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INTRODUCTION

With the Hong Kong economy entering into its fifth year of
deflation and the unemployment rate continuously breaking its
record-high presently reaching 8% plus level, the year under
review was an extremely difficult year. This lengthy economic
recession coupled with contraction in consumers’ wealth
weakened the spending sentiment which was evidenced by
shrinking in restaurant spending in Hong Kong from HK$56
billion in 2001 to HK$53 billion in 2002, representing a 5.4%
decrease. These severe situations created a mounting pressure to
the market players to adjust their pricing points. The outbreak
of atypical pneumonia (“SARS”) in Hong Kong, the PRC, the
North America and other parts of the world in March this year
further worsened the operating environment. The impact of this
SARS epidemic on the Group’s business would also be felt in the

first half of the current fiscal year.

With all these negative factors surrounding, the Group was able
to sustain this year’s total turnover the same level as last year at
HK$2.62 billion, albeit with a lower net profit attainment of
HK$245 million compared to HK$280 million reported last year.

FAST FOOD BUSINESS

During the year, Café de Coral fast food faced a very challenging
environment. Severe pricing competition intensified as
contraction in eating-out industry continued. Even non-
traditional players such as supermarkets and convenience stores
entered into the market through provision of microwavable lunch
boxes. While our competitors resorted to ‘cut throat’ price
reduction policy for attracting customer patronage, we have been
proactively pursuing various brand equity and customer value-
added initiatives in enhancing the quality of our products and

service standards.
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In the shop front, the Group invested HK$29.5 million to
renovate 15 Café de Coral shops with a well-received design
image and shop ambience to enrich the dining experience of
our customers. At the same time, we vigorously undertook “100%
customer satisfaction” program to aim at providing excellent

service to our customers.

Stringent cost control has always been the focus of the
management in sustaining the profitability. The savings from
operating overheads continued to play a key role to sustain for
profit stability this year. On one hand, this was successfully
achieved by further negotiating with our suppliers and landlords
for more favourable term. On another front, the HK$ 18 million
investment in upgrading the local central kitchen began to bear
fruit by improving production capacity and lowering cost. In
PRC, a new food processing plant with recognized standard of
hygiene was built adjacent to our existing premises in Dongguan.
This plant commenced operation in October 2002 to cater for
in-house consumption and outside customers. Labour intensive
food processing procedures have been gradually reallocated from
Hong Kong to the new plant, which would eventually translate
into margin improvement in near future. All these provided more
room to adjust our price without further impacting bottom line

in the present deflationary environment.

For the year under review, Café de Coral opened 11 new
restaurants in the prime locations including Causeway Bay, North
Point, Mongkok, Kwun Tong, Tseung Kwan O and Tuen Mun
districts, for providing convenient food services to our target
customers. Sites at Hong Kong International Airport, Mongkok
and Aberdeen were also relocated with improved visibility and
operating capacity. As of 31st March, 2003, there are 120 Café

de Coral quick service restaurants in operation.

Super Super Congee and Noodles delivered stable return despite
severe market competition. As at 3 1st March, 2003, there were
4 outlets of Super Super Congee and Noodles in operation. The
management believed that with this experience accumulated,
this brand will capture more patronage and has great potential

to expand into a sizeable chain in future.
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INSTITUTIONAL CATERING

Asia Pacific Catering has been experiencing a remarkable growth
in terms of new units opening with new catering contracts
awarded. There were 16 new units opened in this fiscal year
bringing our total institutional catering units to 52, which
include, 25 units in the health-care sector, 11 units in the
educational sector and 16 units in the commercial and
manufacturing sector. In order to utilize the internal resources
effectively, more institutional clients choose to outsource the
canteen operation to independent institutional caterers. This trend
would present the Group with more opportunities to capture
larger market share and further reinforce our leadership position

in this specialized sector in local catering scene.

