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It gives me great pleasure to report to our shareholders our business
performance for the financial year ended on 31st March, 2005.
Turnover and profits reached record levels of HK$2,677,599,000
and HK$123,150,000, representing significant increases of 49%
and 28% respectively as compared to results of last financial year.
Earnings per share rose by 27% to HK26.3 cents. The Board
recommends a final dividend of HK7.5 cents per share, which
together with the interim dividend of HK4.5 cents per share gives a
total dividend for the year of HK12.0 cents per share, an increase of
20% compared with HK10.0 cents per share for the prior year.
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During the past year, the Group faced a formidable operating
environment. The price of crude oil escalated through the year and
successive record highs were established in the year. This in turn
caused the prices of a large number of downstream petrochemical
feedstock to soar. Some of these feedstock even encountered
occasional supply shortages during the year. Because of the
different business nature of our core businesses, these supply/
demand imbalances affected the Group’s business divisions in vastly
different ways. Some businesses could pass on the feedstock cost
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increases to customers in full and almost immediately, thus
recording far better than normal operating results. However, other
businesses could only pass on cost increases in part, and with a
time lag. The profit margins of these businesses thus badly suffered.
Taking the Group’s businesses as a whole, this special internal
hedging effect has protected the Group’s operating profits against
any significant negative impact arising from soaring feedstock
prices. In the long run, the structure of the Group’s business
portfolio can reduce the volatility in the performance of the Group.
At the same time, the competitive advantage of the Group,
accumulated over the years, has stood out even more clearly during
this challenging operating environment, laying a sound foundation
for long-term steady growth, in line with the goals laid down by the

Group.
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The Division continued to benefit from the sustained strength in the
export of light industrial goods in the Pearl River Delta. With its
competitive advantages becoming ever more evident, this Division
has secured more business from medium to large customers. The
growth in turnover was gratifying. Turnover for the full year
reached HK$499,333,000, a significant growth of 39% compared
to the prior year. Profits from operations, however, only reached
HK$32,332,000, representing a decline of 19%. For the past year,
the hike in prices of chemical feedstock, especially those of solvents
for thinners manufacturing, continued, with supply and demand
reaching an imbalance rarely seen during the past decade. The
impact on this business has been substantial. Cost increases could
only be partially passed on to customers, after a time lag. At the

same time, the new Huiyang plant, built at a cost of HK$220
million, was commissioned last October as scheduled. With the
second half of the financial year being the traditional low season,
and with additional relocation and depreciation expenses also

incurred at the same time, the performance of the Division has
suffered a short-term negative impact. Since the beginning of the
current financial year, the rise in price of various feedstock seemed
to have slowed down. We have also taken steps to pass cost
increases to customers. Accordingly, we anticipate profit margins to
gradually return to normal levels during the course of the year. We
will also take advantage of the capabilities of the new Huiyang
plant to seek continuous improvements to our competitiveness as
well as to seek market share gains. We will also closely monitor
potential acquisition opportunities, especially those which are
synergistic with our current business with a view to accelerating the
growth of this business.
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During the past year, the paints business has been more competitive
than ever before. The industry also saw heightened regulatory
measures from the authorities in the areas of safety, environment
and transport, resulting in rises in operating costs. At the same
time, the sustained high and volatile prices of feedstock could only
be partially passed on to the downstream market, causing profit
margins for the industry to erode, even to the extent of forcing
many competitors out of the market. Some medium or large
competitors have continued to use their brand strength and
economy of scale to gain market share. Amid such difficult
operating environment, the Division took advantage of our effective
plant management, superior logistics and good customer relations
to achieve operating results basically in line with target. The full
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year turnover rose by 18% to HK$585,961,000. Profit from
operations only slightly declined, by 6% to HK$30,232,000.

To accelerate the brand visibility of “Bauhinia”, to enhance our
service levels and to improve the profitability of the business, the
Division launched the “Artistic Coatings Centre” retail franchise
stores in six provinces in South China. Potential franchisees were
selected according to a rigorous set of criteria, and received
professional training. The aim is to promote our premium products
and advanced painting techniques to produce special effects
through these franchised stores directly to end customers. The
programme has drawn excellent response. There are now 50
franchised stores in the market area, and we expect these to grow to
100 during this year. With our successful experience in South China,
we will gradually extend the programme to other parts of China.
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Over the past year, sales in South China grew steadily, while sales in
Eastern China attained a rapid growth of 34% as compared to the
previous year. Full year turnover grew by 29% to HK$279,637,000.
However, due to the intense competition in Eastern China, profit
margins were relatively low. Moreover, this Division has suffered
more than any other Divisions in the Group from the rise in raw
materials prices. Consequently profit from operations for the full
year was only HK$13,972,000, a decline of 16% from the prior
year.

