ARTFIELD GROUP LIMITED

Chairman’s Statement
FEWSE

TO ALL SHAREHOLDERS

On behalf of the Board of Directors of the Company (the
“Board”), | am pleased to present to shareholders the Annual
Report of Artfield Group Limited and its subsidiaries
(collectively the “Group”) for the year ended 31 March 2003.

DIVIDENDS

The Board does not recommend the payment of any dividend
for the year ended 31 March 2003 (2002: Nil).

RESULTS

During the year under review, owing to continuous uncertainty
of the worldwide economy, the Group recorded turnover of
approximately HK$268,853,000 (2002: HK$272,556,000),
representing a slight decrease of about 1.4% as compared
with last year. In spite of poor market sentiment, the net
profit from ordinary activities attributable to shareholders for
the year improved to HK$1,722,000 (2002: net loss of
HK$2,806,000). This improving result was mainly attributable
to the Group’s continuous efforts in enhancing management
quality, controlling the operation costs and strengthening our
product and marketing strategies effectively.
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During the year, the global economic condition remained
challenging. The clocks and other related products,
accounting for about 56.1% (2002: 51.4%) of the Group’s
total turnover, recorded a stable growth of 7.7% in turnover
for the year, amounting to approximately HK$150,792,000
(2002: HK$140,057,000), which was a fairly satisfactory result
under this unpromising market conditions. Although the
intensified market competition still exerted pressure on price
and profit margin, the Group endeavors to increase the total
sales volume and amount in order to maintain its leading

position within the industry.

As for our major markets, though the outbreak of Iraq war
during the second half of the year, sales to the United States
(the “US”) and Europe markets achieved a remarkable increase
of about 11.6% and 14.1% respectively. This achievement
was mainly derived from the Group’s continuing efforts on
product development and market penetration by leveraging
with our distribution networks in overseas offices. While sales
to the Asia Pacific region including the PRC and Japan
markets represented about 2.9% of the Group’s total turnover.

Facing such adverse and turbulent operating environment,
the Group will continue to transform our sales and marketing
strategies to cope with the rapid changing market environment
and to innovate more value-for-money and fashionable-design

products to our potential customers at reasonable costs.

On the back of lackluster consumer demand, the turnover of
the lighting product segment recorded approximately
HK$9,903,000 (2002: HK$10,605,000). Besides, with
increasing domestic manufacturers in the PRC trying to
compete with other rivals in the market by plunging prices of
lighting products, the market competition becomes more

severe.
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In order to maintain our competitiveness, the Group has put
more efforts to expand the existing production capacity, to
improve the operating efficiency and maintain stringent

product quality during the year.

The result of trading segment was affected by the sluggish
market environment in Asia region, coupled with the outbreak
of severe acute respiratory syndrome (“SARS”). The turnover
of trading segments recorded a decrease of about 12.1% to
HK$94,963,000 (2002: HK$108,061,000).

By acquisition of Lens Trading Inc. in August 2002, the
Management expects that it can broaden its earning base as
well as provide a stable income source for the Group to
improve its overall profitability. Supported by the Group’s
well-established vertical integration strategy, it is expected
that the trading and distribution business will provide positive
contributions to the Group in the long-term.

In light of stiff market condition, the turnover of electroplating
(2002:
HK$13,833,000), representing a slight decrease of about

services was approximately HK$13,195,000

4.6% as compared with last year. The Management will deploy
additional resources in upgrading the electroplating techniques
and installing advanced machinery and equipment in order to
increase the capacity and enjoy the advantages of economies
of scale.
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During the year, when the worldwide economy was expected
to show signs of an incipient recovery, it was abruptly
hampered by the tensions in the Middle East and the outbreak
of SARS. The Management believes that the coming year

shall remain to be tough and challenging to most industries.

Against such an adverse economic climate, the Management
will continue to exercise effective cost management and
improve its performance and profitability by implementing
comprehensive and stringent business strategies in the

following aspects:

The Management believes that product design and
development is critical to the success of the Group’s business.
Therefore, the Group consistently puts emphasis and
consideration efforts on design concept and product

engineering processes.

