Chairman’s Statement

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 2004.

The Board does not recommend the payment of any dividend
for the year ended 31 March 2004 (2003: Nil).

During the year under review, the Group recorded a turnover
of approximately HK$229,925,000 (2003: HK$268,853,000),
representing a decrease of about 14.5% as compared with
last year. Influenced by the outbreak of severe acute
respiratory syndrome (“SARS”) epidemic and the Irag war,
the performance of the Group was unavoidably impaired. It
recorded the net loss for the year amounted to
HK$16,538,000 (2003 (restated): net profit of HK$1,577,000).
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Clocks and Other Office Related Products

Facing the challenging external environment, in addition to
the increasing domestic manufacturers in the PRC trying
to compete with other rivals in the clock industry, the
market competition becomes more severe. In view
of this fact, the Group imposed a number of
measures such as diversifying product portfolio,
further strengthening cost control and reducing the
inventory level so as to counteract and minimize the
adverse impacts on the core business. During the
year, the turnover of clocks and other office related
products amounted to approximately HK$145,208,000 (2003:
HK$150,792,000).

The Group is committed to strengthening our product research
and development over the past decade. During the year, the
Group was granted two awards, namely “Innovative Design
Award” and “Vendor Recognition Award” by Things
Remembered, Inc., one of our largest and best-known
personalized gift chain customers in the United States (“US”).
This achievement not only awards the diligence and hard
work of our experienced in-house product designers and
marketing team, but also consolidates our position as a

leading player in the clock industry.

Backed by solid fundamentals and extensive market networks,
our market presence covers globally. The US and Europe
remained our two major export markets. During the year,
sales to the US market dropped by about 8.5% which was
attributed to the outbreak of the Irag-US war. While the Group
recorded relatively stronger growth in Europe especially the
United Kingdom (“UK”) market, where sales increased by
about 14.5%. This satisfactory result was mainly derived from
the Group’s continuing efforts on product development and
market penetration by leveraging with our distribution networks

in overseas offices.
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Lighting Products

The Group’s lighting product segment has attained a
remarkable achievement during the year under review. The
turnover of the lighting product segment recorded
approximately HK$15,199,000 (2003: HK$9,903,000), with a

growth of about 53.5%.

Leveraging with the Group’s market diversification strategy,
the Group has sought and appointed sales and distribution
agents with high growth potentiality in Europe market in recent
years. Meanwhile, overseas sales offices play an important
role to liaise with sales agents to promote and distribute our
lighting products in Europe market.

In order to satisfy the increasing annual production capacity,
the Group has commenced to construct new factory premises
in Gao Ming, Foshan City, the PRC, adjacent to the existing
production facilities of the Group. The premise is expected to
be completed in the third quarter of 2004. The planned annual
production capacity of the new facilities will be approximately
6,000,000 units of finished lighting products. Expanding the
existing production scale will enhance the long-term vertical
integration strategy adopted by the Group.

Trading

The trading business of the Group suffered the adverse effects
brought about by the SARS in the Asian region and China
Macro-control. Due to the fact that the customers became
very cautious and delayed placing orders, which led to a
decrease of approximately 40.8% in turnover.

Following the steady recovery of Asian economy coupled with
the strong economic growth of the PRC market, the
Management believes that these favorable factors will offer
splendid business opportunities and increase demands of
metal trading business in the coming future.
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Electroplating Services

Facing the stiff market condition, the turnover of electroplating
services recorded approximately HK$13,308,000 (2003:
HK$13,195,000). In order to increase the market presence,
the Management will continue to improve the overall efficiency
and allocate resources in upgrading the electroplating
technigues and machineries so as to increase its capacity to
obtain more orders from reputable customers.

Although faced with the economic slowdown and
unforeseeable epidemic in the past year, the Management
insists the persistent belief of encountering adversity that
opportunity will be sprang from crisis. In order to grasp the
emerging opportunities, the Group will continue to adjust its
business model, undertake cost control measures and re-
evaluate operation structure with the ultimate goal of delivering

excellent value to our customers and shareholders.

