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TO OUR SHAREHOLDERS

On behalf of the Board of Directors (the
“Board”), | am pleased to present the annual
results of Fairwood Holdings Limited (the
“Company”) and its subsidiaries (together
referred to as the “Group”) for the year ended
31 March 2003.

FINANCIAL REVIEW

For the year ended 31 March 2003, the Group
recorded a turnover of HK$732,375,000, a
decrease of 5.7% from HK$776,609,000 for the
previous year. Following the implementation of
a series of cost restructuring and consolidation
measures, the Group successfully turned around

to achieve a net profit attributable to
shareholders of HK$3,578,000 for the year
ended 31 March 2003, a significant
improvement as compared to the loss of
HK$70,285,000 for the year ended 31 March
2002. Earnings per share were HK$0.029.
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BUSINESS REVIEW

During the year, the Group through a number of
streamlining and outsourcing initiatives was able to
operate with higher operational efficiency under an
improved cost structure. These measures enabled the
Group to maintain its margins and achieve a turnaround,
despite a decline in turnover resulting from the weak
and deflationary economic conditions prevailing in the
past year.

Hong Kong Operations

During the year, the local fast food industry was further
dampened by the sluggish economy and high
unemployment rate. Facing this challenging business
environment, the Group took its business focus back to
its fundamentals by launching a corporate-wide campaign
on quality, service and cleanliness to ensure the consistent
delivery of high quality food and services as well as the
provision of a clean and comfortable environment to
enhance the dining experience of our customers. At the
same time, the Group renovated 17 existing shops to
enhance store décor. With an upgraded and trendy décor,
these stores have successfully prompted customers to
pay more frequent visits.
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The Group marked an important breakthrough among
Chinese fast food chain operators when it introduced
home delivery services at its Lam Tin and Tuen Mun
fast food outlets. The Group believes its delivery services
will offer an edge over other local fast food operators in
the market.

During the year, the school catering business improved
progressively, with sales increased by 25% compared
to last financial year.

The Group opened its second Café Oasis in Wanchai in
September 2002 further penetrating into the business
districts. During the year, the Group has revamped its
café at Maritime Square to a new concept restaurant
named ‘Boiling Tea’. At the same time, the Little Tokyo
Restaurant at Maritime Square was also revamped to a
Mediterranean restaurant Café Porto. While Boiling Tea
received encouraging market response, Café Porto has
also established a niche market for Mediterranean
dining.

In response to the fast changing market, the Group
commissioned a market research consultant to conduct
a research study in March 2003 for a better
understanding of the Group’s positioning in the local
fast food market and to identify any market

opportunities. This research will help the Group with its
development of marketing strategies to sustain and
enhance its brand in the constantly changing market
place.
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Mainland Operations

During the year, the Group was awarded 2 new
contracts for its institutional catering business. Sales in
the region performed satisfactorily, increasing 8.3% to
HK$40,749,000.

During the year, the Group opened 12 new outlets in
Hong Kong and the Mainland bringing the total number
of outlets of the Group as of 31 March 2003 to 94,
including 67 fast food outlets, 2 Café Oasis, 4
institutional catering outlets, 7 Buddies Cafés, 6
specialty restaurants in Hong Kong and 4 fast food
outlets and 4 institutional catering outlets in the
Mainland.

PROSPECTS

In the coming year, the Group will focus on improving
its services, food quality and store décor in a bid to
increase competitiveness. With the current conservative
consumer spending pattern, deflationary pressures and
the recent Severe Acute Respiratory Syndrome (“SARS”)
epidemic, the Group foresees 2003/04 to be another
difficult year for the local fast food industry. The market
is expected to undergo a consolidation period under
which the less competitive catering operators will be
phased out as a result of decline in market demand.
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The Group’s operations have been adversely
affected by the outbreak of SARS in Hong Kong
and the Mainland in March 2003. Although there
was no significant adverse impact on the
Group’s operating results for the year ended 31
March 2003, the Group’s restaurants turnover
for the period from 1 April 2003 to the end of
June 20083 decreased by approximately 20%
compared to the same period last year. The

Group is, however, helped by rental concessions
granted by landlords in respect of certain of its
tenancies and waiver of restaurant licence fee.
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To address customer concerns over store hygiene and
food quality during the SARS period, the Group was
the first Chinese fast food operator to participate in the
“Ten Commitments Campaign” organised by the local
food industry. Through this campaign, the Group
committed to providing a cleaner and more hygienic
dining environment to attract and retain customers.
During the same period, the Group has introduced
stringent controls to further reduce operating costs
under these tough conditions. On a more positive note,
there was in the past few weeks a rebound of customer
flow close to the level the Group enjoyed before the
SARS outbreak.

The Group also anticipates a continual downward trend in
rental costs as the economy remains sluggish. The Group
will consider taking advantage of the lower rental to
renegotiate its leases and relocate some of its store outlets
to strengthen its shop portfolio.

To sustain its efforts in food and service quality
improvements, the Group is taking initiative to fine tune
its operating system. With the help of external
management consultants, the Group is launching a
corporate-wide business process re-engineering project
to enhance business performance.
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The Group is in the process of upgrading its management
information system. The first phase of the upgraded
system, employing the latest information technology, is
due to roll out in the last quarter of 2003.

To keep abreast of the latest market trends, the Group
will make use of the findings of the research study
conducted in March 2003 to launch marketing initiatives
and improved menus to capture market opportunities.
It has always been the Group’s priority to enhance the
taste and quality of its food as well as to offer more
products to meet customers’ constant quest for more
choices and variety of wholesome foods.

In May 2003, the Group'’s first franchised fast food outlet
was opened in Shandong Province. Given the huge
consumer market potential, the Group believes that
there are ample opportunities in the Mainland market.
Nevertheless, the Group will observe the market
environment closely and cautiously expand its self-
operated fast food and institutional catering outlets in
Guangdong Province.

APPRECIATION

| would like to thank all our staff for their efforts in
turning the business around and their hard work in
helping the Company ride through the difficult time
during the outbreak of SARS. | would also like to thank
our Board of Directors for their support and advice
during the year. Finally, my heartfelt appreciation also
goes to all our shareholders, customers and business
partners for their continuous support to the Group.
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Chairman and Chief Executive
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Hong Kong, 17 July 2003