During the past financial year, Asia Pacific Catering’s clientele
was further expanded by the recent winning of new catering
contracts in the health-care sector with Queen Elizabeth Hospital,
Kwai Chung Hospital and Yan Chai Hospital. In the education
sector, 3 new catering contracts were signed with Open
University of Hong Kong, Hong Kong Institute of Education and
Hong Kong Polytechnic University. Another 5 new catering
contracts were won in the commercial and manufacturing sector
to provide catering services to Hong Kong Science Park, Sogo
Hong Kong Limited, Aviation Security Hong Kong Limited, YKK
Hong Kong Limited and Sing Tao Daily. In addition, our catering
business in the Southern China further won a new catering
contract in Shenzhen. The winning of the said contracts further
exemplified the wide recognition of our professional catering

service by both public and private clients.

After the year end, we have signed up new catering service
contracts with Kwong Wah Hospital and TWGH Wong Tai Sin
Hospital in the heath-care sector while new contracts for
providing catering services to staff canteens of 3 hotels and a

club house under the Wharf group have been concluded recently.

BERE

WK R R E T B 16 R
MR & % > A48 B A B E W E 52
] o B AL TE 2o M B B RS > 11 [ BR
B B B 16 K] T 7 SE A HE - BEE R D
SR PRI U B RESN T
MR EREE > FUEEE P
3% 70 LT 35 4k A 3R % B [ AR B
BREEW 2 EE A -

RN AR B B DT T > 3 AR R
Ty o AP A VA B e~ 5 R B % (-
588 BE 2 S B IR A 4 o 7E BB
T BEKREERAMAE
AR KA T REET =0
R & MR & & o A5 T 2L 5 i -
ALY & GIN SRR g SR O
RALRE ERE TR AHERE - 52 (R
W HEARAA - BIBREARL
A YKKEWAERAFAKESHR -
7 R BN KR SEH > R R IR
B EERE AL - Eak i)
WA bk 2 mRE R IR A4 BAEH
SOEMRH o ORI AR S A -

FLHT > 32 K R A A ) LB A B e
SRHE = e BRIl B g S R RE B IR S
# o wHEAE RS ERE 54
Ty FLAR T % T = TAI90 0 K — ] & BT Y

B T 52 R R RS -




Café de Coral Holdings Limited

KRG AR ]

With this broad spectrum of client base coupled with the
establishment of its presence in the Southern China, Asia Pacific
Catering is now in a solid position to capture future opportunities
in the institutional catering industry and to provide further profit

growth base to the Group.

Our student catering business, Luncheon Star continuously
expanded its client base for the year under review with
satisfactory business performance and has been aggressively
building its brand and business base. These included joining
force with Department of Health in promoting healthy eating
amongst schools in Shatin district, a campaign that was proven
successful to enhance the healthy eating image of Luncheon

Star.

The outbreak of SARS in March this year resulting in suspension
of class in primary and secondary schools severely hit the
business and its adverse impact on the business would continue
in the first half of the current year. Nevertheless, with an
increasing awareness of hygiene standard by the public, coupled
with the expanding client base, Luncheon Star could grow
steadily and healthily with meaningful contribution to the Group

in future.
SPECIALTY RESTAURANT

Faced with severely competitive environment and weak
consumption sentiment, The Spaghetti House continued to
perform well within management expectation. During the year
under review, a new flagship outlet was opened at the arrival
hall of the Hong Kong International Airport in September 2002
and another new outlet was opened at Olympian City in January
2003.
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Continuous efforts have been focused on building a trendy and
stylish image. We have successfully renovated 3 The Spaghetti
House restaurants, introduced innovative products with high
perceived value and launched an Afternoon-Tea Promotion
Campaign to enhance customer value, supported by the launching
of a new television advertising campaigns, a series of advertising
promotion in MTR and joint promotion with Hang Seng Bank.
Good response was received from local customers with increased

patronage and enlarged customer base.

For the strategic franchise business, The Spaghetti House is now
having 5 franchise restaurants in operation overseas, all located

in Indonesia.

