CHAIRMAN'’S STATEMENT

RESULTS

The Directors are pleased to report the audited consolidated
results of the Group for the year ended 31st March, 2002.
Turnover is down slightly by 3% to approximately HK$560
million, while profit before taxation has increased by 72% to

approximately HK$52 million.

An analysis of the results for the year by principal product

category is as follows:
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Packaging materials, labels and children’s BEME  BRER
paper products RERERS 546,741 65,016
Environmentally friendly products RREmMm 11,820 (6,770)
Licensed products B EER 1,742 (6,229)
560,303 52,017

DIVIDENDS @S

The Directors recommend a final dividend of HK2 cents
(2001: HK1 cent) per share for the year ended 31st March,
2002 payable to shareholders whose names appear on the
register of members on 6th September, 2002. No interim
dividend has been declared during the year ended 31st
March, 2002 (2001: nil).
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CHAIRMAN'’S STATEMENT

BUSINESS REVIEW AND PROSPECTS

The year ended 31st March, 2002 was a challenging one for
the Group. The deterioration of the global economy that took
place during the year was further aggravated by the tragic
event happened on 11th September, 2001 in the United
States. Customers, who had been cautious about replenishing
their inventories in the first half of the year due to the
uncertainties in consumer demand, decided to substantially
reduce their orders in the fourth quarter in the aftermath of
the incident. Although the adverse impact has subsequently
moderated, it nevertheless affected the Group’s turnover in
the second half of the year. Moreover, it gave rise to more
intensified market competition that resulted in extra pressure

on product prices.

It was against this challenging background that the Group
managed to achieve significant profit growth for the year.
While it reflected the Group’s tightened cost control and
improved production efficiency, the underlying reason can be
attributed to the Group’s adoption of a proactive development
strategy that is designed for securing long-term sustainable

growth.

During the year, the Group continued to record a strong
growth in the sales of children’s paper products. As expected,
these products proved to be more resilient to the economic
downturn, and the Group’s efforts in realigning its resources
for the better development of this business have paid off.
Sales of environmentally friendly products were depressed by
the weakened interior packaging business, while the sales of
“Greenworks” products encountered a setback in the second

half of the year due to a fall in demand. But the overall
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CHAIRMAN'’S STATEMENT

performance of the division was within the Group’s
expectations. As for the licensed products, the shifting of this
division from being a licensee to becoming a licensor, and the
termination of the acoolc.com website in November 2001,

have helped to curb its loss.

In addition, the Group took the initiative to expand its source
of revenue and to strengthen its core competitiveness. During
the year, the Group decided to expand its operations in China
by reactivating its subsidiary in Suzhou for the establishment
of a new production plant. The infrastructure and machinery
installation works have commenced, with staff recruitment
and sales and marketing being under way. Moreover, the
Group has set up the “Starlite Innovation Centre” to enhance
its customer relations through providing innovative services,
and the “Starlite Institute of Management” to improve its staff
proficiency. Details of these developments are elaborated on
in the sections below. The Directors anticipate that these
measures will enable the Group to maintain long-term

satisfactory growth.

Packaging materials, labels and children’s paper products
Hong Kong Operations/Mainland China Operations

During the second half of the year, the Group’s printing and
packaging businesses in Hong Kong/Mainland China recorded
a decline in turnover primarily due to reduced orders from
United States customers following the “September 11th”
incident. As a result, the full-year turnover of these operations
dropped slightly from that of the previous year. However, with
tightened cost control and improved production efficiency,
the Group managed to improve the gross profit margin of
these core businesses. Strong growth continued in the sales of

children’s paper products, which was supported by an

EERE

MREANERBREEERDA YR 22T —
F+— A% 1L acoolc.com HHFHIEE - W
ZEEBHNEBEEBLEERE -

£ B BRER 2 B 45 e DA 4 B U IOIR B pn sk A=
LEBFN - REEA - KEREEHMEBN
REMNOMBLAR - EFTRMEEREZ
R RESIE - ATHENHAREHERT
RUEREENTEERER R KT
TIEXBIEFROIABIFRBINEETFH

R TEXERBBRIAESEIEER - 2%
ERNFREHN TN EXSEYE LB

MEASKEZARBNFALE -

BEMH BRERREREHRR
ol PNEES

THEERN AR~ FHEHXET
FRLIE  SENEE/FERERED
R @XBHRTE  S2FEMNEX
BREFREMRD - R > BB
THIREREERE - KERINIBMZFZ
LDEBHEMNE - RERERD - AREH
Bz - RETHA - MEREETHISER




Paper Products

. Eﬁl-uu'
ABCETIE Ao 2 )

Irr
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expanded product range, innovative design, and aggressive
marketing. The Group intends to further capitalise on the
resilience of these products by actively seeking new
customers and the opportunities to engage in the distribution

of these products.

