MANAGEMENT DISCUSSION AND ANALYSIS
EHRE T w AN

BUSINESS HIGHLIGHTS

e The Group’s turnover for the six months ended 30th September,
2004 was HK$1,234 million, an increase of 8.0% over the same
period last year (2003/2004 interim: HK$1,143 million). Profit
attributable to shareholders for the period was HK$68 million, up
25.9% (2003/2004 interim: HK$54 million).

e |nview of the Group’s strong balance sheet, the Board of Directors
has declared an interim dividend of HK2.8 cents per share (2003/
2004 interim: HK2.8 cents per share), payable on 10th January,
2005.

e We are glad to report that through the concerted effort of our various
operations worldwide, we have been able to achieve healthy sales
growth and higher productivity. Improvement in operating results was

registered in all markets.

e |n addition to the introduction of new products with new tastes and
value packaging, a priority for the Group has been to maintain its
trend of profit margin growth. Despite higher prices of raw materials,
we succeeded in improving our overall production efficiency and
supply chain management, which resulted in a higher gross profit of
HK$729 million for the interim period, compared to HK$652 million
for the same period last year. The gross profit margin increased to
59.1% of sales (2003/2004 interim: 57.0%).

e Marketing, selling and distribution expenses were HK$498 million in
the first six months of fiscal 2004/2005, compared to HK$453
million for the same period last year. Administrative expenses
decreased slightly to HK$77 million, from HK$79 million last year.
Other operating expenses were HK$58 million, compared to HK$56
million last year. Total operating expenses amounted to 51.3% of
sales (2003/2004 interim: 51.4%).

e To reinforce our market position as consumers’ supplier of choice
with high quality, great tasting and healthy products, we continued
to invest in advertising and promotion to strengthen our brands and
expand our markets. Despite higher spending on promotional and
marketing campaigns, the increase in operating expenses was closely
in line with sales growth.
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MANAGEMENT DISCUSSION AND ANALYSIS
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e The Group has decided to exit its Refrigerated Soymilk business in
North America and consolidate all production facilities at the plant
in Ayer, Massachusetts while closing the plant in Burke, California.
The purpose of the consolidation is to provide US customers with the
best possible products and utilise more fully the capacity available at
our state-of-the-art facility in Ayer. This should result in substantial
benefits to our North American Operation. As at 30th September,
2004, we have recognised an impairment loss on the fixed assets
amounting to HK$12 million.

HONG KONG

Production Efficiency
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Six months ended
30th September, 2004

BE-ZETNE
RAA=+BI1EAEA

Revenue (HK$) 688 million 599 million 14.9%
WA (BET) 688,000,000 7t 599,000,000 J©
Segment Result (HK$) 100 million 82 million 22.0%
DEEE (B%T) 100,000,000 7T 82,000,000 j©

The Group's production plant in Tuen Mun supports both domestic sales
and exports to markets in Europe, Macau, Southern Asia and the
Americas.

In the period under review, revenue generated from the plant and the
Group’s tuck shop business was HK$688 million, an increase of 14.9%
over the corresponding period last year. The segment result for the period
was HK$100 million, representing a very healthy growth of 22% from
the same period last year. Through continuous improvement in sales and
cost management, we succeeded in raising our gross margin and
profitability of our Hong Kong Operation.

Market Performance
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Six months ended
30th September, 2004

BE-EZTNE
RA=+HIEAEA

Revenue (HK$) — Hong Kong Domestic Market 810 million 715 million 13.3%
WA (Btr) —BERENS 810,000,000 7t 715,000,000 7T,
Revenue (HK$) — Export Markets 39 million 34 million 14.7%
WA (B#r) —HhAmS 39,000,000 T 34,000,000 7t




HONG KONG (continued) 58 (8

Market Performance (continued) THEERE (&)

(1) Hong Kong Domestic Market (1) BEBERETS

Market sentiment continued to improve in the first half of fiscal
2004/2005 and the economy showed clearer signs of recovery from
the impact of SARS in 2003. While Hong Kong's GDP was growing
quite strongly, driven primarily by the tourist and retail sectors, the
non-restaurant and non-alcoholic beverage market, where
consumption is predominantly local, did not benefit directly from the
influx of Mainland China tourists. Competition in price remained
intense. Price promotions were often aggressive and price levels

could drop lower than the previous year.

