Results of Operation

Turnover and net profit attributable to shareholders for the year ended
31 March 2006 was HK$3,778 million and HK$600 million, representing
an increase of 36.3% and 43.6%, as compared to HK$2,771 million
and HK$418 million, respectively, for last year. The earnings per share
for the year was HK62.24 cents when compared with HK43.54 cents for
last year.

The increase in turnover and net profit were mainly attributable to the
significant increase in the Group’s sales of containerboard mainly due to
the result of the full year commercial operation of the paper machine VI
which started in September 2004.

Distribution Costs and Administrative Expenses
The Group's distribution costs and administrative expenses increased by
approximately 117% and 37% from HK$54.5 million and HK$109.6
million for the year ended 31 March 2005 to HK$118.5 million and
HK$150.3 million for the year ended 31 March 2006 respectively as a
result of the expansion in the operation of the Group and the increase in
the Group’s turnover during the year.

Finance Costs

The Group’s finance costs was HK$72.9 million for the year ended 31
March 2006 as compared to HK$13.1 million for the year ended 31
March 2005. The increase was mainly due to the increase in average
amount of outstanding bank loans during the year.

Inventories, Debtors’ and Creditors’ Turnover

The inventory turnover of the Group's raw materials and finished products
were 85 days and 12 days, respectively, for the year ended 31 March
2005 as compared to 100 days and 11 days, respectively, for the year
ended 31 March 2006. This exhibits continued strong demand from our
customers.

The Group's debtors’ turnover days were 65 days for the year ended 31
March 2006 as compared to 66 days for the year ended 31 March 2005.
This is in line with the credit terms of around 45 days to 60 days granted
by the Group to its customers.

The Group’s creditors’ turnover days were 18 days for the year ended 31
March 2005 as compared to 26 days for the year ended 31 March 2006
and is in line with the credit terms granted by the Group’s suppliers to
the Group.
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MANAGEMENT DISCUSSION AND ANALYSIS

BEE R D

Liquidity, Financial Resources and Capital Structure
The total shareholders’ fund of the Group as at 31 March 2006 was
HK$3,577 million (31 March 2005: HK$3,041 million). As at 31 March
2006, the Group had current assets of HK$1,846 million (31 March 2005:
HK$1,373 million) and current liabilities of HK$ 1,148 million (31 March
2005: HK$912 million). The current ratio was 1.61 as at 31 March 2006
as compared to 1.51 at 31 March 2005.

The Group generally finances its operations with internally generated
cashflow and credit facilities provided by its principal bankers in Hong
Kong and the PRC. As at 31 March 2006, the Group had outstanding
bank borrowings of HK$883 million (31 March 2005: HK$769 million).
These bank loans were secured by corporate guarantees provided by
certain subsidiaries of the Company. In addition, the Group issued
HK$1,000 million zero coupon convertible bonds due in 2011 in January
2006. The Group’s net debt-to-equity ratio (total borrowings net of cash
and cash equivalents over shareholders’ equity) increased from 0.23 as
at 31 March 2005 to 0.47 as at 31 March 2006 as a result of the capital
expenditure spent on paper machine VIl during the year.

The Group’s liquidity position remains strong and the Group possesses
sufficient cash and available banking facilities to meet its commitments,
working capital requirements and future investments for expansion.

The Group’s transactions and the monetary assets are principally
denominated in Renminbi, Hong Kong dollars or United States dollars.
The Group has not experienced any material difficulties or effects on its
operations or liquidity as a result of fluctuations in currency exchange
rates during the year ended 31 March 2006. During the year ended 31
March 2006, the Group has used currency structured instruments, foreign
currency borrowings or other means to hedge its foreign currency
exposure. In this regards, the Group considers its currency risk is
significantly reduced.
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Use of Proceeds From the Issue of the Convertible
Bonds

The net proceeds from the issue of the convertible bonds which was
completed in January 2006, of approximately HK$972 million, will be
used to finance the Group’s acquisition of paper machine Vil and related
production equipment and services which are expected to be incurred
over the next one year. The proceeds from the issue of the convertible
bonds not immediately applied towards the purchase of paper machine
VIl have been employed as general working capital.

Employees

As at 31 March 2006, the Group had a workforce of more than 3,200
people. Salaries of employees are maintained at competitive level and
are reviewed annually, with close reference to the relevant labour market
and economic situation. The Group also provides internal training to
staff and provides bonuses based upon staff performance and profits of
the Company.

The Group has not experienced any significant problems with its
employees or disruption to its operations due to labour disputes nor has
it experienced any difficulty in the recruitment and retention of
experienced staff. The Group maintains a good relationship with its
employees.

The Group has a Share Option Scheme whereby employees of the Group
are granted options to acquire shares in the Company.
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