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To our shareholders:

2003 remained a challenging year for the Group. The worsening operating
environment during the first half of the year together with the outbreak of
Severe Acute Respiratory Syndrome (“SARS”) in Hong Kong in March had
further dampened the weakened economy. Despite improved economic
sentiment in the second half of the year, unemployment rate still hovered at
high levels and price competition intensified within the restaurant industry.

All these factors had made the Group’s operation very difficult.

Facing these unfavourable market conditions, the Group adopted a series of
cost control measures, enhanced food quality to attract more customers, and
implemented market segmentation strategies through making more business
adjustments. As a result, the Group succeeded in improving its operating

performance during the year under review.

To restructure its restaurant network and utilise its corporate resources more
efficiently, the Group disposed of two properties located in Mongkok and To
Kwa Wan for an aggregate net sales proceeds of HK$35 million, and disposed
of four of its subsidiaries, which resulted in a gain of HK$41 million during

the year under review.

Following the outbreak of SARS in 2003, the restaurant industry in Hong
Kong underwent a period of substantial market consolidation, during which
restaurants with relatively lower operational efficiency were eliminated or
forced to suspend operation. In the second half of the year, the retail market
conditions in Hong Kong slightly improved amid the gradual recovery of the
local economy and the implementation of “Individual Visit Scheme”. However,
the change in the spending pattern of Hong Kong people together with the
relative high costs such as rentals and salaries, the local restaurant industry

still faced severe challenges.

BUSINESS REVIEW

In 2003, the operating environment of the restaurant industry continued to be
daunting, despite improvement in the overall Hong Kong economy. According
to the Census and Statistics Department of Hong Kong, the total revenue of
the restaurant sector in Hong Kong for 2003 amounted to HK$48.1 billion,
representing a substantial decline of 10% from HK$53.4 billion in 2002. The
restaurant industry experienced sluggish sales. In particular, the impact on
Chinese restaurants was most significant. To cope with the decline in catering
expenditures, many of the Chinese restaurant operators lowered prices to attract
customers, which resulted in a cutthroat competition. As such, the profitability

of the overall industry declined further.
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OPERATING RESULTS

Affected by the closure of certain restaurants and adverse operating
environment, the Group’s consolidated turnover for the year ended 31 December
2003 decreased by 30.5% from 2002 to HK$507.9 million. The Group’s
consolidated net profit attributable to shareholders for 2003 was approximately
HK$31.2 million, compared with consolidated net loss attributable to
shareholders of HK$74.6 million in 2002.

OPERATION REVIEW

In 2003, the deteriorating market conditions led to intensified competition in
the restaurant industry. Moreover, high unemployment rate and the price war
among Chinese restaurants had eroded the profit margins of the overall Chinese
restaurant industry. Meanwhile, the increasing popularity of western cuisine,
Japanese cuisine and “homemade” cuisine in Hong Kong in recent years had

also had severe impact on the operations of traditional Chinese restaurants.

Despite the poor market conditions in Hong Kong, the Group continued to
adopt prudent and innovative operating strategies. The Group made every effort
to provide customers with high quality service and a wide variety of delicacies
at affordable prices. Besides, the Group implemented different marketing

promotion strategies during the year under review to maintain its market share.

The Group had also streamlined and reorganised its restaurant network to
improve operational efficiency and achieve better resources allocation. Apart
from the disposal of two properties and four subsidiaries, the Group also
refurbished two restaurants in Hunghom and Tsim Sha Tsui. As at 31 December
2003, the Group operated 11 restaurants in Hong Kong. While this move
brought immediate cost-saving benefits to the Group, it was intended to be a
long-term strategy in improving the Group’s overall ability to take advantage
of any business opportunities arising from a better industry environment in the

future.

Meanwhile, the Group had also stepped up its cost control measures, including
negotiating with restaurant lessors for rental reduction. The Group had
succeeded in negotiating reduction in the rentals of two restaurant outlets,
which could save the Group HK$270,000 per month.