To further expand our customer base and strengthen customer
loyalty, we continued to focus on building our brands and creating
new products with higher value. The newly launched range of GOR
YIN HAI “lcy Shake” Fruity Teas targeting young consumers has
helped increase our brand’s share in this market. The VITA LIGHT
Chrysanthemum Tea and new flavours in the CHA T DIN range of
PET drinks have also been well accepted by the market. We are fully
aware that despite the bustle of city life in Hong Kong, most
customers still look for taste, health value and good ways to feel at
ease. To meet such needs, we launched VITA TSING SUM ZHAN in
June 2004. The response has been encouraging. The re-launching of
CALCI-PLUS as a soymilk with health elements in addition to high
calcium and low fats has also been very well received. With the
support of innovative marketing and promotion, our product
development efforts have continued to see good results and
outperform the local non-alcoholic beverage market.

The Group’s school tuck shop business, operated by wholly owned
subsidiary, Vitaland Services Limited, continues to be the market
leader in the sector. With the growing recognition of the quality of
our products and services, the number of tuck shops managed by
Vitaland increased to 303 by the end of September 2004, an
increase of 18.4% from 256 a year ago. Hong Kong Gourmet
Limited, our modern kitchen facility for supplying lunch boxes,
continues to provide quality, nutritious and delicious products to
Hong Kong’s school community.
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MANAGEMENT DISCUSSION AND ANALYSIS
EHEE ZF R

HONG KONG (continued)
Market Performance (continued)

(2) Export Markets
Export sales showed similar growth as the new products we launched
in overseas markets were also successful and after new distributors
had been appointed in three of our export markets. In particular, we
achieved a healthy sales growth in Macau where the economy has
been growing strongly due to the expansion of the gambling industry.

NORTH AMERICA

Production Efficiency
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Six months ended
30th September, 2004

BE-ZTWE
AA=THIEAEA
Revenue (HK$) 213 million 218 million (2.3%)
WA (BET) 213,000,000 T 218,000,000 7T
Segment Result (HK$) (17 million) (18 million) 5.6%
DEEE (BT (17,000,000 jt) (18,000,000 7T.)

The focus of our North American Operation continued to be on narrowing
its operating loss, rationalising its product portfolio to achieve a more
profitable revenue base while developing innovative new products and
new ways to attract and retain loyal consumers.

The Group’s production plants in Massachusetts and California support
the North American market. In the first half of fiscal 2004/2005, these
plants generated HK$213 million in revenue, a decrease of 2.3% from
the same period last year. Excluding the impairment loss on
restructuring, the segment result was a loss of HK$17 million (2003/
2004 interim: loss of HK$18 million). In the first six months of the
fiscal year, we have changed our co-packing arrangement and achieved
significant savings in our transportation and supply chain operations.

With a change of local leadership and after careful competitiveness
analysis studies, we have decided to exit the Refrigerated Soymilk
business in North America and devote more resources to the
development of new products. We are also consolidating all production
facilities at the plant in Ayer, Massachusetts. These moves are an
integral part of our plan to become a more marketing-oriented company
and simultaneously improve the production efficiency of our operations
in North America. Profitability is expected to improve with annual
savings to the tune of more than HK$10 million to be achieved through
the consolidation exercise. As at 30th September, 2004, we have
recognised an impairment loss of HK$12 million on fixed assets.
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NORTH AMERICA (continued)

Market Performance
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Revenue (HK$) — North American Market
WA (BET) —EEMmS

244 million
244,000,000 7t

Six months ended
30th September, 2004

BE-ETNE
RA=+HBIEAEA

250 million (2.4%)
250,000,000 7T

The market for soy foods in the US continued to grow. Despite signs of
maturity in the market with some product categories appearing to be
saturated, new products categories were also emerging, such as soymilk
yogurts, soy-based snack foods and cereals. The introduction of Cooked
and Seasoned Tofu products contributed to a growth of 1% in the Tofu
category, reversing the negative trend since 2002. The Aseptic Soymilk
category continued to contract. The Refrigerated Soymilk category, while
growing, is dominated by two very large manufacturers who invest huge
sums in promotion and distribution.

For the six months to 30th September, 2004, the Group’s sales revenue
in North America was HK$244 million, down by 2.4% from the same
period last year. However, operating loss dropped to HK$17 million,
compared to HK$18 million last year. Although the Aseptic Soymilk
category declined in size, we managed to gain market share in it. We
achieved significant sales growth in Seasoned Tofu whereas our
Unseasoned Tofu outperformed the industry. With wider distribution, our
Tofu sales grew at a rate of 10.3% and we also continued to gain in
market share.

