kong raise funds for its

beneficiary organisations. We supported the Tai Po Health Promoting
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School Project organised by the United Christian Nethersole
Community Health Service to promote healthy breakfasts in schools
in Tai Po. We also continued to support charity walks organised by
the ChildrenHeart Foundation, the World Heart Day of the Hong
Kong College of Cardiology and the Tung Wah Group of Hospitals.
The walks were meant for raising funds for promoting public

awareness of heart diseases.

The Group also took part in a number of community activities.

We sponsored fund-raising activities organised respectively by

the Hong Kong Adventure Corps, Hong Kong Outward Bound,
Neighbourhood Advice-Action Council and ORBIS. In March 2003,
we joined the Hong Kong Council of Social Service to pay tribute to
Hong Kong's medical community in the fight against SARS. We also
continued to support the 30-Hour Famine Camp of World Vision
Hong Kong to raise funds for the needy in developing countries. The
Group's employees also participated voluntarily in the Corporate and
Employee Contribution Programme of the Community Chest of
Hong Kong. Overseas, Vitasoy USA Inc. supported a number of
community and health events organised respectively by the America
Cancer Society (San Francisco), Chinese Community Health Resource
Center (SF), Easter Seals, The Greater Boston Food Bank, University of

California and San Francisco Food Bank.
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HONG KONG

Production Efficiency

By Location of Assets (Production Plants) 2002/2003
REE(EEMRE) PREH —TT -/ -FTT=F
(Expressed in Hong Kong dollars L& &t &)

Revenue $1,199 million
A 1,199,000,0007C
Segment Result $189 million
5B A 189,000,000 7T
Segment Net Operating Assets $478 million
DEFEEEE 478,000,000 7T

The Group's production plant in Hong Kong supports both
domestic sales and exports to markets in Europe, Macau,

Southeast Asia and the Americas.

For the year ended 31st March, 2003, the revenue generated by
the plant and the tuck shop business reached HKS$1,199 million,
anincrease of 2.7% over the previous year. The healthy growth in
domestic sales in Hong Kong was able to offset the decline in
exports to Australia after the commissioning of the Group's plant
in Wodonga, Victoria in July 2001. The segment result for the
same period was HK$189 million, up by 3.3%. Through
continuous improvement in sales and tighter cost control, we
have also managed to improve our gross margin and

profitability in the Hong Kong market.
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HONG KONG (continued)

Market Performance

By Location of Customers
REF
(Expressed in Hong Kong dollars L% # 5t &)

2002/2003
—EE-/-FF=F

Revenue - Hong Kong Domestic Market $1,417 million
WA —BBARET S 1,417,000,0007C
Revenue - Export Markets $66 million
WA —HRAT% 66,000,0007T

Turnover generated from the Hong Kong domestic market was
HKS$1,417 million, increasing by 5.0% over the previous fiscal year,
whereas turnover derived from the export markets was HK$66

million, up by 3.1%.

(1) Domestic Market

Hong Kong remained a highly challenging market that
continued to be afflicted by an inactive economy, high
unemployment and deflation. In face of these challenges,
the Group found it important to leverage its brand names
on the one hand and create higher brand value on the
other. We continued to launch new products under the
VITASOY and VITA brands that appeal to the increasingly
value-conscious consumer. At the same time, we continued
to rely oninnovative and effective marketing and
promotion initiatives to support those new products. As a
result, we were able to achieve good performance during
the year. Indeed we outperformed the local industry’s

overall average.

The successful launch of the new VITA Fresh Green Tea and
VITA CHAT DIN Iced Tea and re-launch of VITA Water were
attributable to our strong marketing campaigns, including
some highly popular TV commercials. Other new products
launched during the period, including Premium Organic
Soya Drink in different flavours, new Juice Drinks, Jelly
Drinks with Juice, and Distilled Water with Minerals, also

met with a good degree of success.
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HONG KONG (continued)

Market Performance (continued)

(2)

Vitaland Services Limited ("Vitaland”) continued to grow its
market share in the tuck shop business. Given the general
recognition of the quality of the products and services
provided by our tuck shops, Vitaland was able to expand
significantly during the year, with the number of tuck shops
growing to 217, an increase of 28.4% from 169 a year ago.
To cope with the increasing demand for meal box services
in the school sector, Hong Kong Gourmet Limited, our
modern kitchen facility for supplying lunch boxes, also
continued to expand its operations. Supported by nutrition
professionals, we are now a leading provider of healthy and

hygienic food and drinks for schools in Hong Kong.