A series of measures to improve profitability was adopted during
the year with the full effects just starting to materialize. At the
same time, the ability to pass on increased costs to the market has

also been enhanced. Therefore, we anticipate the Division’s
performance to improve significantly in this coming year.

During the past year, the Zhongshan plant achieved the distinction
of being named as the “Enterprise Technological Center of the
City” and our brand “Bauhinia Variegata” was awarded the
“Famous brand of Guangdong Province”.

Work has begun on the new plant in Zhongshan, and the project is
expected to be completed in June 2006.
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The rapid growth of the coatings, resins and adhesives industries in
the Pearl River Delta region has provided an excellent opportunity
for this Division. For the past year, sustained increases in raw
materials prices and the imbalance of supply and demand led to
highly volatile prices. Because of the nature of these products, cost
increases could be passed on to the market almost immediately.
Moreover, continued capacity expansions during the past five years
have given the Division the competitive advantage of economy of

scale. Consequently, the Division enjoyed an exceptional performance
for the past year. Turnover grew at 99% to reach HK$1,212,610,000,
while profits from operations rose sharply by 236% to
HK$132,369,000. Without question, this Division has enjoyed its
best ever year on record.

Plans to further upgrade and debottleneck are in place this year to
further increase our production capacity. The Group is actively
making investment plans on areas such as broadening its product
range, vertical integration, and improvements to supporting facilities
to further enhance the long-term competitiveness and continual
growth of the business.
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During the past year, the Division has been engaged in restructuring
of its management structure and product mix, necessitating a
special provision of HK$13,196,000. In addition, the Division faced
with increases in costs of feedstock, coupled with the difficulty in
passing on the increased costs to the market with the old and tired
products range, the profit margin declined by 5% compared to that
of the prior year. Due to the combination of these adverse factors,
the loss widened from the HK$4,110,000 last year to HK$22,742,000
this year. Turnover was HK$114,877,000, which was similar to that
of last year.

The Group formed an inter-departmental “performance improvement
team” at the end of last year to undergo a complete business
reform through a series of measures, including a revamp of the
management team, upgrading the product ranges and reducing
operating costs. The target is to substantially reduce operating

losses in this financial year, and to transform the business into a
sustainable and profitable one from the year 2006 onwards.

“Yip's Pacific Limited” was jointly set up by the Group and the
original shareholders of Pacific Oil and Chemical Company Limited
in Hong Kong in February 2005, with the Group holding 60% of
Yip's Pacific. Yip's Pacific specializes in the business of special
lubricants in China and Hong Kong. There is a clear distinction in
the market and customer profile with our existing lubricant business
which focuses on automobile engine lubricants. There is, however,
a synergistic effect on areas like logistics and procurement. Pacific
Oil and Chemical, founded in 1994, is a market leader in the special
lubricants sector with over HK$100 million turnover and sustained
profits growth in for many years. Through cooperation with the
Yip's Group, resources can be consolidated and better utilized and
competitiveness can be reinforced and the two can complement
each other to achieve even more rapid growth and better operating
performance.
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Resin is one of the key production ingredients for many other core
businesses of the Group. Consequently the Division is an important
part of the Group’s vertical integration strategy. From last year, it
was decided to expand non-Group sales. For this year, external
customers accounted for approximately 69% of turnover. We
anticipate that there will still be ample room for further growth for

this Division.

Production was halted for one month last September in order to

expand production capacity, causing the performance of the
business to be slightly below expectation. Turnover was
HK$74,347,000, 23% ahead of last year, while the Division
recorded a slight profit of HK$252,000, compared to a profit of
HK$1,089,000 last year.
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The Group continued to implement prudent financial management
strategy. Turnover of the Group achieved new height last year and
continuing investments in new plants in the PRC created higher
need for operating funds. Net bank borrowings of the Group as at
31st March, 2005 was HK$232,427,000 (31st March, 2004:
HK$85,836,000). Gearing ratio of the Group, calculated on the
basis of net debt over shareholders’ funds, was 31% as at 31st
March, 2005 (31st March, 2004: 13%). As at 31st March, 2005, a
total of 14 banks in Hong Kong and PRC granted short and
medium term banking facilities totaling HK$1,048,697,000 to the
Group, 69% of these facilities were denominated in Hong Kong
Dollars and the rest in Renminbi. Included in these facilities were 4
medium term loans with a total amount of HK$160,000,000
arranged with 4 banks in Hong Kong in the past year. These loans
have been fully drawn and are repayable by 7 to 12 quarterly
repayments over a period of 3 years in respect of HK$110,000,000
and 2 years in respect of the remaining balance. As at 31st March,
2005, the total bank loans that were repayable within one year was
HK$282,777,000 (31st March, 2004: HK$145,498,000), while term
loans repayable after one year were HK$126,316,000 (31st March,
2004: HK$43,750,000). Banking facilities of the Group were drawn
to the extent of HK$778,735,000 as at 31st March, 2005 (31st
March, 2004: HK$392,619,000). All bank loans of the Group carry
interest at floating rates.