On the product development front, we engineered VITASOY COMPLETE -
a soymilk with lower carbohydrates, calories and fats and higher fibre
and calcium than competing products. We are glad to report that the
launch has been well received by the trade. Meanwhile, we have also
been actively engaged in the development of more new products for the
North American market.

Bz RERMMGFRELE - BEMSTHES
REMER LIRS - BHERBERDTEH
BHE - PINSNHILE SRTREBYE - R
PAREFAREBR L - SRER BIHERER
Ble 2R BETE_TT_FURZAE
48 BERABESNERBEZE - HRE
PERBEFIEE  HCHMAFEBEFEEED
2 BUETEERT -

RZZEZMFEAA=THIERER - AEERL
EMNZ HEMARERE 244,000,000 7T * BE
FRHET® 2.4% - A1 KLBEEEREFZ
78 % 18,000,000 JTAH%E Z#E# 17,000,000
T BERMEKSPNERTSRRBERER - £
SEMBAEMETSERE - AEBEZRARE
BIHEREFRIIER - MIFARSRERFE
BNRRAZEER - ARNBEAKERE  ~AEEE
B2 HERIER 10.3% F MAREZ SEMISE
B R JAEEIZ I -

FEMBRAE  ANEEHRZ VITASOY
COMPLETE % - Hig/kbad) - REE KA
SERDHMBIERAR  MEERITEEE
AR EMmBRFER A AEEMARSE - TP
HEFMERZAEES - BLRK - NEETME
BRI EMNTIBEEE ZHER °

Vitasoy International Holdings Ltd. #f#3EIBR & BB R A F 2004 Interim Report === 004 dh Hi3R 5



MANAGEMENT DISCUSSION AND ANALYSIS

CEY A YT

MAINLAND CHINA

Production Efficiency
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Six months ended
30th September, 2004

BE-ZETNE
RAA=+HIEREA

Revenue (HK$) 266 million 277 million (4.0%)
WA (BET) 266,000,000 7T 277,000,000 j©
Segment Result (HK$) 38 million 28 million 35.7%
DEEE (%) 38,000,000 7t 28,000,000 7T

The Group’s production plants in Shanghai and Shenzhen support both
the markets of Mainland China and Hong Kong. Commencing this fiscal
year, we have implemented a more focused strategy of “core business,
core brand and core competency” in Mainland China. We have been
more focused on our core business of soymilk and have effectively
executed the price increase of our returnable glass-bottle products. With
much improved utilisation and efficiency in co-packing, all these
measures contributed significantly to bottom-line improvement over the
same period last year, despite the increase in raw material and
transportation costs and the lower revenue.

In the first six months of fiscal 2004/2005, our HACCP-accredited
plants in Mainland China contributed HK$266 million to the Group’s
total revenue, representing a drop of 4.0% over the same period last
year. The segment result for the period was HK$38 million, up
35.7%.

Market Performance
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Six months ended
30th September, 2004

BE-ETNE
RA=+HBIEAEA

Revenue (HK$) — Mainland China Market 71 million 92 million (22.8%)
WA (B¥T) —HBEAREMNS 71,000,000 7t 92,000,000 7t




MAINLAND CHINA (continued)
Market Performance (continued)

The non-alcoholic ready-to-drink beverage market continued to grow in
Mainland China. The soymilk market remained soft, facing strong price
pressure from the dairy segment. Revenue generated from the Mainland
China market was HK$71 million, a decrease of 22.8% from the same
period last year. As explained above, this decrease was mainly due to a
change in business strategy to focus on products that have a higher
profit margin.

The Shanghai plant’s successful renewal of the co-pack contract with
one of the largest dairy manufacturers in Mainland China has ensured
our closer cooperation and contributed significantly to both capacity
utilisation and earnings.

AUSTRALIA AND NEW ZEALAND

Production Efficiency
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Six months ended
30th September, 2004

BE-ZETNE
RAA=+HI1EAEA

Revenue (HK$) 67 million 48 million 39.6%
WA (B¥T) 67,000,000 7t 48,000,000 7©
Segment Result (HK$) 6 million (4 million) 250.0%
DEEE (B¥T) 6,000,000 7t (4,000,000 7T)

The Group’s joint-venture plant in Wodonga, Victoria supports the
Australian and New Zealand markets. In the first half of fiscal 2004/
2005, the plant generated HK$67 million in revenue, an increase of
39.6% from the same period a year ago. With higher sales and improved
manufacturing efficiency, profit derived from the Australian Operation
was HK$6 million.