Export Markets

The Group continued to build its export business by
introducing new products to existing distributors and
expanding into new countries. The VITASOY Organic range
of products introduced in Europe in August 2002 has been
well received. Export growth continued in the year under

review, notably in Singapore and Macau.
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NORTH AMERICA

Production Efficiency

In 2002/2003, the Group's production plantsin Massachusetts
and California generated HK$466 million of revenue, a decrease
of 5.5% from the previous year. The segment result for the year
was an operating loss of HK$35 million, down from HK$52
million a year ago. This improvement could be attributed to the
reduction in expenses relating to the office consolidation carried
out last year, the transfer of our West Coast direct store delivery
business to a distributor and the commencement of the Okara

(bean residue) drying operation.
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NORTH AMERICA (continued)

Market Performance

By Location of Customers 2002/2003
RE B FTAE —TT -/ -TT=F
(Expressed in Hong Kong dollars L& B & &)

$518 million
518,000,0007T

Revenue — North American Market

WA —dEEMT 5

The North American soyfood market continued to evolve and
consolidate throughout 2002. The Aseptic Soymilk and Tofu
categories were contracting as mainstream US consumers
turned to the familiar dairy case for beverage purchases and
were choosing meat alternatives, soy-enhanced energy bars and
other ready-to-consume products as a more convenient way to
obtain soy protein in their diets. However, the growth in the
demand for Refrigerated Soymilk remained very strong in the US

market.

Vitasoy USA Inc.’s total turnover declined by 7.5% for the year
ended 31st March, 2003. This was due mainly to the decline in
the Aseptic Soymilk category of 5.0% and in the Tofu category of
7.6%. In addition, the ethnic markets registered a reduction in
sales due to increased competition and the one-off sale of
inventory to a local distributor in December 2001 at lower
prices. It should, however, be noted that the sales of VITASOY
Refrigerated Soymilk registered a healthy growth of 6.9% year-

on-year.

After the closedown of the South San Francisco office and the
consolidation of all administrative functions into the Ayer facility,
in Massachusetts, all our businesses in the US now operate
under the umbrella of Vitasoy USA Inc.. This has resulted in a
higher degree of coherence and coordination which is
conducive to a“team-based results-driven corporate culture”
throughout the organisation. The new integrated information
system implemented in December 2001 has been helping to
improve operational efficiency. Higher operational efficiency
resulting from these significant initiatives implies that we are
now in a stronger position to develop and launch new products

as well as explore new market channels in the coming years.
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THE MAINLAND

Production Efficiency

By Location of Assets (Production Plants) 2002/2003
REE(EEMRE) PREH —TT -/ -TT=F
(Expressed in Hong Kong dollars L& & &)

Revenue $487 million
WA 487,000,0007C
Segment Result $56 million
DEPFEAE 56,000,0007C
Segment Net Operating Assets $269 million
DERFEEBEEE 269,000,0007T

The Group's production plants in Shanghai and Shenzhen
support the Mainland market. Some of their products are also
sold in Hong Kong. In the year under review, notwithstanding an
insignificant drop in revenue to HK$487 million, the Mainland
plants contributed HK$56 million to the Group's segment result,
representing a healthy improvement of 3.7% over the previous

year.

Our Mainland Operation’s higher profitability should be
attributed to improved utilisation of our plants, the refining of
product mix and our strategy of subcontracting some of our
production to third parties strictly in accordance with our own
formulae. The three fundamental conditions to be met in
subcontracting have been quality, price and lead time. The
better segment result for the year under review speaks for the
success of this strategy. Apart from raising our profitability in the
Mainland, subcontracting also allows us to devote more time
and resources to product development, marketing and brand
building, which can ensure our market position in the Mainland

market in the long term.
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THE MAINLAND (continued)
Market Performance
By Location of Customers 2002/2003

REF T —RER - BB
(Expressed in Hong Kong dollars L& B & &)

Revenue - The Mainland Market $144 million
WA — /Bl K FE T %5 144,000,0007C

The Mainland’s non-alcoholic beverage market continued to
show positive growth, particularly in the dairy and ready-to-
drink Tea and Juice segments. The demand for water and
carbonated drinks continued to grow, but that for Soymilk

remained soft.

