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TO OUR SHAREHOLDERS

On behalf of the Board of Directors (the “Board”), |
am pleased to present the annual results of Fairwood
Holdings Limited (the “Company”) and its subsidiaries
(together referred to as the “Group”) for the year
ended 31 March 2004.

FINANCIAL REVIEW

Turnover for the year ended 31 March 2004 was
HK$745,254,000, an increase of 2% from
HK$732,375,000 of the previous year. The Group
recorded a net profit attributable to shareholders of
HK$3,704,000 for the year ended 31 March 2004, a
17% increase from HK$3,158,000 (as restated) in
2003, despite a difficult operating environment in the
first half of the year under the adverse impact of the
Severe Acute Respiratory Syndrome (“SARS”) outbreak.
Earnings per share were HK$0.030 (2003:HK$0.025).

DIVIDEND

The Board of Directors do not recommend the payment
of a final dividend for the year ended 31 March 2004
(2003: HK$ Nil).

BUSINESS REVIEW

Sluggish economy suppressed market sentiment and
drove the local retail market into a slump in the first
half of the financial year. However, with the
containment of SARS and the policy of allowing
individual travelers from other parts of China to visit
Hong Kong, the local retail industry picked up quickly
in the second half of the year.
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The Group conducted a research last year to gauge consumers’ perception
of the Fairwood brand. Based on the findings of the research, the Group
launched a re-branding campaign in November 2003. A new bright orange
logo, which projects an energetic, vibrant, stylish and happy lifestyle, has
created a strong brand identity for the Group. The re-branding initiative
was embarked on at the same time the Group’s new flagship store in
Causeway Bay was opened. Matched with the trendy lifestyle of today’s
customers, the flagship store has been well-received by customers since its
opening. Supported by a series of marketing and promotional activities, the
re-branding campaign had attracted enormous attention.

To create a pleasant environment for dining and to provide diverse menus
have always been the primary focuses of the Group. During the year, the
Group implemented a non-smoking policy at all its fast food outlets, making
it among the first of all local Chinese fast food operators to provide a
smoke-free dining environment to its customers and create a healthy dining
trend in the Chinese fast food business in Hong Kong. The Group was also
the first Chinese fast food chain in Hong Kong to introduce freshly brewed
premium coffee at its stores. These are revolutionary changes and had
revitalized and energized the Fairwood brand.
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Besides improving customers’ perception of the Fairwood brand, the Group
continued to fine-tune on its internal fundamentals, including a
corporate-wide campaign that encourages focus on quality, service and
cleanliness. In June 2004, the Group became the first Chinese fast food
chain to receive the Hong Kong Q-Mark Service Certificate, in recognition
of its outstanding performance on service standard. Furthermore, 7 of the
Group’s fast food outlets in the public housing estates received the “Cleanest
Restaurant Award” from the Hong Kong Housing Authority. These awards
reflected the success of the Group’s persistent efforts in raising its food and
service standard.

On the product front, the Group focused on revamping and upgrading the
quality of its “Ah Wood" signature products like rice with baked pork chop
and rice with curry beef brisket.

With respect to school catering service, the Group started a partnership
project with MSL Nutrition Diet Centre Co. Ltd. (“MSL") to provide school
lunch boxes in the coming school year. With Fairwood'’s experience in school
catering service and the professional knowledge of MSL in nutrition, the
partnership guarantees the delivery of fresh and nutritious meal for students
in the new school year. The school catering service industry has been
expanding and is expected to grow continuously in the foreseeable future
now that parents and schools strive to ensure a balanced and healthy diet
for students.
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Despite the plunge of customer flow at the Group’s fast food outlets in the
Mainland during the SARS epidemic, the Group performed satisfactorily in
the Mainland during the year under review, with sales increasing by 13%.

During the year, the Group opened 3 new fast food outlets in Sau Mau Ping
Estate, Wanchai Road and Causeway Bay respectively and renovated 16
existing stores. As at 31 March 2004, the Group was running a total of 93
outlets, including 67 fast food outlets, 2 Café Qasis, 3 institutional catering
outlets, 6 Buddies Cafés and 5 specialty restaurants in Hong Kong as well as
4 fast food outlets and 6 institutional catering outlets in the Mainland.

In March 2004, the Group has entered into an agreement with an independent
party for the sale of a property, located on Fa Yuen Street in Mongkok, currently
occupied as a fast food restaurant, at a consideration of HK$56,000,000. As
at year end, a deposit of HK$5,600,000 was received from the purchaser.
The disposal was completed on 28 May 2004 and the profit on disposal of
approximately HK$9,000,000 will be reflected in the results of the next
financial year. The sales proceeds of the property will be used mainly for
investment in new fast food stores, renovation of existing outlets and
upgrading the central kitchen and management information systems.

PROSPECTS

Consumer confidence has revived with promising economic outlook and
improving employment rate which has lifted local consumer demand.
According to the Government’s “First Quarter Economic Report 2004 ", private
consumption expenditure grew 5% in the first quarter of 2004 as compared
with that of the same period last year. It is the highest quarterly growth
recorded in the past three and a half years. In addition, the escalating level of
number of individual travelers from the Mainland also boosted market
sentiment and consumer spending, thus benefiting the local fast food industry.

Looking ahead, the Group is optimistic towards the development of the fast
food industry in Hong Kong. To capitalize on the momentum of the
re-branding campaign, the Group will focus on the expansion of its fast food
business in Hong Kong. The Group plans to open 7 new stores at prime
locations and renovate 18 existing stores to attract new customers. The Group
will continue its commitment to achieving excellence in quality, service and
cleanliness.



3 HA 3 BT A B3 L A8 07 38 20 T B B 7= L A 4
i AR R AEBBARBRERETHELY
REHER - ERRBIEREERTE - ARENEF
NEHEZEEREERZHH - RERTENLE
RIGREAERERY - AEEGBE LR -
E—TRNTERBRETEANREEK -

EREREAEANRENRBRE - AE—Hoait
RRERN R - RENKERROEHER - BB
BRI KA EE IR AR R R EE

FFHRAHANBRERR  —TT=FTHF2LE
EEMER - NAZUREHPTA S TR IFMREH
REEAT NS S - BEARENEBFERNE
THFEELA © 1IN RATELREHEZTSN
FRETHERER - &RE  AATTORHE
BOR - BEREBBHYAEE - B AR R

s -

Following the imposition of fiscal policies by the Mainland Government to
regulate the over-heated economy, the Group will be cautious in expanding
its fast food outlets in the Mainland. In the institutional catering area, the
Group has signed a contract to operate a large-scale canteen for Johnson
Electric’'s manufacturing facilities in the Mainland. The Group will further
leverage this experience to explore potential opportunities in this market.

Management believes that improving the Group’s fundamentals will further
enhance the Fairwood brand and enable the Group to expand, thereby
generating more satisfactory returns and value for both its customers and
shareholders in the years ahead.

The economy has revived after the SARS impact in the second quarter of
2003. I would like to express my sincere appreciation to all our staff for their
extra efforts during the outbreak of SARS to minimize its adverse impact on
the Group and for their hard work to help the business turnaround in the
second half of the year. | would also like to thank our Board of Directors for
their guidance and advice during the year and our shareholders, customers
and business partners for their support and continuous confidence.
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On behalf of the Board
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Dennis Lo Hoi Yeung
FEFRITBARE

Chairman and Chief Executive
BB —ETTMEELATHEA
Hong Kong, 15 July 2004