In light of sophisticated customers’ demands nowadays, the
use of clocks is no longer basic necessities, instead they are
perceived as fashionable gifts and stationery items. In order
to differentiate us from the market, an in-house research and
development team is encouraged to explore their innovations
in product designs and functionalities tied with market trends.
Therefore the Group not only provides the conventional clock
products, but also broadens the product range including
lighting products, electroplating products and especially for
development of gifts and accessory items such as office and
household accessories items and giftware products like office
stationery sets, wooden music boxes, photo frames, wooden
medals and wooden jewellery boxes. The Management
believes that enriching our product offering will expand the
customer base and diversify our product portfolio in the near

future.
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Apart from enriching product mix, the Management constantly
evaluates our existing market share and its position. In addition
to establishing our OEM business in the US market, the Group
endeavors to actively expand our distribution presences in
other major geographical regions including Europe and the
PRC. By establishing our representative sales offices among
the US, the United Kingdom (the “UK”), Germany and the
PRC in the past years, the Group enjoys the advantages of
sharing the market information shortly and enhances the
distribution and processing networks in promoting our OEM
and branded products in different geographical regions. In
the meantime, the overseas offices will liaise with various
distribution agencies with extensive market coverage to gain
a foothold in major cities and thereby facilitating an efficient
expansion and distribution.

Adopting the marketing strategies targeted at different market
positioning, the Group holds several brand names to suit
customers’ needs. In order to establish our brand recognition
in the US and the PRC market, the Management will mainly
focus on promoting our branded clock product “Wehrle” to
meet the high-ranked markets. With over 180 years’ brand
history, “Wehrle” is well-renowned name in the Europe for
high quality brass clocks and wins the market reputations.
The Management believes that the opening up of the PRC
market will provide a platform for the Group to capitalize our
professional technical know-how of a high-end brand name.
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Despite the overall sluggish economy, the PRC market
maintains a steady growth. The China’s accession to the
World Trade Organization, coupled with the recent formal
signing of the Closer Economic Partnership Arrangement
between Hong Kong Special Administrative Region and the
Central Government, will facilitate the liberalization of trade in
goods and services in the mainland market. The zero-tariff
policy will certainly facilitate the Group’s further expansion

into the mainland market in the years ahead.

Along with our foundation and experiences accumulated in
the PRC market over the years, the Management always
dedicates to strengthen the sales and marketing distribution
channels in the major affluent cities such as Beijing, Shanghai,
Guangzhou and develop our own brand positions in order to
capture the arising business opportunities in the PRC.

Leveraging with over 19 years’ experiences of clock
manufacturing and its proven track record in the field, the
Group will preserve in enhancing our long-term vertical
integration processes to maximize the economies of the scale.
Therefore the Group continues to deploy more resources in
advancing production machineries and facilities, upgrading
the manufacturing technologies in order to enhance the
operation efficiency, to increase production capacity and to
maintain high quality products.

For wood product and lighting product development, the
construction of new factory premises in Gao Ming, the PRC
adjacent to the existing production facilities of the Group
was commenced in late 2002 and expected to be completed
within this coming year. The Management believes that the
new production facilities will increase the annual production
capacity in the future.
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For electroplating business, the Management plans to install
additional automatic electroplating production lines apart from
existing facilities and reinforce new electroplating techniques
to cater for high expectations from customers and growing
demands. In long-term perspective, the Group has equipped
sufficient and specialized production manpower in our
production plants in China which will be capable to meet the
tight production schedules and increased production orders.

Looking ahead, the Management will prudently identify any
opportunity to expand the scope of the existing businesses
through merger and acquisition of other related businesses
or projects with high profitability returns after evaluation of
existing business and future development plan in order to
deliver excellent value to our shareholders.

Together with all my fellow directors, | sincerely thank all of
our staff for their loyalty, commitment and hard work, and
our customers, suppliers and shareholders for their continuing

support.

By Order of the Board

LIANG Jin You
Chairman

Hong Kong, 30 July 2003
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