The Spaghetti House continues to receive recognition for its
service. In the review year, it was awarded the “Service Category

Leader of Catering/Food” by Hong Kong Retail Management Association.

The management endeavoured to reposition Ah Yee Leng Tong
to a market niche in particular to attract tourists. This strategy
would differentiate itself from the traditional Chinese restaurants
and minimize the direct competition with them. With 1 outlet
located in Cityplaza, one brand new Ah Yee Leng Tong will be in
operation by Summer this year at the Hong Kong International

Airport.

For the two home-grown concept restaurants, Bravo le Café and
Bistro M, the business performance has been satisfactory within
the management expectation. With experience accumulated in
the past few years, we are confident that these niche markets
have vast potential to grow. The Group is well positioned to
expand these concepts by organic growth and through acquisition

and strategic alliance in future.
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SCANFOODS

Our food processing and distribution business, Scanfoods
generated a consistent profit contribution to the Group. Faced
with keen competition, Scanfoods still managed to successfully
strengthen its presence in the local and the PRC markets by
expanding its product line and customer base, continuing
improvement in its product quality and extending its distribution
channels to hyper-market in China. During the year, Scanfoods
initiated a brand repositioning in China by launching a series of
promotional programs and television advertisement. This tactical

move has been successfully driving an instant sales growth.

CAFE DE CORAL IN THE PRC AND MACAU

The performance in this market has been most encouraging. As
of 31st March, 2003, there were 6 operating units in Southern

China and 1 unit in Macau.

In the past couple of years, we started repositioning our fast
food shops and modifying the pricing and marketing strategies
to adapt to the local spending power and taste. The Group’s
crucial tactics in localizing the management and purchasing teams
to support such revitalization have been proven to be effective
in reducing the overhead expenses and generating profit to the

China operation.

After 8 years since our last store opening in China, we are
excited to report that we have been back on the store opening
program in China with the first new store opened in Xiaolan,
Zhongshan in November 2002. With accumulated experience in
fine-tuning its profitable business model in the PRC, less
investment cost was spent for the set up of the new store which
would quicken the return on our investment. Another new store
located in Shiqi, Zhongshan has commenced operation since
May 2003. Immediately after the opening, these two new stores
performed satisfactorily with cashflow contribution to the Group.
Meanwhile, we have renovated our existing outlets to revitalize
the shop environment and enhance its brand image. The improved
environment enhanced the dining experience of our customers

and brought in extra sales.
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NEW ASIA DABAO

In view of tremendous potential in the PRC market after China’s
accession into the WTO, the Group made an exciting and
important strategic step in exploring new markets in Northern
China. In March 2003, we acquired a 50% stake in Shanghai
New Asia Snack Co., Limited (“NAS™), subsequent to its business
restructuring, from the Shanghai publicly listed Shanghai New
Asia (Group) Co., Limited, who is one of Shanghai leading
corporate and a market leader in field of the hospitality and
service industry. NAS currently operates 90 restaurants under

the brand name of New Asia Dabao.

With a well-established brand name of New Asia Dabao, the
largest Chinese quick service restaurant chain by stores in
Shanghai Municipal, we are confident that the New Asia Dabao
will be a valuable growth engine of the Group in the years
ahead. New Asia Dabao reported total systemwide sales of
RMB194 million in 2002 with a pro-forma EBITDA approximately

RMB20 million after business restructuring.

Upon regulatory approval obtained from the local authority for
this sino-foreign joint-venture approximately in July this year,
we proceeded to take over the management control of New Asia
Dabao and embark a series of initiatives in areas of operation,
marketing and food products to bring in extra value to this
business. With this sizeable platform of quality Chinese quick
service restaurant operation in Shanghai, the management
believed that further penetration into the neighbouring regions
such as Jiangsu, Zhejiang and Anhui would definitely be the

potential growth of this chain in future.
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MANCHU WOK & CHINA INN

Due to the lingering sluggish retail market in North America,
the business of the existing Manchu Wok and the newly acquired
China Inn performed below management expectation.
Systemwide sales delivered this year were approximately HK$792
million with earnings before interest, tax, depreciation and
amortization of approximately HK$30 million for the year ended
31st March, 2003. For the year under review, management focus
has been on the assimilation of China Inn into Manchu Wok
system and the consolidation of all corporate services and non-

performing stores in order to improve operating margin.

