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TO ALL SHAREHOLDERS, EMPLOYEES AND CUSTOMERS

The year under review was certainly among the most challenging
years in the Group’s 35 years long history. Not only have so
many sectors of business been simultaneously impacted by such
a persistent economic doldrums, the depth and breadth of this
economic downturn has been exceptional. Locally, the
unremitting deflationary environment is well into its fifth straight
year, coupled with the persistently high unemployment rate and
the continuous corporate retrenchment has stagnated the already
weak consumer market. Globally, the uncertainties in the world
economies has presented another challenge to management. More
recently, the widespread public concerns over the outbreak of
SARS in Hong Kong and other parts of world in March 2003

further deepened the adversity over the operating environment.

Over the year, we responded to this exceptionally challenging
business environment with a number of bold strategic initiatives,
aiming at ensuring a solid foundation for sustainable development
of the Group in the long term. First, we accelerated our cost-
cutting business process re-engineering and put in place a
vigorous assets rationalization program. Second, we continued
with investments in our industry-leading branch development
and renovation program to capitalize on the industry
consolidation opportunity. And thirdly, we stepped up our efforts
to reposition into faster growth potential markets globally
through mergers and acquisitions. We believe it is for the best
of our shareholders’ long term interest to take on these forward
thinking strategic initiatives even if it means that we would have
to take on short term sacrifice in giving up the Group’s proud

record of 7 years of consecutive operating profit growth.
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Having said that, the Group still managed to deliver solid financial
results for the year amid all the business challenges. While sales
were flat versus fiscal 2002 at HK$2.62 billion, net earnings
were HK$245,274,000, with net asset value amounted to
approximately HK$1.46 billion at HK$2.7 per share. As at 31st
March, 2003, the Group’s financial position continued to be
very strong, with a net cash about HK$513 million and available
banking facilities of approximately HK$791 million. There are
no material changes in contingent liabilities, charges on assets

and exposure to fluctuation in exchange rates.

To leverage our potent cash position and enhance our
shareholders’ value, the Group bought back a cumulative total
of approximate 43 million shares at an average cost of about
HK$3.35 per share since the Asian financial crisis in 1997.
Furthermore, given our balance sheet and cash flow position
keep growing stronger year on year, we reckoned that we need
to review our dividend policy to strike a balance between the
Group’s working capital and shareholders’ return. Insofar that
the Group maintains a healthy net cash position for funding
future developments, I would recommend to the Board to return
value to our shareholders, as reflected in this year’s more
generous dividend policy, in terms of dividend increase and

payout ratio.
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SOLIDIFYING THE FOUNDATION

To ride out the prevailing economic storm, I believe that the key
for any business enterprise is its adaptability to changes, and to
enhance its efficiency in the quickest manner in various business
aspects, so that it can come out stronger and more resilient
when the economy rebounds. For that matter, we dealt with
these changes and challenges by timely executing and

implementing various efficiency enhancement programs.

The implementation of a computerized Point of Sales System
and Business Management System, in which we have committed
HK$65 million, began to bear fruits. At the shop level, these
installed systems have already begun to deliver enhanced
marketing effectiveness, operational efficiencies, and product
delivery time. By way of a series of customer loyalty programs
on a smart-card infrastructure, which is a first of its kind in the
fast food sector, we are able to meet the sophisticated customers’
needs as well as to stimulate their wants. At the same time, the
systems have helped to expedite more effective strategic planning,
more timely information update and more powerful data analysis,
with substantial savings delivered in manpower and administrative

expenses at the back office.

On another front, the commencement of production at our new
food processing plant in Dongguan, PRC have gradually
reallocated our labour intensive work process from Hong Kong,
which slowly translates into margin improvement. This vertical
integration move reinforced the long-term direction of the Group
to reallocate our food processing into the PRC to take advantages
of the lower labour and raw materials cost for the benefit of the

Group.

In the context of extremely uncertain situation of the local
property market and in the long term interest of our shareholders,
the management has also decided to take on a prudent approach
on its equity and property investments, in order to ensure our
business foundation are built on more solid grounds when the
economy rebounds. Over the years, we have built up a small

portfolio of certain investment properties associated with our

EEKERE

NGRS BUCFE 5T > Wb7H
BEEENE  BOESR > ARAE - &
T 42 THE AR o T REAE KE AR B Ik
A AR RD - B b &
53 1) T 855 T8 B R0 T T Bk B - T R A
ik TR AL AR S A AR A ) 2 AT
e A AR A LR S T A
BTN R E 2R T U MOEH
ARG o LA A S 00 AR A RRE AN
HAEE YR - WHERKARAE 2
$&THAT BT NG 2 R B R > Al
98 AL T B R R R o BRUEIR] RF > KK
9 5T PR T S R R RE T Bl o
BT 2B RV LR A - MR
R A R R B T A R A 2
B o SEOROR IR R AUV R
AR AR B0 P 2 AR BN ) 2 B S

F3— 77 > AR R RSE 2R R A
B A0 IR A A A T AR
1 BLIRF 76 7 o 2 ARy 55 T SR A T
Fe o A RS i I RS e B U
B B A A B AT B B R B S
BHEHMRLERARRKEEG

95 T A M R W) ST G 2 AN I I
o BREECRIR R P48 - IR P
JE PRI LT R B 2 R P R P L
BERWHEA S > R REPR R R
M SEBARIETILARE » Syt - LM



1 Bl

Café de Coral Holdings Limited

KRG AR ]

self-owned property purchases. At the same time, we have also
taken advantage of the depressed market at the time to acquire a
small equity interest in a locally listed Chinese fast food company
as a long term strategic holding investment. Given the continuous
impairment of the value of such investments, the Group has
decided to write down the value of these investments to reflect
their significant diminution in value. We believe these prudent

decisions are in the long term interest of our shareholders.

