Management Discussion and Analysis

The following comments should be read in conjunction with the Financial Statements of Decca Holdings Limited and
the related notes on the accounts.

REVIEW OF RESULTS

During the year under review, consolidated turnover decreased to HK$205.8 million (2002: HK$396.2 million) while
net loss after tax was amounted to HK$69.1 million (2002: net profit after tax HK$6.0 million). The decrease in
turnover is a result of the Group’s decision made previously to be cautiously selective in the Hong Kong and Mainland
China interior fitting-out market and to focus on overseas markets.

The loss incurred by the Group in the year ended 31 March 2003 has arisen in part from this switch in emphasis by the
Group from the Hong Kong and Mainland China interior fitting-out markets into overseas markets, which the Board
believes will require a further year or so to build up to satisfactory levels and in part from prudent provisions against
amounts owed for work done in the Mainland China market in previous years. Notwithstanding the provisions made,
the Group will continue to seek to recover the money in question.

Hong Kong and Mainland China continued to be the principal markets of the Group, accounted for approximately
63% (2002: 86%) of the Group’s turnover. Other markets into which the Group has expanded in particular, the USA
grew 121%. Since the opening of our office in Atlanta, Georgia, USA in April 2002, the Group has successfully
secured various sizable contracts which have contributed to this promising gain in turnover from this particular
geographical segment.

During the year under review, the Group undertook and completed projects for fitting-out works and/or supply of
furniture for the Kowloon Shangri-la Hotel (Phase I), The Venetian Hotel — Las Vegas, The Marriott Marquis — New York
and The Sun Hotel, Tokyo, Japan.

Projects currently in progress include a large residential project in Hong Lok Yuen in Hong Kong, various mock-up
rooms in connection with a new hotel project at the International Finance Centre Il, Hong Kong, and furniture supply
contracts for the Mandarin Oriental Hotel, Washington D.C, USA, the Hard Rock Hotel, Chicago and the Renaissance
Hotel, Aruba, Mexico.
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Management Discussion and Analysis

LIQUIDITY, FINANCIAL RESOURCES AND CAPITAL STRUCTURE

The Group continued to maintain a conservative financial structure during the year. As at the balance sheet date, total
bank borrowings amounted to HK$56.3 million (2002: HK$35.3 million), representing approximately 31% (2002:
14%) of the Group’s net worth. Finance costs were maintained at a low level of HK$2.8 million (2002: HK$2.7 million)
representing 1% (2002: 1%) of the Group’s turnover. The Board believes that the Group’s available banking facilities
and its bank balances should provide the Group with sufficient financial resources for its operations and future
development.

There is no seasonality borrowing requirements. The Group's funding requirements to certain extent depend on the
value of the contracts awarded to the Group by its customers. The borrowings include bank loans and overdrafts. The
maturity profile of bank loans and overdrafts is as follows:

THE GROUP
2003 2002
HK$'000 HK$'000
— within one year or on demand 56,305 33,442
— after one year but within two years - 1,872
56,305 35,314

The Group generally finances its operations with internally generated resources and credit facilities provided by banks
in Hong Kong. Subsidiaries in Mainland China also obtain short-term credit facilities from banks in Mainland China for
working capital purpose.

The borrowings are mainly in Hong Kong dollars and Renminbi which will be matched by the inflow of funds from the
Group’s projects in Hong Kong and Mainland China. The Group’s cash holding is mainly denominated in Hong Kong
dollars.

The interest rates of the Group's borrowings are usually floating in nature.

GEARING RATIO AND FOREIGN EXCHANGE EXPOSURE

As at 31 March 2003, the gearing ratio (total borrowings/net assets) was 0.34 (2002: 0.19). Comparing the net assets
of HK$180.9 million with the total borrowings of HK$61.9 million, the Board considered that such gearing ratio was
still acceptable. As the Group’s revenue and expenses were mainly in Hong Kong dollars, Renminbi and US dollars and
its cash holding was denominated in Hong Kong dollars, foreign exchange exposure of the Group was minimal as long
as the policy of the Government of HKSAR to link the Hong Kong dollars to the US dollars remained in effect.
Renminbi’s exchange rate remained stable as China also would like to maintain a stable exchange rate between Hong
Kong dollars and Renminbi which would be beneficial to Hong Kong's economy.
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Management Discussion and Analysis

CHARGE ON ASSETS AND CONTINGENT LIABILITIES

As at 31 March 2003, the land and buildings owned by the Group and situated in Mainland China had a net book
value of HK$7.7 million (2002: HK$8.2 million) and were pledged to a bank to secure a loan granted to the Group.
There were contingent liabilities in respect of counter-guarantees, amounting to HK$7.0 million (2002: HK$6.9 million)
given in favour of certain financial institutions against liabilities of these parties arising from non-compliance of the
terms of interior building works being undertaken by the Group.

SIGNIFICANT INVESTMENTS HELD AND MATERIAL ACQUISITIONS AND DISPOSALS OF SUBSIDIARIES
There was no significant investments or disposals of subsidiaries in the year.
EMPLOYEES

As at 31 March 2003, the group employed 103, 835 and 4 staff in Hong Kong, Mainland China and Singapore
respectively (2002: 134, 741 and 8 respectively). The Group remunerated its employees based on their performance,
working experience and the prevailing market conditions. Bonus may be given to staff of outstanding performance on
a discretionary basis. For the primary purpose of retaining high calibre executives and employees, share options may be
granted to eligible employees. Other employee benefits include mandatory provident fund and training programs.

CORPORATE GOVERNANCE

The Audit Committee, which was comprised of the two Independent Non-executive Directors, met twice since the last
AGM to review and discuss the Group's interim and annual results and other audit and internal control issues with the
external auditors.

In the opinion of the Directors, the Company has complied throughout the year with the Code of Best Practice as set
out by the Stock Exchange in Appendix 14 to the Listing Rules.

CLOSURE OF REGISTER OF MEMBERS

The Register of Members of the Company will be closed from Monday, 18 August 2003 to Thursday 21 August 2003,
both days inclusive. During this period, no transfer of shares will be effected. In order to qualify for the attendance at
the Annual General Meeting, shareholders must lodge all transfer documents accompanied by the relevant share
certificates with the Company’s Share Registrars, Standard Registrars Limited on G/F, Bank of East Asia Harbour View
Centre, 56 Gloucester Road, Wanchai, Hong Kong by 4:00 pm on Friday 15 August 2003.

PROSPECTS

The Board believes that the Hong Kong economy will recover slowly. Therefore, the Group believes that its strategy of
diversifying the number of markets which it serves should be the principal priority of the Group in the next few years.
More resources will be allocated to expand in overseas markets. The Group will also cautiously consider collaboration
with overseas business partners on strategic alliance that will add value to the Group’s operations and assist it in
achieving its business objectives.

The Group shall continue to expand its distribution network overseas through our operations at our various offices,

and strive to increase its market share in each of our markets, continue to promote our brands aggressively and
intensify its product development to boost growth in our business.
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