As part of the long-term development plan, Manchu Wok not
only focused on strengthening the business model to gain internal
growth and targeted to convert all corporate stores in U.S.A. to
franchise stores, but also initiated a free-standing street-site with
drive-through and dine-in facility in New Market of Toronto.
Following the success of this first store, the second free-standing
store was opened in Dundas, Toronto in December last year. The
management believes this well-accepted concept, being not
confined to a shopping centre environment, will provide new
avenues of growth for our Chinese quick service restaurant

business in North America.

A brand new fast-casual restaurant Fan Ting was launched in
May 2002 as a pilot-run in Ventura, California, riding on a
cook-to-order concept. Since its opening, the restaurant has been
performing well within management’s expectation, and highly
popular among the locals. The management expects that there is
further room to roll out this quick service restaurant concept in

various regions in North America.
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BUSINESS ACQUISITION

To ride on the opportunities available in the local front, the
Group completed an acquisition of a restaurant chain “Oliver’s

Super Sandwiches” in June this year.

Oliver’s Super Sandwiches has been a well recognized brand
name since its establishment in 1987. This chain comprised 15
restaurants located in prime locations in Hong Kong, with 6
and 9 franchise restaurants respectively in Malaysia and in

Philippines.

Oliver’s Super Sandwiches operates as a unique chain of
sandwich restaurants offering highly recognized ‘made-to-order’
sandwiches and salads, together with a growing selection of hot

food such as baked potatoes, pasta and soup.
NEW BUSINESS PROCESSES

The implementation of a computerized Point of Sales System
and Business Management System has been smoothly completed
in the review year. All our restaurant systems have now been
seamlessly integrated with the headquarters via broadband
connection and hence all critical business information, including
sales and marketing, inventory and procurement, accounting,
human resources, menu changes, product delivery time, have
been transmitted in a timely and reliable environment. The
implementation of these systems will undoubtedly increase the
competitive edge of the Group in terms of efficiency and

productivity.
FINANCIAL REVIEW

As of 31st March, 2003, the Group’s total borrowings was
HK$220,000,000 and maintained a healthy gearing (being total
borrowings over shareholders’ funds) of 15.11%. The total loan
of HK$220,000,000 is repayable within one year.

The Group had given guarantees totally approximately
HK$950,296,000 as of 31st March, 2003 to financial institutions
in connection with their loans granted to the subsidiaries and

jointly-controlled entities.
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HUMAN RESOURCES

As at 31st March, 2003, the Group employed over 8,400
employees. Remuneration packages are generally structured by
reference to market terms and individual qualifications and
experience. With a unique Executive Share Option Scheme
together with profit sharing bonus and performance incentive
system, employees are allowed to share in the growth of the

Group.

During the year, various training activities have been conducted
to improve the front-end services quality as well as to ensure
the smooth and effective implementation of the Group’s Business

Process Re-engineering project.

CONCLUSION

The year 2003 remains to be very tough for the retail business.
Notwithstanding all these challenges and uncertainties ahead,
the Group will continue to reinforce its dominant market position
by delivering innovative and value-added products with quality
service to our customers. Besides, we are committed relentlessly
to seek for new business and growth drive both in North America
and in China. With the well defined business strategy to diversify,
our business portfolio shall be more healthy and balanced in
order to deliver consistent business growth as well as long-term

profitability in future.

Lo Hoi Kwong, Sunny

Managing Director

Hong Kong, 8th July, 2003
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