In August 2001, Starlite Printers Limited, the Group’s principal
subsidiary for the printing and packaging businesses, was
awarded the “2001 Trade and Industry Department Quality
Award” by the Hong Kong Trade and Industry Department in
recognition of the subsidiary’s supreme quality performance.
Moreover, Starlite Development (China) Limited, another
wholly-owned subsidiary of the Group engaging in the
marketing of children’s paper products, was awarded the
“2001 Trade Development Council Export Marketing Award”
by the Hong Kong Trade Development Council in September
2001.

In order to further enhance its customer service, the Group
established the “Starlite Innovation Centre” at its Shenzhen
plant in January 2002 to initiate new product design and
packaging for customers. It is aimed at turning the traditional
customer/supplier relations into a business partnership that
shares common goals and objectives, through the provision of
added-value services that are crucial to the successful launch
of products. By providing a truly one-stop service from design
to finishing, the Group is in a better position to reinforce the
loyalty of existing customers and to attract new customers of
multinational capacity, which it is anticipated will bring long-
term benefits to the Group’s sales and profits. The centre has
received favourable response from local and overseas

customers since it commenced operation.
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Singapore Operation

The downturn of the Singapore economy, caused mainly by
the slowdown of the United States economy and the
protracted slump in the global electronics industry, has
restrained Starlite Printers (Far East) Pte. Ltd. (“Starlite (Far
East)”), a wholly-owned subsidiary of the Group in Singapore,
from sustaining another year of growth in both turnover and
profit.

Apart from stepping up its cost control, marketing and
corporate management, Starlite (Far East) has taken a strategic
move to increase its revenue by becoming the Group’s new
driving force for further expansion in China, with the first
project being the reactivation of the Group’s subsidiary in
Suzhou. The Group is hopeful that this move will benefit the

long-term development of the Singapore subsidiary.

In June 2002, Starlite (Far East) won the prestigious
“Singapore Star Award 2002” jointly awarded by the
Packaging Council of Singapore and the Singapore
Confederation of Industries in recognition of the Singapore

subsidiary’s innovative and creative designs of quality finished

products in packaging.

Given Starlite (Far East)’s outstanding record in meeting
challenges and brilliance in human resources development
and total quality management, the Directors believe that the
Singapore subsidiary will be able to improve its performance

when the economic conditions recover.
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Suzhou Project

Following careful evaluation of the business opportunities in
China, the Group decided earlier this year to reactivate its
Suzhou subsidiary with the establishment of a new production
plant in Suzhou. Construction and machinery installation
works in respect of the production plant are scheduled to be
completed by the end of this July. Commercial production is

expected to commence in August.

As a strategic move, Starlite Printers (Suzhou) Co., Ltd. has
been transferred and become a wholly-owned subsidiary of
Starlite (Far East) and put under the management of the
Singapore team. The Suzhou subsidiary will be principally
engaged in the printing and packaging businesses with
products for domestic and export sale. Apart from serving the
existing Singapore customers who have a presence in
Shanghai and the vicinity, the Suzhou subsidiary will also

actively seek for other prestigious multinational customers.

Given the Group’s long presence in China, its knowledge of
the domestic market and strong experience in meeting
challenges, plus the experience and dedicated efforts of the
Singapore management team, the Directors are optimistic that
the Suzhou project will be able to seize the business
opportunities in China and beyond and generate good

revenue for the Group.

Environmentally friendly products
The year under review saw a decline in the sales of the
Group’s environmentally friendly products. Products for

interior packaging usage encountered strong price
competition, whereas sales of “Greenworks” brand products
were affected by the unfavorable economic conditions in the

second half of the year.
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CHAIRMAN'’S STATEMENT

The Group has taken measures to improve the performance of
this division, which include the restructuring of the marketing
team in late 2001. Moreover, while continued efforts were
made during the year to promote the products in local and
overseas markets, more stringent controls have been adopted

to enhance cost efficiencies.