Market Performance
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Six months ended
30th September, 2004

BE_Z2
RAA=t+HIEAEA

meE

Revenue (HK$) — Australian and 70 million 52 million 34.6%
New Zealand Market
WA (BET) —BNRFERETS 70,000,000 5t 52,000,000 7t
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MANAGEMENT DISCUSSION AND ANALYSIS
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AUSTRALIA AND NEW ZEALAND (continued)
Market Performance (continued)

The Australian soy beverage market has been growing again after a year
of consolidation. The growth was driven mainly by Rice Milk and
flavoured soymilk, but price competition remained very keen with a lot of
discounting. The grocery soymilk market in Australia is growing at 3%
this year whereas in New Zealand, the market is growing at 9% for the
year.

During the first six months of fiscal 2004/2005, the Group’s revenue
generated from the Australian and New Zealand markets was HK$70
million, an increase of 34.6% over the same period last year. This
improvement was the result of our greater emphasis on product
innovation and more creative marketing. With new products accounting
for about 30% of the increase, total sales grew by 32% in volume and
27% in local currency value. Products like VITASOY Rice Milk and LUSH
Chocolate Soymilk continued to perform well whereas VITASOY SO
MILKY, launched in September 2004, has also been growing healthily in
sales.

GENERAL OUTLOOK

While the local and global economies appear to be on track to gradual
recovery, we are alert to the challenges ahead as intense competition in
the non-alcoholic beverage market continues. The Group has been
following a focused business development strategy around the world by
means of brand enhancement, product innovation, aggressive marketing
and in-store promotion. This strategy is expected to enhance our overall
growth momentum. Our superior capabilities in certain product and
market segments, coupled with our better sourcing and process
management, should ensure higher profit margin for our core businesses.

In Hong Kong, we are pleased to see clearer signs of economic recovery.
However, we also believe that price competition will remain intense and
we need to focus on further improving our cost-efficiency and
productivity. Our advertising campaigns for VITASOY and VITA TSING
SUM ZHAN should bring us more success and we also expect to see good
sales performance of new products such as GOR YIN HAI “Icy Shake”
Fruity Teas. However, it is fair to expect that growth would slow down in
the coming six months when compared to the strong performance in the
months immediately following SARS, i.e., the second half of fiscal 2003/
2004. Companies would continue to fight aggressively for market share,

which leaves little room for price increases, although oil-led inflation
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might affect the cost of our key raw materials. Meanwhile, we expect our
tuck shop business to make further progress with the mission of
providing healthy and hygienic food and drinks to young customers. With
a view to further boosting business growth through consumer education,
we will continue to organise seminars on nutrition and healthy dieting to
be conducted by professionals.

As mentioned above, the Group is going to exit its Refrigerated Soymilk
business in North America and consolidate all production facilities at the
plant in Ayer, Massachusetts while closing the plant in Burke, California.
The consolidation will sharpen the business focus of our North Amercian
Operation and ensure better utilisation of the capacity of our state-of-
the-art facility in Ayer. The production efficiency to be gained from this
consolidation is expected to more than cover the increase in distribution
costs for providing superior service to our West Coast customers. Other
than a recognised impairment loss of HK$12 million, there will be a
one-off charge of approximately HK$9 million in the second half of
2004/2005 that is associated with the consolidation, including
shutdown costs, severance and asset relocation. Ongoing annual savings
from the consolidation are projected to be more than HK$10 million. The
exit from Refrigerated Soymilk is all but concluded and it has been well
received by the trade. In short, the benefits of the consolidation would
include increased asset utilisation, lower production costs, higher
earnings and reduced working capital, which together will result in
stronger foundation for further business development in the coming
years. The overhead gap from the exit of Refrigerated Soymilk will be
utilised through the introduction of value-added products in 2005/2006.

In Mainland China, soymilk continues to be under competitive pressure
from dairy milk in terms of retail pricing and consumers’ value
perception. In the long term, as the longest established soy beverage
market, Mainland China has tremendous potential in consumer upgrade
from traditional bulk home-grind to ready-to-drink consumption. To tap
this market potential, we will continue with our programme of brand
building and expanding our product portfolio by developing and
launching value-added and trendy products. We will continue to extend
our success in margin improvement in southern China to eastern China.
We will work on the expansion of in-sourcing for the Shenzhen Plant.
Improvement on capacity utilisation remains our focus for better return
on assets. On the whole, we now operate on a much healthier platform in
the Mainland China market, which gives us an edge in pursuing our
strategy of brand building and portfolio expansion in our core business —
soymilk. At the same time, the Group is actively exploring other retail
opportunities in Mainland China that may arise from the implementation

of the Closer Economic Partnership Arrangement (CEPA).
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MANAGEMENT DISCUSSION AND ANALYSIS
EHEE ZF R

In Australia, we expect to see steady growth in both sales and
profitability, driven by the continued performance of both Rice Milk and
Soymilk. Our strategic focus continues to be the launching of new
products in the “value soy beverage” area as well as flavour innovation.