During the year under review, independent third party Cipla Limited had
indicated interest in acquiring the controlling stake of the Group from the
Company’s controlling shareholder. However, as the two parties had not
completed the transaction within the agreed time, the transaction had not been

finalised.
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STAFF AND COMPENSATION POLICY

As at 31 December 2003, the Group had a total workforce of 1,111 (2002:
2,118). The salary and wages of our employees are commensurate with their

duties and performance.

FINANCIAL REVIEW

Funding policy

The Group will make its funding decision on a case-by-case basis and according

to the following factors:

— the availability of bank loans and the interest rate level
—  the availability of and the advantage of using internal resources instead
of borrowing

—  impact on the gearing ratio and interest rate fluctuation

Capital structure

As at 31 December 2003, the Group had outstanding bank borrowings, other
loan and finance lease payables denominated in Hong Kong dollars with an
aggregate amount of HK$11,858,000 (2002: HK$127,350,000). The cash and
bank balances of the Group amounted to HK$7,729,000 (2002:
HK$21,927,000). The decrease in the outstanding bank borrowings was mainly
due to the disposal of a properties during the year under review (as detailed in
the circulars dated 25 April 2003 and dated 25 August 2003).

The short-term borrowings of the Group accounted for 81.5% (2002: 24.8%)
of the total borrowings at 31 December 2003.

The interest expenses of the Group for the year under review were
HK$3,473,000 (2002: HK$4,468,000). As at 31 December 2003, the ratio of
total liabilities to total assets of the Group was 89.9% (2002: 87.9%).
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Pledges of assets

As at 31 December 2003, leasehold land and buildings and investment properties
of the Group with a net book value HK$650,000 (2002: HK$141,120,000)
was pledged as security for bank loans. As at 31 December 2003, shares of
two subsidiaries were pledged as security for a short-term borrowing amounting
to HK$6,000,000 for working capital of the Group.

Issurance of preference shares in subsidiaries

Two subsidiaries of the Group placed and issued 3,000,000 new non-voting,
non-convertible and non-redeemable preference shares each on 30 June 2003
at HK$1 per share. The total proceeds HK$6,000,000 had been used for their

working capital.

Exchange exposure

Since most of our sales, purchases and bank loans were denominated in Hong
Kong dollars during the year under review, the Group was only exposed to

insignificant exchange risks.

Capital commitment

As at 31 December 2003, there was no material capital commitment for the

Group.

Contingent liabilities

At 31 December 2003, a number of current employees had achieved the required
number of years of service to the Group in order to be eligible for long service
payments under the Employment Ordinance should their employment be
terminated under certain prescribed circumstances. A provision has not been
recognized in respect of such possible payments, as it is not considered probable
that there will be a material future outflow of resources from the Group in

respect thereof.
At 31 December 2003, the Group has a contingent liability in respect of possible

future payments to employees under the Employment Ordinance, with a
maximum possible amount of HK$23,322,000 (2002: HK$24,440,000).
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PROSPECTS

The year of 2004 will continue to be a challenging year for the Group. With
the impact of the bird flu outbreak on Hong Kong’s restaurant industry, the
Group will dedicate to lowering its operating cost, including further
strengthening of its centralized purchasing strategy and negotiating with lessors
to reduce rentals of its restaurants, in order to maintain a reasonable cash flow
and further improve the financial situation of the Group. On the other hand,
the Group will continue to restructure its restaurant network through relocating

its restaurants and business rationalisation.

To increase cost effectiveness, the Group is actively reviewing methods and
possibilities of further fine-tuning of its operation structure. However, the
continuous unfavourable market conditions of the food and beverage industry

have severely affected the Group’s expansion and development plan.

On behalf of the board, I would like to extend appreciation to all of our staff
for their hard work and contribution during the year. I would also like to express
my deepest gratitude to our shareholders, customers and suppliers for their

continued support.

By the order of the board

Cheung To Sang

Chairman and Managing Director

Hong Kong, 16 April 2004
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