The Group actively explores possible ways which can boost
our sales and improve our profitability by the following
aspects:

Product Enrichment and Market Expansion

By receiving the industry recognition for our product
development contributions during the year, the Management
continues to emphasize on product development and also

market expansion.

Since the customers nowadays are no longer merely satisfied
with the conventional timer function of clocks, instead the
functionalities are required to be more sophisticated which
can be customized to both household and office purposes.
In order to differentiate us from the market, the Group plans
to exploit new products in order to cater for different market
demands. Therefore the Group enhances the functionality of
the existing clock products by combining timer and decoration
functions. Furthermore the Group endeavors to develop the
clock giftware and accessory products such as office and

Chairman’s Statement

E R

ERBROMBSHE EERB 2L X5
S48 113,308,000 (ZET=F: Bk
13,195,0007T) e B T MM HENEE X &
BEEERATZERUNSEENER 17
AEERMRERTENMBREHE BY
R EEYRSESERRPMEI®E-

HEABEEHEFRIHLERE A BB
RIEM&RNBRERZ ERENETEIF
L ARINBERESKEHFER - RTME
MEEZEANER AREREERBRAEARE
B BITRAEFEERENFHEER
B RANERBEEEPRBEREENER
R BRe

AEE RG] RAEE RS EERN
WA AEBATRER:

ESRSTLRTIERER

RERN BZMEERHAZELNEREST X
RANEE AN EREeEEITERH
BRI ERARE-

HRESEEHREEMRT RE N EEMRE
—ETEFINBE R EAEMNEBRZ T A
BERBERBRAENZEHAR - RREMS
ERBEML AEERMEERESHIOD
mALETRATENFE B AEBEER
EREEML E-—PR(CEEMNIENE:
femEastR REMHD A ERNEEOF
BHBERFEEMERHEI SIRIE-
RERHEMAEXEEMREI -HRAE
ETEERAANRERRR ETFEEAR

=
=
]
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household accessories items and office stationery sets. The
Group also broadens the existing wooden products such as
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 of the Group in the near
future.

Apart from enriching product mix, leveraging with 20 years of
fruitful experience and strong foundations in the clock
manufacturing, the Group has gained the corporate reputation
within the industry. The Management believes that our
extensive networks in our overseas offices in the US, the UK,
Germany and the PRC will facilitate to expand our customer
base worldwide actively and capture enormous business from
the booming China market and recovering overseas markets.
The Group also gains the advantages of sharing valuable
information on rapid market movement and enhances the
distribution and processing networks in promoting our OEM
and branded products such as “Wehrle”, “Klik”, “Artex” and

“Memolux” in different geographical regions.

Upgrading of Manufacturing Operation Effectiveness and

Strengthening ISO Management

With solid foundations established in the past and proven
track records in the clock and lighting industries, the Group
will preserve in enhancing our vertical integrated management
to maximize the economies of scale.

For long-term development of wood-related products and
lighting products, the Group has started the project to expand
its production capacity by setting up new factory premises
and facilities in the past couple of years. Construction of new
factory premises in Gao Ming, Foshan City, the PRC adjacent
to the existing production facilities of the Group was
commenced and be completed in this year. New factory
premises, which are mainly divided to manufacture wood
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products and lighting products, will have a total gross floor
area of approximately 12,600 square meters. The production
facilities for manufacturing wood product have commenced
full operations in March of this year. While it is expected that
the new production facilities for lighting products will
commence full operations in the third quarter of this year.
The total construction costs invested in the new production
facilities is estimated at approximately HK$7,000,000.

In the view that the labor costs in the Pearl River Delta
increase gradually in recent years, the Management plans to
deploy more resources in investing more equipment and
machineries and enhance the production automation in order
to minimize the reliance on the existing labor intensive
manufacturing process. The Group continues to concentrate
on upgrading production technologies and strengthening the
ISO management in order to enhance the operation efficiency,
to reduce the manufacturing costs and to increase the

competitiveness in term of price and quality.