As a whole, a complex mix of consumer preferences and changing
demographics is boosting the market demand for healthy food products.
We believe continued innovation in terms of health elements,
convenience and variety for our brands is the recipe for growth in sales
and market share in the long term. Our product innovation and capacity
utilisation initiatives should enhance our profitability. We are confident
that with our clearly-focused business development strategies and
initiatives as well as a concerted global direction, we will continue to
create shareholder value despite the challenges ahead.

EMPLOYMENT, TRAINING AND DEVELOPMENT

As at 30th September, 2004, the number of full-time staff was 2,373,

increasing by 2% from a year earlier. Our manpower management policy
remains to maximise the contribution of staff resources for productivity

gains and to equip the staff with the appropriate skill sets in order to

cope with the Group’s business plans.

This year, after an independent review of the discretionary bonus system,
recommendations were approved by the Compensation Committee of the
Company'’s Board of Directors. Discretionary bonuses will be granted,
having regard to both business performance factors (revenue, profit and
return on invested capital) and individual employees’ performance. The
new system aims at attracting, rewarding and retaining executives
through offering annual cash awards to outstanding performers so as to
motivate them to strive for excellence and value for their respective
business units and hence the entire Group. This will in turn translate
directly into growth, profitability and value for the Company and its
investors and shareholders.

ERNREPz RIFRBTEH T - AEEEER
NEB 2 HERRBNENGHEIBTRER - 1%
H v R BB REED (S EESR M) B
7= oh R TR BT EE R B

REMS  BEHBEZEN  URAOHEAZ
i SHEHRERMZIFRER - AEEM
ERASRERRETE - EMEEZ T LT
BIF KW ARBHERETSHAXRRRERYZ
B ARERDERAFRIESEEERXER
IBIEGREIRTRE 2 BAEES - AEBEAEDL
VAT e R 2 3 B R SRS M RS R A 0 IR
BREMEBEVARBSHZEET @ AEEKR
AR AT E AR AR PR SBR[ e o

BE - #BIRER

RZZZWFNA=1H  2BEEAZA
2373 N RE—FHEI2% - XEBERRE 2
ANEREEER RNBEBEANERZERE
BLRAEET  WHEB THEBEEREURLS
RER A -

RE - WIBEASELB LR R - ARFES
SHNEBSHE T ARMEEE - BIBEAR
HEEBRBRZ WA - EH RRERARE )
KiAREERBEMBFEL o HHlE S EEBRES
BTRERFERSEE - AR5 - BE) - 4817
BAE  RYBEIESEBNEREMLARA/R
SEERRMEL AR - BETNESHZER -
BERRFAARBZEBER - BFESN ARk
BREERBER 2O



FINANCIAL REVIEW

With the generation of healthy cash flow, we are constantly assessing
effective means for deploying our cash. After the payment of the special
dividend in September 2004, the Group still maintained a healthy net
cash position of HK$251 million (31st March, 2004: HK$270 million).
Undrawn facilities available to the Group totalled HK$312 million.

The total bank borrowings as at 30th September, 2004 amounted to
HK$165 million (31st March, 2004: HK$181 million). The maturity
profile is spread over a period of five years, with HK$148 million
repayable in the first year, HK$5 million in the second year and HK$12
million within the remaining three years. The amount of borrowings
denominated in US Dollar, Renminbi and Australian Dollar were the
equivalents of HK$21 million, HK$35 million and HK$109 million
respectively. The gearing ratio (total borrowings/shareholders’ funds) was
13.6% (31st March, 2004: 14.5%).

With adequate funds and unused banking facilities, the Group’s liquidity
position remains strong. Capital expenditure during the period amounted
to HK$24 million (2003/2004 interim: HK$24 million), which was
primarily funded by cash from operations. There are no material changes
in contingent liabilities, charges on assets and exposure to fluctuations
in interest and exchange rates.
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