Licensed products

The sluggish consumer demand across the Asia-Pacific region
continued to affect the performance of the licensing division.
During the year, following careful evaluation, the Group has
terminated the licensing agreements with the licensors of
Japanese cartoon characters “Doraemon” and “Sanrio”, and
shifted the focus of this division from being a licensee to
becoming a licensor to capitalise on the Group’s own brand

“Robbi the bunny”.

Having reconsidered the market conditions for e-commerce
and drawn on the experience of the dotcom companies, the
Group has terminated the acoolc.com website in the second

half of the year.

LIQUIDITY AND FINANCIAL RESOURCES

The Group’s sources of funding include cash generated from
the Group’s operations and banking facilities provided to the
Group by banks mainly in Hong Kong and Mainland China.
As at 31st March, 2002, the Group’s cash and bank balances
and short-term bank deposits amounted to approximately

HK$67 million.
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During the year, the interest expenses of the Group dropped
by 37% to approximately HK$8.7 million, which resulted
from the Group’s improved cash flow and prevailing low
interest rates. The Group will continue to make use of lower
cost Renminbi loan facilities to hedge against possible upward
adjustments of Hong Kong dollar interest rates in the future.
Currently, the Group has Renminbi-denominated loan
facilities amounting to approximately RMB35 million that are
available for the Group’s plants in Mainland China for

working capital purposes.

As at 31st March, 2002, the Group had a working capital
deficiency of approximately HK$12 million, which
represented a reduction of HK$42 million compared to
approximately HK$54 million as at 31st March, 2001. The
Group’s debt-to-equity ratio as at 31st March, 2002 was 62%
(31st March, 2001: 77%), based on short-term and long-term
bank borrowings and other borrowings (excluding trade
related debts and borrowings) of approximately HK$116
million (31st March, 2001: HK$118 million), and
shareholders’ funds of approximately HK$187 million (31st
March, 2001: HK$153 million). The drop in debt-to-equity
ratio was mainly attributable to the continued improvements
in the operating results of the Group. The Group will continue
to adopt prudent policies to maintain a healthy financial

position.
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EXCHANGE RATE EXPOSURE

All the Group’s assets, liabilities and transactions are
denominated either in Hong Kong dollars, US dollars or
Renminbi. As the exchange rates of Hong Kong dollar, US
dollar and Renminbi were relatively stable during the year,

the Group was not exposed to material exchange risk.

HUMAN RESOURCES DEVELOPMENT

Currently, the Group has more than 3,000 employees. The
Group maintains good relations with its employees, providing
them competitive packages and incentive schemes as well as
various training programmes. Besides, a Share Option Scheme
was adopted in 1993 under which share options were/will be
granted to certain employees as incentive for their

contribution to the Group.

In May 2002, the Group celebrated the formal opening of the
“Starlite Institute of Management”. The institute represents a
major move of the Group to further enhance its human
resources development and total quality management. The
facility is located in a six-storey building at the Group’s
Shenzhen plant, with the ground floor being the training
centre and the remaining floors serving as staff quarters. It is a
venue for providing staff training as well as seminars for our
customers and vendors. A large variety of topics, such as
printing techniques, quality assurance and control, production
and materials planning, and human resources development,
are planned for the training programmes, which will be
conducted by senior executives of the Group, reputable

lecturers from universities and external consultants.
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LOOKING AHEAD

There are mixed opinions on the economic outlook of the
United States and Europe. While some signs of an economic
rebound have emerged, it is difficult to tell if a full or
sustained recovery is in sight. In the rest of the world, with
China as a major exception, the economic prospects seem to

be clouded with uncertainties.

It is widely believed that China will continue to attain solid
economic growth in the coming years, and its entry to the
World Trade Organisation will help to promote trade and
investment activities across the continents. Eastern Chinese
cities, in particular those such as Shanghai and Suzhou, are
considered to be among the major beneficiaries of these

developments.

The Group is adopting a proactive strategy to meet the
challenges and to seize opportunities which are open to the
Group. This involves pre-emptive measures against
anticipated difficulties, and expanding the source of revenue
such as the launch of the Suzhou project and the intention to
engage in the distribution of children’s paper products. All in
all, it represents the Group’s philosophy of balancing risk and
return, with the core being the continuous strengthening of its
competitive advantages. The Directors believe this strategy
will result in the generation of good returns for the

shareholders.
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On behalf of the Board
LAM KWONG YU

Chairman

Hong Kong, 18th July, 2002
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