Strategic Business Diversification - Development of

Pharmaceutical Business in the PRC

The Management makes every endeavor to seek any
opportunity to expand the scope of the existing businesses
through merger and acquisition of other businesses or projects
with high profitability returns.

As the Group expects high growth in the future development
of the pharmaceutical industry in the PRC, the Group
successfully acquired 49% equity interest in Success Start
Holdings Limited (“Success Start”) on 31 March 2004.

The principal activities of two major subsidiaries of Success
Start, namely 18 24 % )& # 275 [R 2 7] (Anxi Medicine-Make
Co., Ltd Fujian) (“Anxi Medicine”) and 1t 5 B [B & Bk 4 ¥) &
¥R M AR A A (Beijing Xipu Biotechnology Ltd) (“Beijing
Xipu”), are engaged in production, research and development

and sales of bio-technological medical products respectively.
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Chairman’s Statement

In order to ensure the medical product quality and ultimately
protect consumers’ interests, Anxi Medicine was the first
enterprise accredited with the GMP certificate for its large
volume parenteral solution in Fujian province in September
2000 by complying with recognized GMP standard. The
principal medical products include transfusion, bolus,
bracteole, capsule, dry powder, ampoule and 58 f1 K 55 (“Tou
Bao Mi Nuo”) raw material medicine and finished products
packaging. All existing production facilities are currently
located in the Anxi County of Fujian province and occupy a
land area of about 20,000 square meters. In order to cope
with the increasing future demand, the Management of Anxi
Medicine has commenced to expand the current production
facilities by constructing a new factory occupying a land area
of 70,000 square meters and a floor area of about 48,000
square meters and investing in five additional production lines.

Beijing Xipu is mainly engaged in research and development,
production and sales of bio-technological medical products.
One of the major products of Beijing Xipu is [ 22 B & F| & &
BERSZEZ] (“Xi PuGluco Guard Yi Dao Ying Yan Su”),
which has been developed for customers with diabetes. Many
diabetic users after taking our products stop the usage of
chemical pharmaceuticals (or stop the injection of insulin).
[BERESEEZ] (“Xi Pu YiDao Ying Yan Su”) was launched
to the market in December 2002. During the year, the sale of
this product was about HK$8,000,000. In the coming year,
[EEEANEREBERSEEE] (“Xi Pu Gluco Guard Yi Dao
Ying Yan Su”) will be launched to Hong Kong market to
facilitate estimated 700,000 users to recover their health.
Meanwhile, it is expected to launch the said product to the
markets in Europe and the US. The Management also expects
to launch a new bio-technological medical product which
aims to enhance the immune system and prevent tumor
spreading of the users. In the meantime, the Management is
eager to obtain the medicine manufacturing approval from
the respective authority in the PRC this year.

For expanding the PRC market, the Management continues
to expand its distribution network by appointing potential
distributors covering among 10 major cities and provinces
such as Beijing, Shanghai, Tianjin, Hebei, Jiangsu, Guangdong
and Fujian etc.
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With the economic development and change in perception
towards pharmaceutical products consumption, the
purchasing power of the developing countries with large
populations will increase in a more rapid pace. In the last
two decades, the PRC has maintained its high economic
growth, uplifting people’s living standard as well as their health
consciousness; it will present a trend of strong and rapid
growth of the pharmaceutical product market of the PRC.

Therefore the Management believes that the acquisition of a
strategic equity interest in Success Start represents an
excellent opportunity for the Group to diversify the existing
businesses into medical development and manufacturing
business in the PRC.

In overall, the corporate objectives of the Group are
maximizing profitability and delivering enhanced value to
shareholders and services to customers in the long run.

APPRECIATION
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, 26 July 2004
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