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In year 2003, we have achieved
satisfactory results through dedicated
efforts and long-term commitment, amidst
the difficult moments brought about by
SARS and continuing sluggishness of

global economy.
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On behalf of the Board of Directors of Kith Holdings
Limited (the “Directors”), together with its subsidiaries
(the “Group”), | am pleased to announce the operating
results of the Group and to present the annual report for
the year ended 31st December, 2003.

SATISFACTORY OPERATIONAL RESULTS

Satisfactory results have been achieved in 2003 and the
Group has successfully achieved a modest growth in
turnover and in profit attributable to shareholders for the
year ended 31st December, 2003. Total turnover was
recorded at HK$947,208,000, representing an increase
of 7.8% as compared to the turnover of HK$879,006,000
in 2002. Approximately 39.2% of the total turnover was
derived from the packaging printing business.

Profit attributable to shareholders increased slightly by
2.6% from HK$34,360,000 in 2002, to HK$35,260,000
in 2003. These positive financial results reflected our clear
direction for steady growth.

DIVIDENDS

Kith Holdings Limited (the “Company”) has maintained a
stable dividend policy. An interim dividend of HK1.5 cents
per share was paid in October 2003. The Directors
recommended the payment of a final and special dividend
of HK3.5 cents and HK3.0 cents per share respectively
for the year 2003, which is the same as that of 2002.
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BUSINESS REVIEW

Packaging printing division

Year 2003 was a challenging year for the Group due
largely to the adverse effects brought about by the Severe
Acute Respiratory Syndrome (“SARS"”) epidemic in the
People’s Republic of China (the “PRC") and Hong Kong,
which led to the delay of customers’ order and deliveries.
Accordingly, turnover from the packaging printing business
for the year ended 31st December, 2003 was recorded at
HK$371,239,000, representing a reduction of 9.5% as
compared to the same period in 2002.

The packaging printing division,
which remains the core business,
contributed approximately 92.4%

of the Group’s gross profit for the
year ended 31st December, 2003.
Despite the impact of the SARS
epidemic and keen competition in the
packaging printing business in the
PRC, the Group is able to maintain its
gross profit margin of the packaging printing division at
approximately 29.0% as compared to that of 2002. In
addition, the Group’s net profit margin of this division
improved slightly from that of 18.3% in 2002 to 19.7% in
2003. These were achieved by the prompt precautionary
measures after the outbreak of the SARS epidemic in order
to enhance production efficiency and effective cost control

measures taken by the Group.

The tobacco industry remained as the Group's core
business segment in the packaging printing division. Along
with the strong growth momentum in the PRC’'s economy
and the prosperous consumer products market, the
demand towards high grade consumer products remained
strong during the year. Although, the Group’s turnover
has been adversely affected by SARS, it has successfully
expanded its business through introducing new packaging

products to existing customers.

In addition, the Group has successfully diversified its
business into other industry segments. The turnover from
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sales of pharmaceutical products packaging accounted
for 3.6% of the total turnover of the packaging printing
business in 2003, as compared to 2.0% in 2002.

It has been the Group’s long-term strategy to strengthen
its competitive position and secure entry barriers for its
market through continuous investments in advanced
machinery. During the year under review, the Group has
acquired a 12-colour flexo-printing machine to further
enhance flexibility of the printing combination to be
applied to the products.

Distribution and investment division

During the year under review, turnover from the
distribution and investment business was approximately
HK$574,537,000, representing an increase of 23.0% over
2002. The growth was mainly attributable to the Group’s
penetration into the distribution business of marine fuel
oil and a tremendous rebound of sales from the
distribution of electronic and computer components.
However, the overall distribution business had faced a
tough challenge during the year due to keen market
competition in electronic and computer components and

oil price fluctuations caused by the US-Iragi War.

The Group has continued to adopt a prudent inventory
policy to mitigate business risks associated with the
distribution business division by maintaining a minimal
level of inventory of HK$1,733,000 as at 31st December,
2003.

EXCELLENT HUMAN RESOURCE
MANAGEMENT

As at 31st December, 2003, the Group employed a total
of approximately 800 employees, mostly for the
production plants in the PRC .

The development of human resources and continuous
training for the employees have always been the key
emphasis of the Group. On-going staff training not only
keeps them abreast of the most advanced printing and
design techniques, but also raises morale among the work
force.
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The Group has completed the performance appraisal
programme for all employees. The programme ensures
that each employee will be rewarded on a systematic and
assessable basis. This also explains an improvement in
the net profit margin in the Group’s Yunnan plant as the
improvement in overall production efficiency will be
directly linked to the performance bonus rewarded to
respective employees.