The Group’s available banking facilities and its future cash flow
from operations will provide sufficient funds to the Group to meet
its present operation requirements and for the further development
of its business in the foreseeable future. To take advantage of the
current low interest level in Hong Kong, the Group will continue to
fund its investments by Hong Kong dollar bank loans.

The Group generates the majority of its income in RMB and the
majority of its assets are located in the PRC. As the rate between
RMB and HKD has remained stable in the past few years and it is
generally expected that it will remain so in the short term future,
the management considers that no further hedging measures are
necessary at this stage.
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The Group has appointed Mr. Au-Yeung Tsan Pong, Davie and Mr.
Li Chak Man, Chuck as independent non-executive directors on
29th June, 2004 and 23rd September, 2004, respectively. Our two
new directors are experienced executives from the largest non-
profit organization in Hong Kong and an international petrochemical
company, respectively. Their joining will help raise the standards of
corporate governance of the Group. On behalf of the Group, |
would like to express my sincere welcome to them. At the same
time, Mr. Tong Wui Tung, Ronald, previously our independent non-
executive director was re-designated as a non-executive director
from 23rd September, 2004.

The Audit Committee was formed in 1998 and is responsible for
providing an independent and objective review of the financial
reporting process, internal controls and the audit function of the
Group. The current members are Mr. Ronald Tong, a Non-Executive
Director and three Independent Non-Executive Directors, Mr. Wong
Kong Chi, the Chairman, Mr. Au-Yeung Tsan Pong, Davie and Mr. Li
Chak Man, Chuck. Mr. Wong Kong Chi has extensive experience in
financial matters and holds two accounting professional qualifications.
The Audit Committee met two times during the year to review the
completeness, accuracy and fairness of the interim and annual
financial results before they were tabled to the Board for approval
and the internal audit department’s reports on internal controls.

As at 31st March, 2005, there was a total of 3170 employees of
which 138 were based in Hong Kong and 3032 were based in
other provinces in the PRC. Employees receive competitive
remuneration packages including salary, variable bonus linked to
attainment of the Group and individual performance as well as
share options which are reviewed from time to time and at least
annually. The Group pledges to enable our employees to achieve
continuous self-improvement as a core mission. Employees are
continuously trained to enrich their job skills through internal
training conducted by full time training staff and external training
courses, with an educational subsidy scheme to encourage employees
to upgrade themselves. The Group also has an Executive
Management Trainee Programme that assures a consistent flow of
high quality executive employees.
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The macro-economic control measures imposed by the Chinese
government last year to suppress the overheated economy have
attained some preliminary results. We anticipate the Chinese
economy will experience a more sustained and stable growth, and
internal demand will continue to expand this year. This offers us an
exceptional opportunity for the development of the various core
businesses of the Group. At the same time, the Group will continue
to reap rewards from our sustained commitment to enhancing its
overall competitiveness. Therefore, | am confident of the continued
growth in the overall business of the Group. However, the
challenge is whether growth in profits can match the growth in
turnover. We anticipate the sustained high and volatile raw
materials prices will continue to put pressure on profit margins. The
Group will endeavor to pass on the rise in costs to downstream
markets through improving the product mix and supporting
services. At the same time, the Group will invest resources into the
supply chain and logistics management between the various core
businesses, aiming to improve synergy and reduce operating costs.
Through the common focus and dedicated effort of all our staff, we
firmly believe that we can achieve our target of improved
profitability. Lastly, on behalf of the Group, | would like to extend
my sincere gratitude to all shareholders and the banking and
financial sector for their support and to all our staff for their
unremitting effort and contributions to the Group.

Ip Chi Shing, Tony
Chairman

Hong Kong, 29th June, 2005