The Group's turnover generated from the Mainland market was
HKS$ 144 million in 2002/2003, an increase of 2.9% over the
previous year. In southern China, there was a healthy growth of
6.6% despite a very competitive and price-sensitive market. This
was attributable mainly to the successful launch of new ready-
to-drink Tea and Sports Drinks in PET plastic bottles. The re-
launch of 125ml VITASOY Aseptic Soymilk with new flavours and
package designs resulted in an exceptional growth in sales of
30%. The marketing of these products was supported by
aggressive trade and consumer promotion campaigns,
competitive pricing and effective sales and distribution efforts.
Taking advantage of the continued growth in southern China
and following the Group's strategy of market diversification, we
have also expanded into Fujian and Hunan during the year. In
terms of distribution coverage and volume gains, the resultsin

these two provinces have been positive.
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THE MAINLAND (continued)

Market Performance (continued)

However, the positive result in southern China was partly offset
by the decline in sales of 8.7% in eastern and northern China.
The decline was due mainly to the consolidation of sales and
distribution channels in Greater Shanghai as well as our focus on
second-tier citiesin the neighbouring region. Our expansion
effort in these cities had mixed results due to different market
conditions and competitive pressures, especially in the dairy
segment. Yet, there has been continuous improvement in terms
of operational efficiency and supply chain managementin our
Shanghai plant, giving rise to further savings. Furthermore, we
have secured a subcontracting agreement with one of the
largest dairy groups in the Mainland for producing their
products, which helped further improve the utilisation of our
production capacity in Shanghai in the last quarter of the fiscal

year.
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AUSTRALIA AND NEW ZEALAND BMNEF AR
Production Efficiency EENE

Commissioned in July 2001, the Group's joint-venture plant in FEBBREZNNDESRMNT 26 E K
Wodonga, Victoria supports the Australian and New Zealand ERZZET—FLAKRE  EnHERNM
markets. The year under review was the first full year of REEEmE c BEFEDNSRMNEE 2
operation of the Wodonga plant and all the initial BRTELEFE  EFVEH—URE
commissioning challenges have been overcome. For the twelve KERR REE-ZTE=F=-A=1+—
months to 31st March, 2003, the Wodonga plant generated Hit+=@A - SRMEERIAEE
HKS$77 million in revenue, increasing by a strong 79.1% from last 77,000,0007C * B L FEEHILR 79.1% °
year. The segment result of the Australian Operation was HK$1 BN 3 75 9 B 25 48 7% 78 %5 1,000,0007T ©
million.
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AUSTRALIA AND NEW ZEALAND (continued)

Market Performance

By Location of Customers 2002/2003
RE B FTAE i BT =4
(Expressed in Hong Kong dollars WX # 5t &)

Revenue - Australian and New Zealand Market $84 million

W A — B K 5 74 84,000,0007C

The Soymilk market recognition in Australia reversed itself in the
past year, with its value increasing by 5.5%. While the Aseptic
Soymilk segment remained stable, the Refrigerated Soymilk
segment grew by a phenomenal 20% in dollar terms. Indeed
VITASOY was the main driver of the market growth by virtue of
its LUSH Fruit-flavoured Soymilk launch in October 2002. The size
of Australian Soymilk market is now valued at HK$553 million, of
which VITASOY accounts for nearly 13%.

In New Zealand, the market grew at a rate of 8.7% in value and
14.2% in volume. This grocery market was solely aseptic with its
growth driven mainly by discounting. The market size is now at

HKS$55 million, of which VITASOY accounts for nearly 37%.

The development of the Group's Australian Operation has been
up to expectation and very satisfactory so far. For the year under
review, Australia and New Zealand contributed a total of HK$84
million to the Group's revenue, increasing by 7.7% from a year
ago, with growth coming primarily from the Refrigerated
Soymilk category in Australia and the Aseptic Soymilk category

in New Zealand.
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