To further solidify our financial footings, a HK$200 million 5
years syndicated revolving credit facility with eight international
banks was arranged in March 2003 for the Group’s general

corporate funding requirements and expansion plan.

LEAPING FROM GROWTH PLATFORMS

In the local market, while the eating-out industry has not been
growing for years, we saw fierce pricing competitions coming
from even non-traditional players such as supermarkets and
convenience stores. While our competitors resorted to price
reduction measures, Café de Coral fast food focused on a strategy
that would continue to strengthen customer value and brand
building. During the year, the Group adhered to its aggressive
store opening program and a total of 31 stores have been added
to the various strategic business units of the Group. In addition,
we have been persistently and vigorously implementing the face-
lift program and have renovated 19 of our outlets with a well-
received design image and shop ambience during the year. With
these two programs, we ploughed back over HK$83 million
into the existing business for further enhancing our competitive

edge.

On another front, Asia Pacific Catering continued to expand its
client portfolio. Its clientele during the year was further expanded
by our recent new institutional catering contracts in the medical,
educational and commercial sectors, bringing our total operating
units to 52, further reinforcing our leadership position in this

specialized sector in the local catering scene.
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EOMPANIES FOR 3840

BREAKING NEW FRONTIERS

Leveraging on the experience we have accumulated in the PRC,
we planned to open more outlets in China for the upcoming
years. The two new outlets in Zhongshan, Guangdong, in addition
to 5 existing shops in the South China, were rolled out this year
with satisfactory performance. For the current year, 3 more outlets
were scheduled to be opened in Southern China, further
signifying our stepped up confidence to penetrate into this

market.

Following the acquisition of China Inn with a chain of 21 outlets
readily in operation, we have pilot-tested various restaurant
concepts like the cook-to-order fast-casual restaurant Fan Ting
in Ventura, California, and the two Manchu Wok free-standing
street-site restaurants in Toronto, Canada, which we believe will
provide new avenues of growth, other than the shopping center
environment in North America. The initiatives on these various
new concepts coupled with the post-acquisition business
integration has triggered some one-off restructuring cost, which
has depressed the short term performance of this business unit.
Going forward, the management is confident that this sizeable
platform of over 202 restaurant units in North America would

eventually be a meaningful profit generator to the Group.

Another strategic development initiative essential for the Group’s
long term growth is the setting up of growth platform in the
very important China market. In 2003, this development vision
materialized in the form of an acquisition of a 50% stake in a
90 stores restaurant chain under the brand name of New Asia
Dabao, which is the largest Chinese quick service restaurant
network by stores in Shanghai Municipal. With this sizeable
platform, the Group’s foothold in the PRC market has been
substantially enhanced with a dominant and meaningful play in

this market of tremendous potential.
CHALLENGES AND OPPORTUNITIES

Year 2003 is the year of our 35th birthday, and was also among

the most challenging year in the Group’s long history. It is an
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increasingly enormous challenge for management to consistently
deliver continuous and consecutive profit growth in such tough
economic times especially on an enlarged profit base. The
magnitude of the impact on local and global economies brought
by SARS is hard to predict at this moment. Having said that
however, this SARS incident would quicken the inevitable closure
of many restaurants and accelerate the industry consolidation
where only the leading players like ourselves, through effective
management and efficient measures, would continue to reinforce
our market leadership position and benefit in the consolidation
process. We as a group are not deterred by the present economic
woes, but are committed to make use of the present window of
opportunities to build the Group as the world’s largest and
leading Chinese quick service restaurant group across the

continents. I am energized by the opportunities ahead.

The Group continues to receive recognition for our management
excellence on a local and international level. I myself am
particularly gratified and honoured for being awarded the
“Bauhinia Cup Outstanding Entrepreneur Awards”. At the same
time, our Group was awarded the “Business Awards 2002 —
Business Excellence Award” by The Canadian Chamber of Commerce
and we have been honoured, for the fifth consecutive year, as
one of the World’s “Best Under a Billion” by Forbes Global. As we
are entering our 35th Anniversary, the latest honour of being
selected as “2003 Best Employers in Hong Kong” was indeed
the best birthday we could ever have.

As always, our people are key to deliver these business excellence
and they are rising to the challenges of a promising future. I
applaud the efforts of our entire organization for delivering
these results in a tough economic environment, particularly that
of all our front line staff who rose to the occasion during the

SARS outbreak. I am more than grateful to them all.

Chan Yue Kwong, Michael

Chairman

Hong Kong, 8th July, 2003
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