STABLE FINANCIAL POSITION

The Group has continued its prudent financial policy and
maintained a healthy financial position. As at 31st
December, 2003, the Group had cash and bank deposits
of approximately HK$86,693,000 and net current assets
of approximately HK$112,240,000. The Group has
targeted to improve its overall financial gearing in 2003.
Its financial gearing ratio, namely, net debt to equity
(shareholders’ equity plus minority interests) ratio, was
significantly improved from 46.3% in 2002 to 31.9% in
2003.

FUTURE PROSPECTS

Amidst the difficult moments in year 2003, the
management of the Group is optimistic that the growth
momentum of the PRC’s economy will remain strong in
the years to come. Along with the improving living
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standards in the PRC and rising demands for high quality
consumer products packaging, the management will seize
the opportunity in capturing this market segment through
continuous investment in advanced machinery and
research and development (“R&D") of anti-counterfeit
techniques.

In order to further enhance the R&D capabilities and the
proximate relationships with customers, the Group will set
up a branch facility in Kunming City, Yunnan Province,
specialising in design and sample making and printing
technique implementation. The new facility with an initial
investment of approximately HK$23,000,000, including a
new production plant and a five-colour offset printing press
with coating system ,is expected to commence its operation
by the end of 2004. Upon the completion of the new facility,
the Group’s management believes that the production
efficiency of the Group as a whole will be further enhanced.
The new facility will ease up the workload of sample making
to the production plant in Zhaotong City, Yunnan Province.
In addition, the establishment of the new facility in Kunming
City will enable the Group to react promptly to customers’
requests and to recruit designers and engineers nationwide.

The Group is actively seeking the opportunity to establish
new joint ventures in eastern, southern and western China
regions to capture the potential markets in different
regions in the PRC. The Group continues to pursue a
proactive, but selective, approach in identifying and
negotiating with potential business partners to build
profitable joint ventures with secured orders.

In the year 2003 and the years coming along, the tobacco
industry in the PRC has undergone a reform to
consolidate tobacco manufacturers and brands.

The reform will inevitably eliminate smaller-
sized tobacco manufacturers and foster
the evolution of giant tobacco
manufacturers with smaller number of
famous brands. This explains the general market
trend towards higher-graded tobacco in the PRC and
will provide immense opportunity for the Group as more
budget will be deployed to improve the tobacco packaging
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to other industries. The Group’s
management is confident in
gaining more orders from
pharmaceutical manufacturers in
the coming years.

For the distribution business, the
Group is in the process of
identifying potential partners or
alliance for new venture to cover
the distribution of gas oil in
southern China. There is currently
a general shortage of electricity

EIEEER P K and gas oil supply in the PRC.
n
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Accordingly, the Group’s management foresees a huge
potential for the gas oil distribution business in the PRC.

BREEBEABRBUKLFTF Z2IRH K& With the firm foothold established in the PRC, the Group

HEBERAEXE  BTREEMEESR will continue to develop its business and the management

RARBFEIAIRBEZHEE  RE believes it will achieve sustainable growth in the years

KRERFDNETaEzR /s HEER ahead while maximising financial returns to its

HEERH - shareholders and the benefits of its employees.

MEmMS BRTIINSEEREZTENX To sum up, the sustainable growth will be achieved by

HEE K the following factors:

- TEHIRESREEERE - Continuous investment in advanced production
facilities;

- TABREONPBEBEERTIS - Encouraging PRC’s consumer product market;

- PREEEZFRAZMNS Z - Promising developments in the PRC's tobacco
industry;

- EEEHR MR ITE - Leading printing techniques and workmanship;

— BEERFPFER X - Solid customer base; and

- B AT S o - Effective cost control measures.

AEEBEEEEBEHMMER=ZFLE R The Group’s management is optimistic that these factors

B UYRAELEZBHHESELAE will continue to provide the Group with a new avenue of

BErRERERER CREKRNE - growth with tremendous potential.
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APPRECIATION

On behalf of the Group, | wish to express my sincere
thanks to our management team and to our employees,
who have devoted their talents and efforts to the Group’s
smooth development. | would also like to express my
gratitude to our shareholders and business partners for
their confidence and continuing support for the Group.

Hui King Chun, Andrew

Chairman

Hong Kong, 22nd April, 2004
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