MANAGEMENT'S DISCUSSION AND ANALYSIS

BB R DA

BUSINESS REVIEW

With a sustaining growth in the global demand for products from the
PRC, the demand of corrugated paper-ware packaging exhibited a
corresponding rise. Meanwhile, the Group's GongMing processing plant in
Shenzhen, Guangdong installed a corrugated paper board production line
in the second half of the year under review. This enabled the Group to
record a rise in its turnover and output of approximately 3.6% and 5.8%
respectively despite a difficult business environment of escalating raw

materials price and interest rate.

With the operation of its wholly-owned foreign enterprise in Dongguan,
Guangdong, since March 2004, the Group began developing the
domestic corrugated paper-ware market of the PRC. This also fulfilled our
international customers’ needs in entering or expanding the PRC market.
The Group thus established a more long term and stable business
relationship with its customers. Together with its effective sales strategy,
the Group’s market share in the PRC market was expanded, resulting in

an increase in its 2005 domestic sales.

In order to provide high-quality and high value-added products and
quality on-time services to its customers, the Group makes continuous
effort to improve the production process, strengthen the computerized
production procedure, and acquires advanced corrugated carton box
production facilities. To achieve economy of scale and maximize
production efficiency, the Group allocates different types of products to
different factories for production, which enables different types of
production lines and facilities to attain their highest effectiveness. On the
other hand, since the production process of corrugated paper boards is
shorter and simpler than that of corrugated carton boxes, the proportion
of corrugated paper boards and carton boxes produced by the Group in
2005 remained at approximately 2:1, which enabled the utilisation of

production facilities to reach approximately 85%.
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MANAGEMENT’'S DISCUSSION AND ANALYSIS

FINANCIAL REVIEW
Operating results

In 2005, turnover of the Group increased approximately 3.6% to
HK$788,555,000 (2004: HK$760,981,000). The increase was mainly
attributable to the new equipment acquired in 2004 which was put into
full operation in 2005, and commencement of operation of other new
equipment in the second half of 2005. Increase in cost of sales was due
to an increase in turnover, while various factors such as the appreciation
of Renminbi, the rise of crude oil and raw material prices also exerted
pressure on cost of sales. Hence gross profit margin slightly decreased
from 19.8% in 2004 to 19.5%.

The continuous rising crude oil price in 2005 resulted in an increase in
transportation cost. Nevertheless, as the Group has adopted stringent
cost control and internal control measures, distribution costs were
maintained at the level of 2004. Administrative expenses increased
approximately 7.2% to HK$37,724,000. The increase in administrative
expenses was the result of treating share options as an expense following

the adoption of new accounting standards.

Other expenses increased approximately 47.8% from 2004 to
HK$18,601,000. It is mainly due to an increase in depreciation charges
for renovation and decoration of new and existing plant, warehouse,
employees’ dormitories and increase in professional expenses in 2005.
As the Group funded the construction and decoration of the new plant of
Green Forest (QingXin) Paper Industrial Limited (“Green Forest”) by bank
loans, finance costs increased by approximately 216.6% to HK$5,924,000.

The net profit margin of the Group in 2005 was 8.8%. Earnings per share
increased to 19 HK cents (2004: 18.3 HK cents). The Directors proposed
a final dividend of 4.17 HK cents per share (2004: 4.22 HK cents).
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MANAGEMENT'S DISCUSSION AND ANALYSIS
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FINANCIAL REVIEW (Continued)
Liquidity, financial and capital resources

Bank balances and cash increased to HK$156 million (2004: HK$133.4
million), representing cash inflow of HK$22.6 million. Net current assets
and current ratio (current assets divided by current liabilities) was
HK$135.5 million (2004: HK$139.6 million) and 1.66 (2004: 1.92)

respectively.

During 2005, the Group spent HK$21.1 million (2004: HK$9.2 million)
on dividend payment. The Group further spent HK$112 million for new
factory construction and facilities of Green Forest for upstream corrugating
medium production, and HK$34 million for new production facilities in
existing factories for expansion. The acquisition of property, plant and
equipments was wholly financed by the term loans newly raised from
banks.

As at 31st December, 2005, the Group did not pledge any assets as
security for bank borrowings. The Group's total bank borrowings
increased by HK$135.7 million to HK$221.9 million. It was attributable to
the rise in long-term borrowings of HK$82.7 million and short-term
borrowings of HK$53 million, mainly for financing acquisition of property,
plant and equipments. The ratio of long-term borrowings to short-term
borrowings was 53:47(2004: 41:59). The net gearing ratio (measured by
total bank borrowings net of cash to equity attributable to shareholders)
was 19% (2004: -17%, represented net cash position of HK$47.3

million).

The Group has entered into agreements of interest rate swaps (covering
60% of total term loans) to minimize the adverse effect of increasing

interest rates. The Group's financial position remains strong and healthy.
Contingent liabilities

A tax audit has been conducted by the Inland Revenue Department in
December, 2004. The Inland Revenue Department issued protective
assessments for the year of assessment 1999/2000 to certain
subsidiaries of the Group during the year. As the tax audit is still in
progress, in the opinion of the Directors, the outcome and impact of this

matter cannot be determined with reasonable certainty at this stage.
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MANAGEMENT’'S DISCUSSION AND ANALYSIS
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PROSPECTS

Looking ahead, the PRC's economy will continue to grow and the PRC
remains as the world's industrial production base. With sustained growth
in the corrugated paper-ware packaging market, the Group aims at
increasing its market share, and ensures a stable growth through
formulating long term and effective marketing policies. The Group will
continue in acquiring new technology and equipment to enhance the
production process in various aspects and increase its competitiveness,
through which the Group will be well prepared to grasp the business
opportunity arising in the PRC and abroad.

To achieve a vertical integration of our operation model, the Group has
planned at an early stage to produce one of the main raw materials for
corrugated paper boards and carton boxes — corrugating medium, and
we have already established our first corrugating medium production
plant, Green Forest. The plant was constructed in Taihe Industrial District,
Qingxin County, Qingyuan City, Guangdong Province and commenced
commercial production in February, 2006. It occupies a site area of about
700,000 sg. m. and its main product is high performance corrugating
medium. With an annual production capacity of 100,000 tonnes, it will

satisfy up to 30-40% of the Group's demand for raw materials.

In addition, the Group has also planned to construct (1) a new
production line for another main raw material — kraft linerboard and (2)
the Group's fourth plant for corrugated paper boards and carton boxes at
the Green Forest site. The plant for kraft linerboard was founded in
March, 2006 and is expected to be completed by the end of 2007. The
completion of this production line will further reduce the Group's reliance
on imported raw materials and would lower production cost and enhance
product quality. The Group's fourth plant for corrugated paper boards and
carton boxes is expected to be completed by mid-2007, paving the way

for the Group to achieve the aim of increasing its market share.
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